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COMPTROLLER GENERAL OF THE UNITED STATES 

W&H!NGTON. D.C. 20548 

To the President of the Senate and the 
-. . Speaker of the House of Representatives 
, 

This report presents our findings, conclusions, and recom- 
mendations on the administration and effectiveness of U .S. assistance 
for  the economic development of Korea. We have also issued a 
classified supplement containing statements of U.S. objectives and 
discussions of program areas  which a r e  necessary, in our opinion, 
to understand the full implications of present U.S. involvement in 
Korea. 

The review was made as  part  of our continuing examination 
of foreign assistance programs, pursuant to the Budget and -4c- 
counting Act, 1921 (31 U.S.C. 53) ,  and the Accounting and Auditing 
Act of 1950 (31 U.S.C. 67). 

Copies of this report a r e  being sent to the Director, Office 
of Management and Budget; the Secretaries of State, Defense, and 
Agriculture; and the Administrator, Agency for International 
Development. 

Comptroller General 
of the United States 
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MHY THE REVIESI WAS bit, DE 

The General Accounting Office (GAO) 
made th i s  review as part  of i t s  con- 
tinuing e f fo r t  t o  a s s i s t  the Con- 
gress in i t s  oversight of U.S. for- 
e ign assistance programs.-- .- . .?  - 

During f iscal  years 1968 through 
1972, U.S. d i rec t  bi la teral  ec- 
onomi c assi stance to Korea total  ed 
$1,194 mi 11 ion. This includes 
$246 mil 1 i on by the Agency for In- .. -? 

ternationaf Deveiopnent (AID) ,  
$717 mill ion by the Food for  Peace 
(Public taw 480) program, and 
$209 million by the Export-import 
Bank of the Uni ted States . Direct 
mili tary assistance totaled 
$2,635 million. 

Korea has benefited also from the 
substantial U.S. expenditures sup- 
porting U.S. mili tary forces s ta-  
tioned in Korea and has received 
additional substantial sums for 
sending i t s  troops t o  Vietnam. 
(See pp. 8, 9, and 10.) 

F I N D I N G S  AVD CONCLliSiOX 

Discussion of certain matters, such 
as U.S. objectives,  using Public 
Law 480 funds to of fse t  a reduction 
i n  another U. S. assistance program, 
and the need for continui ng mi I i tary 
assistance to  Korea, is  presented 
in a c lassif ied supplemental report 
for  security reasons. A knowledge 
o f  these matters i s  necessary to 
understand the fu l l  imp1 i cations o f  
present U.S. involverent. 

-t. Upon removal. the report 
cover date should be noted hereon. 

1 
! 

U.S. ASSISTANCE FOR THE 
ECiNOI1I C DEVELOPiEl iT OF THE 
REPUBLIC OF K3REA 
B-164264 

Zcononric propess with 
continuina ~rshlems 

Korea's economic growth indicators , 
such as gross national prcduct and 
manufacturing output, have been most 
impressive since 1965, b u t  this ec- 
onomic success may not be as great 
as i t  appears. 

Indicated economic accomplisncents 
have been achieved b u t  a t  the ex- 
pense of a s teadi ly mounting external 
debt and an increasing trade de f i c i t .  
(See p. 11.) 

Expansion of industry has been em- 
phasi zed w i  t h  much less a t tsnt ion 
being given t o  social and welfare 
needs. The rural and urban in- 
come gap and the food g r a i n  pro- 
duction and consumption gap also 
have widened. (See p. 11.) 

U.S. assistance undoubtedly s timu- 
lated Korea ' s economi c expansion, 
b u t  i t  also may have contributed, 
inadvertently , to i ts  economi c 
problems. For example, U.S. con- 
cessional aid has he1 ped t o  make i t 
possible for  Korea t o  get large 
amounts of nonconcessi onal credi t ,  
b u t  th is  has caused Korea's external 
debt s i tuat ion t o  worsen. 111 addi- 
t ion, subsidization of food and f iber  
programs has b u i l t  up Korean demand 
for  imported products thus adding to 
i t s  trade gap. (See p. 11 .) 

Because of these problems and the 
high cost o f  maintaining i t s  vast  
mili tary force, Korea most l ikely 



wi 11 require substantial amounts of 
concessional capital for years to 
come. 

In the past 10 years, the United 
States has reduced i t s  AID program 
considerably. However, other U.S. " 
inputs such as P u b l i c  Law 480, 
Export-Import Bank, mil i tary assis  t- 
ance, and U.S. expenditures in Korea, 
have remained h i g h  or have increased. 
This fact  and the increased inputs 
from mu1 t i l a t e ra l  organizations 
means that  external assistance t o  
Korea actually has increased. 
(See p. 1 1 . )  

For many years AID focused on devel- 
oping Korea's industries and subsi- 
di zi n y  i t s  commercial import require- 
ments. I n  recent years, however, A I D  
has restructured i t s  program to em- 
phasi ze development of the lagging 
agricul tural and social sectors. 

The Korean Government has not given 
adequate attention toward correct- 
ing this  imbalance of i t s  economy. 
Korean emphasis on capital develop- 
ment, rather than on sectors,  such 
as agriculture, have aggravated the 
s i tuat ion.  (See p. 12 . )  

During 1971 and 1972, most of the 
AID development loan funds were used 
to  import r ice .  The A I D  development 
loan program has been, i n  essence, 
an extension of the Public Law 480 
program. Together these two pro- 
grams seem to serve as a disincen- 

- t ive for  the Korean Government to 
seek an early solution to problems 
i n  i t s  agricultural sector. 

- (See pp. 30, 49, and 54. ) 

With the United Nations and the in- - ternational lending ins t i tu t ions  in- 
creasing their  assistance to Korea, 
the Public Law 480 program generat- 
i n g  increased amounts which can be 

used in the lagging sectors,  and 
the Korean Govern~~ient ' s  continuing 
emphasis on other sectors,  GAO ques- 
tions the need for continuing the 
A I D  development loan program. 
(See pp. 10, 1 4 ,  and  31. ) 

--U. S. ass i s tance i s  i ntended t o  
foster  private i ni t i a t ive  a n d  com- 
petition and discourage monopol ies . 
B u t  in Korea, A I D  funds have con- 
t r i  buted t o  developi ng Governilient- 
control 1 ed i ndustries. (See pp. 22 
to 24,) 

--AID loans, intended for developing 
smal I -  and mdi urn-si ze firms, have 
been used instead t o  a s s i s t  large 
well-establ ished firms, some capable 
of obtaining other .financing. 
(See pp. 24 to  26. ) 

--Korean texti  7 e f i  rms receiving A I D  
loans have not submitted timely 
reports and cer t i f icat ions on the 
amounts of tex t i les  exported to the 
United States ,  and A I D  has not ver- 
i f ied the accuracy of reports sub- 
mi t ted.  (See pp. 26 and 27 .) 

--AID o f f i c i a l s  have been unable t o  
furnish evidence of joint agree- 
ments with the Korean Government on 
the use of currencies generated 
from A I D  loans or on what specific 
applications have been made of 
funds. (See pp. 28 to 30.) 

--The Korean Government improperly 
used $1.8 million in funds and com- 
modities provided by the United 
States.  Korea has not refunded 
this amount. (See pp. 37 and 38.)  

--AID recorded as obligations large 
amounts of funds for  family plan- 
ning ac t iv i t i e s  without defining 
the requ i rements , and comnodi t i  es 
obtained for the program were 
ei ther  used for  ac t iv i t i e s  other 



than family planning o r  were not 
used. 

Adminis t r a t w n  G? F m d  for Peace 

--The Public Law 480 concessional com- 
modity sales  program has increased ' 
significantly and has been used 
direct ly  and indirectly t o  o f fse t  
cutbacks i n  other U.S. ass is tance  
programs. (See p. 47 and the 
classif ied supplemental report. ) 

--Although the United States has 
needed large amounts of local cur- 
rencies for i t s  own purchases in 
Korea, for  a period of time i t  
allowed the percentage of local 
currency generated from commodi ty 
sales  allocated for U.S. uses t o  
decl ine. (See pp. 50 and 51 . ) 

--The United States has incurred f i -  
nancial losses total i ng $404,000 
due to l a t e  Korean Government de- 
posits of local currencies gener- 
ated from the sales.  (See pp. 51 
to 53.) 

Changing trade pa t t e m s  

The United States has done much t o  
enable Korea t o  develop economically, 
but the re la t ive  U.S. share of 
Korea's import market i s  declining as 
t ied assistance decreases. Mean- 
while, Japan has significantly in- 
creased i t s  sales  to Korea and now 
accounts for  a major portion of 
Korea's trade. (See pp. 68 to 73.) 

GAO i s  recommending that  the Adminis- 
t r a to r  of AID ( 1 )  drge the Korean 
Government to reassess i t s  roles as 

Tear Sheet 

investor and as competitor with the i 
1 

private sector,  ( 2 )  exercise closer i 
control over the uses of funas as 1 1 

provi ded for  i n existing agreezents , i 
i ( 3 )  implement fa1 lowup procedures to  1 

assure the timely receipt of re- 1 I 

quired reports on texti  l e  produ 
tion and exports, ( 4 )  continue 
press Korea for final s e t t lmen  
on refund claims, and (5 )  s t reng~hen 
procedures for  de termi ni ng co~nod- 
i t y  requirements before obl i g a ~ i  ng 
funds. (See pp. 34, 35, 38, and 46.)  

The Department of S t a t e  and A I D  ,, ' 

stated tha t ,  i n general , thi s report  
i s  balanced and f a i r .  Few excep- 
tions are taken to GAO judgments 
and findings on past actions. Dif- 
ferences ex is t ,  however, over pol- 
ic ies  which a f f e c t  future U.S. ec- 
onomic assistance t o  Korea. The 
Department and AID believe that the 
timing for  a phasedown of U.S. ec- 
onomic aid should remain flexible 
because of the recent irregular 
performance of the Korean economy 
and events which have clouded i t s  
economic outlock. (See p .  19. )  

The Congress should inquire into the 
Department of State and A I D  plans for  
termi nati ng the development 1 oan pro- 
gram for  Korea. Such a step would 
conform to the tiixon doctrine. 
(See p. 1 7 . )  

The Congress should also inquire 
fur ther  in to  the reasons for the 
increased Pub1 i c Law 480 program in 
Korea and the  uses to which the sales  
proceeds are  being p u t .  (See p. 54.) 
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CHAPTER 1 

INTRODUCTION 

Through f i s c a l  y e a r  1972, U.S. a s s i s t a n c e  t o  Korea 
t o t a l e d  approx imate ly  $11 b i l l i o n ,  i n c l u d i n g  $5 .6  b i l l i o n  

- f o r  economic a s s i s t a n c e  programs and over  $ 5 . 4  b i l l i o n  i n  
g r a n t  m i l i t a r y  a i d .  I n  a d d i t i o n ,  t h e  c o s t  t o  t h e  Uni ted  
S t a t e s  f o r  m a i n t a i n i n g  i t s  m i l i t a r y  f o r c e s  i n  Korea, from 
1954  th rough  1972, was $ 9 . 8  b i l l i o n .  

S i n c e  1963 Korea h a s  had t h e  t h i r d  f a s t e s t  growing 
economy i n  t h e  w o r l d - - a f t e r  Japan  and I s r a e l .  To a  l a r g e  
e x t e n t  t h i s  r a p i d  economic p r o g r e s s  has  been due t o  t h e  
Uni ted  S t a t e s T  u n d e r w r i t i n g  a  l a r g e  p o r t i o n  of t h e  c o u n t r y ' s  
de f ense  c o s t s  and m a i n t a i n i n g  a  s i g n i f i c a n t  m i l i t a r y  f o r c e  
i n  Korea. Accord ing ly ,  t h e  a b i l i t y  of  t h e  Korean economy 
t o  s t a n d  on i t s  own i n  t h e  f u t u r e  depends on t h e  n e c e s s i t y  
o f  assuming t h e  c o s t  of ma in t a in ing  a  l a r g e  and expens ive  
m i l i t a r y  e s t a b l i s h m e n t .  

The Nixon d o c t r i n e ,  znnounced i n  J u l y  1969,  con tends  
t h a t  Asian  n a t i o n s  Tilust p l a y  a  l a r g e r  r o l e  i n  Asian  s e c u r i t y  
and t h a t  t h e  Uni ted  S t a t e s  w i l l  p l a y  a  l e s s e r  r o l e .  Th i s  
i m p l i e s  t h a t  Korea must assume a  c r e d i b l e  p o s t u r e  on t h e  
i n t e r n a t i o n a l  scene  and,  a t  t h e  same t ime ,  r educe  i t s  depend- 
ence on t h e  Uni ted  S t a t e s .  

The U.S. Agency f o r  I n t e r n a t i o n a l  Development (AID) 
Miss ion f e e l s  t h a t ,  i f  t h e  Uni ted  S t a t e s  i s  t o  reduce  bo th  
i t s  m i l i t a r y  p r e s e n c e  and i t s  s u p p o r t  f o r  Korean Armed Forces  
i n  an o r d e r l y  f a s h i o n  w i t h o u t  s e r i o u s  adverse  p o l i t i c a l  and 
economic impac t ,  t h e  Uni ted  S t a t e s  shou ld  c o n t i n u e  t o  p r o v i d e  
modest l e v e l s  of  economic a s s i s t a n c e .  

U.S. ASSISTANCE 

The Uni ted  S t a t e s  has  a s s i s t e d ,  t o  a  c o n s i d e r a b l e  e x t e n t ,  
i n  Korea ' s  r a p i d  econonic  development and i t s  t r a n s f o r m a t i o n  
from an  a g r i c u l t u r a l ,  r u r a l  s o c i e t y  t o  a  s e m i - i n d u s t r i a l i z e d ,  
urban economy. From 1946 through 1 9 7 2 ,  t h e  Uni ted  S t a t e s  
p rov ided  $11 b i l l i o n  i n  d i r e c t  economic and m i l i t a r y  
a s s i s t a n c e - - $ 9 . 8  b i l l i o n  on a  g r a n t  b a s i s .  The t y p e s  and 
d o l l a r  v a l u e s  of  o f f i c i a l  U.S. b i l a t e r a l  a s s i s t a n c e  programs 
a re  shown i n  t h e  fo l l owing  t a b l e .  



U.S. Assistance to Korea 
(Net obligations and lcan authorizations) F 

fiscal years 
1946-67 1968 1969 1970 1971 1972 T& - - - - - -  

Economic assistance: 
AID and predecessor agencies 

Loans 
Grants 

Food for Peace (Public Lax 480) 
Peace Corps 
Export-Import Bank 
Other 

Total 

Military assistance: 
Credit sales 
Grants (DOD funded) 
Grants (FAA funded) 
Grants (excess stocks) (note a] 
Transfers under Public Law 91-652 

(mill ions) 

Total >conomic and military assistance $7.232.2 $ 8 4 0 . 9  $651.8 $598.7 $857.2 $779.8 $J0,960.6 

Loans 
Grants 

a~mounts shokn are one-third original acquisition value. These transfers do not require 
appropriation; therefore they are not included in the totals. 

I n  a d d i t i o n  t o  t h e  o f f i c i a l  a s s i s t a n c e  p r o v i d e d ,  Korea 
b e n e f i t e d  c o n s i d e r a b l y  from o t h e r  U.S. i n p u t s ,  such  a s  d e -  
f e n s e  e x p e n d i t u r e s  s u p p o r t i n g  U.S. m i l i t a r y  a c t i v i t i e s  i n  
Korea a n d  Vietnam and e x c e s s  p r o p e r t y  t r a n s f e r s .  

Economic a s s i s t a n c e  and s u p p o r t  

U.S. b i l a t e r a l  economic a s s i s t a n c e  t o  Korea d u r i n g  t h e  
p e r i o d  c o v e r e d  by t h i s  r e v i e w ,  f i s c a l  y e a r s  1 9 6 8 - 7 2 ,  t o t a l e d  
o v e r  $ 1 , 1 9 4  m i l l i o n ,  t h e  ma jo r  i n f l o w s  b e i n g  $ 2 4 6 . 2  m i l l i o n  
th rough  A I D ,  $ 7 1 7 . 0  m i l l i o n  i n  P u b l i c  Law 4 8 0  a s s i s t a n c e ,  
and $ 2 0 9 . 4  m i l l i o n  i n  E x p o r t - I m p o r t  Bank c r e d i t s .  

A I D  programs 

The A I D  program i n  Korea has  c o n s i s t e d  o f  s u p p o r t i n g  
a s s i s t a n c e  g r a n t s ,  t e c h n i c a l  a s s i s t a n c e  g r a n t s ,  and d e v e l o p -  
ment l o a n s .  G r a n t s  and l o a n s  a u t h o r i z e d  d u r i n g  t h e  p e r i o d  
c o v e r e d  by t h i s  r ev iew amounted t o  a b o u t  $ 2 4 6 . 2  m i l l i o n ,  a p -  
p o r t i o n e d  a s  f o l l o w s :  



F i s c a l  y e a r s  
1968  1969 1 9 7 0  1971 1 9 7 2  T o t a l  

( m i l l i o n s )  

Support ing a s s i s t a n c e  $35.0 $ 2 0 . 0  $10.0 $ - $ - $ 65.0 
Technica l  a s s i s t a n c e  6.7 4 . 2  4 . 1  3 . 9  3 . 1  2 2 . 0  
Development loans  32.0 20.0 20.0 55.0 26.5 153.5 
Family p lann ing  1 . 5  1 . 2  . 9  1 . 7  . 4  5 . 7  ------ 

Tota l  

P u b l i c  Law 450 

During f i s c a l  y e a r s  1968-72, Korea r ece ived  about  
$ 7 1 7  m i l l i o n  worth of U.S. a g r i c u l t u r a l  commodities under 
P u b l i c  Law 480. O f  t h i s  amount about $ 5 4 9  m i l l i o n  was r e -  
ce ived  under t h e  conces s iona l  s a l e s  program ( t i t l e  I ) ,  wherein 
the  commodities a r e  s o l d  f o r  l o c a l  c u r r e n c i e s  and, i n  t u r n ,  
t h e  Republic o f  Korea Government ( R O K G )  uses  t h e s e  moneys f o r  
m i l i t a r y  budget  suppor t  o r  economic development purposes .  An 
a d d i t i o n a l  $168 m i l l i o n  o f  a g r i c u l t u r a l  p roduc ts  was g ran t ed  
( t i t l e  11) t o  needy Koreans through food-for-work and school -  
f eed ing  programs and through v a r i o u s  vo lun t a ry  agency we l f a r e  
and r e l i e f  a c t i v i t i e s .  

Other economic Droerams 

Other U.S. agenc i e s ,  such as  t h e  Export-Import  Bank of 
t h e  United S t a t e s ,  t h e  Peace Corps, t h e  U.S. In format ion  
S e r v i c e ,  and t h e  Overseas P r i v a t e  Investment Cor?ora t ion ,  
have programs i n  Korea. These programs z r e  n o t  s p e c i f i c a l l y  
covered by t h i s  review,  b u t  t h e i r  a c t i v i t i e s  a r e  exp la ined  
i n  c h a p t e r  6. 

- 
M i l i t a r y  a s s i s t a n c e  and r e l a t e d  suppor t  

L - The United S t a t e s  has  g r a n t e d  over  $ 5 . 5  b i l l i o n  i n  m i l i -  

t a r y  a s s i s t a n c e  t o  Korea s i n c e  1953 of which approximately  
$ 2 , 6 3 5  m i l l i o n  was programed dur ing  f i s c a l  y e a r s  1968-72. 
Between 1953 and 1970, expend i tu re s  i n  Korea by Department 
of Defense a c t i v i t i e s ,  i n c l u d i n g  some amounts f o r  t h e  M i l i -  
t a r y  Ass i s t ance  Program ( M A P ) ,  c o n t r i b u t e d  an e s t i m a t e d  
$ 2 . 5  b i l l i o n  t o  Korea 's  balance-of-payments p o s i t i o n .  I n  
a d d i t i o n ,  Korea's economy and balance-of-payments p o s i t i o n  



b e n e f i t e d  t h r o u g h  agreements  e n t e r e d  i n t o  a s  a  q u i d  p r o  quo 
f o r  i t s  s e n d i n g  t r o o p s  t o  Vietnam. We c o u l d  n o t  o b t a i n  com- 
p l e t e l y  a c c u r a t e  f i g u r e s  on j u s t  how much Korea b e n e f i t e d  
from t h e  ag reemen t s ,  b u t  an AID e s t i m a t e  i n d i c a t e s  t h a t  
V ie tnam-re la t ed  f o r e i g n  exchange e a r n i n g s  amounted ' to  abou t  
$930 m i l l i o n  between J a n u a r y  1966 and J u n e  1972. 

MULTILATERAL AND THIRD-COUNTRY ASSISTANCE 

M u l t i l a t e r a l  o r g a n i z a t i o n s  and t h i r d  c o u n t r i e s  have 
become an i n c r e a s i n g l y  i m p o r t a n t  s o u r c e  o f  a d v i s o r y  and f i n a n -  
c i a l  a s s i s t a n c e  f o r  Korea. F i n a n c i a l  a s s i s t a n c e  h a s  been re -  
c e i v e d  i n  t h e  form o f  l o a n s  and g r a n t s ,  p r i n c i p a l l y  from t h e  
World Bank, t h e  Asian  Development Bank, t h e  Uni t ed  N a t i o n s ,  
J a p a n ,  and West Germany. During 1968-71,  i n p u t s  from t h e s e  
s o u r c e s  amounted t o  abou t  $ 1 . 5  b i l l i o n .  I n  a d d i t i o n ,  t h e  
I n t e r n a t i o n a l  Monetary Fund a d v i s e s  ROKG on i m p o r t a n t  economic 
p o l i c y  c o n s i d e r a t i o n s  and t h e  World Bank s p o n s o r s  an  i n t e r -  
n a t i o n a l  economic c o n s u l t a t i v e  group f o r  Korea. 

The Uni ted  S t a t e s  i s  a major  c o n t r i b u t o r  t o  t h e  m u l t i -  
l a t e r a l  o r g a n i z a t i o n s  and ,  t h u s ,  makes s u b s t a n t i a l  i n d i r e c t  
c o n t r i b u t i o n s  t o  Korea. I n  f i s c a l  y e a r  1971  t h e  U n i t e d  
S t a t e s  p r o v i d e d  37 .5  p e r c e n t  o f  t o t a l  c o n t r i b u t i o n s  t o  Un i t ed  
Na t ions  o r g a n i z a t i o n s  and programs;  and ,  a s  of June  3 0 ,  1972,  
it had c o n t r i b u t e d  20  p e r c e n t  o f  t h e  t o t a l  p a i d - i n  c a p i t a l  
of t h e  Asian  Development Bank, 26 p e r c e n t  o f  t h e  p a i d - i n  
c a p i t a l  o f  t h e  World Bank, and 3 3  p e r c e n t  o f  a l l  c o n t r i b u t i o n s  
t o  t h e  I n t e r n a t i o n a l  Development A s s o c i a t i o n .  

PRIOR GAO REVIEW 

We l a s t  rev iewed U.S. a s s i s t a n c e  t o  Korea i n  1967 and 
p r i m a r i l y  e v a l u a t e d  development  l o a n  p r o j e c t s .  I n  o u r  r e p o r t  
"Economic A s s i s t a n c e  Provided  t o  Korea by t h e  Agency f o r  I n -  
t e r n a t i o n a l  Development" (B-164264, J u l y  1 9 6 8 ) ,  w e  concluded 
t h a t  U . S .  a s s i s t a n c e  t o  some s e c t o r s  o f  t h e  Korean economy 
was n o t  as e f f e c t i v e  a s  i t  m i g h t  have been.  We p roposed  t h a t  - 
AID t a k e  a c t i o n  i n  t h r e e  s p e c i f i c  a r e a s .  Followup on t h e  
d i s p o s i t i o n  o f  o u r  p r o p o s a l s  i s  d i s c u s s e d  on pages  31 to 33  
of t h i s  r e p o r t .  



CHAPTER 2 

KOREAN ECOYOFIIC DEVELOP 'MENT AVD 

THE ROLE OF U .  S .  ASSISTANCE 

Korea has  had one of  t h e  wor ld ' s  m o s t  r a p i d l y  advancing '. 
economies i n  r e c e n t  y e a r s ,  e s p e c i a l l y  s i n c e  1965. During 

- 1966-71, t h e  average  annual  i n c r e a s e  i n  g r o s s  n a t i o n a l  p r o -  
d u c t  was 10 .3  p e r c e n t ,  manufac tu r ing  ou tpu t  t r i p l e d ,  and 
e x p o r t s  i n c r e a s e d  s i x f o l d .  

The r a p i d  advancement of  t h e  Korean economy, which i s  
o f t e n  r e f e r r e d  t o  a s  an economic m i r a c l e ,  may n o t ,  however, 
be a s  g r e a t  a s  it appea r s .  The i n d i c a t e d  economic accom- 
p l i shm en t s  have been- a ch i eved  a t  t h e  expense of  s t e a d i l y  
mounting d e f i c i t s  i n  both  t r a d e  and e x t e r n a l  deb t .  F u r t h e r -  
more, expansion o f  i n d u s t r y  has been emphasized and much 
l e s s  a t t e n t i o n  has  been g iven  t o  s o c i a l  and we l f a r e  needs .  
The r u r a l  and urban income gap and t h e  food g r a i n  p roduc t i on  
and consumption gap have widened. Because of t h e s e  problems 
and t h e  h igh  c o s t  o f  ma in t a in ing  i t s  v a s t  m i l i t a r y  f o r c e ,  
Korea most l i k e l y  w i l l  r e q u i r e  s u b s t a n t i a l  amounts of con- 
c e s s i o n a l  c a p i t a l  f o r  y e a r s  t o  come. 

The Uni ted  S t a t e s  has  c o n s i d e r a b l y  reduced i t s  A I D  
program, c i t i n g  Korea ' s  r a p i d  economic p r o g r e s s  as  one r e a -  
son, However, o t h e r  U.S. i n p u t s - - P u b l i c  Law 480 l oans  and 
g r a n t s ,  Expor t - Impor t  Bank l o a n s ,  m i l i t a r y  a s s i s t a n c e ,  and 
e x p e n d i t u r e s  on t h e  Korean economy--have remained a t  h i g h  
l e v e l s  o r  have even i n c r e a s e d .  In a d d i t i o n ,  m u l t i l a t e r a l  
o r g a n i z a t i o n  i n p u t s  have i n c r e a s e d  s u b s t a n t i a l l y ,  A s  a  r e -  
s u l t ,  t o t a l  e x t e r n a l  a s s i s t a n c e  t o  Korea has  a c t u a l l y  i n -  
c r e a s e d  d u r i n g  t h e  p a s t  10 y e a r s .  

P a s t  U.S. a s s i s t a n c e  undoubtedly  s t i m u l a t e d  Korea 's  
s .  economic expans ion ,  bu t  i t  may have a l s o  c o n t r i b u t e d ,  i nde -  

v e r t e n t l y ,  t o  i t s  problems.  U.S. c o n c e s s i o n a l  a i d  has he lped  
- t o  make it p o s s i b l e  f o r  Korea t o  g e t  l a r g e  amounts of non- 

c o n c e s s i o n a l  c r e d i t ,  bu t  t h i s  has  i n c r e a s e d  Korea ' s  e x t e r n a l  
deb t .  S u b s i d i z a t i o n  o f  food and f i b e r  programs has  b u i l t  
up Korean demand f o r  impor ted  p roduc t s  and t h i s  has  i n -  
c r e a s e d  t h e  t r a d e  gap. 

For  many y e a r s  t h e  AID program focused  on deve lop ing  
Korea ' s  i n d u s t r i e s  and s u b s i d i z i n g  i t s  commercial impor t  



r e q u i r e m e n t s .  Recogniz ing  t h a t  development  o f  t h e  Korean 
economy was unba lanced ,  A I D  r e s t r u c t u r e d  i t s  program t o  em- 
p h a s i z e  development o f  t h e  l a g g i n g  a g r i c u l t u r a l  and s o c i a l  

- s e c t o r s .  ROKG r e c o g n i z e d  t h e  imbalance  a l s o ,  a s  ev idenced  
by Korea ' s  T h i r d  Five-Year  Economic Development P l a n  (1972- 

- 76) b u t  t h e  problems i n  t h e s e  s e c t o r s  have been a g g r a v a t e d  
- by i t s  emphasis  on c a p i t a l  development .  For  example,  a d d i -  

t i o n a l  f a rm a r e a s  have been l o s t  t o  i n c r e a s e d  i n d u s t r i a l i z a -  C 

t i o n ,  u r b a n i z a t i o n ,  and r o a d  c o n s t r u c t i o n .  

We b e l i e v e  t h e  Uni t ed  S t a t e s  s h o u l d  s e t  a  d e f i n i t e  t ime  
and p r e p a r e  d e f i n i t e  p l a n s  f o r  t e r m i n a t i n g  t h e  A I D  deve lop-  
ment l o a n  program. A s s i s t a n c e  r e q u i r e m e n t s  c o u l d  be p r o v i d e d  
t h r o u g h  t h e  P u b l i c  Law 480 program, t h e  Expor t - Impor t  Bank, 
and m u l t i l a t e r a l  o r g a n i z a t i o n s .  The U n i t e d  S t a t e s  c o u l d  
t h e n  a t t a i n  a  lower  p r o f i l e  i n - c o u n t r y  and reduce  i t s  a d n i n -  
i s t r a t i v e  overhead.  

KOREA' S CURRENT EC0:JOMI C PROBLE?lS 

F o r e i g n  t r a d e  

Korea has  p a r t i c u l a r l y  emphasized d e v e l o p i n g  e x p o r t  and 
impor t  s u b s t i t u t i o n  i n d u s t r i e s .  However, i t  i s  p o o r l y  e n -  
dowed i n  t e rms  o f  n a t u r a l  r e s o u r c e s  and has  y e t  t o  deve lop  
a  b r o a d - b a s e d ,  heavy i n d u s t r y .  I t  has  had t o  r e l y  on a  
h i g h  l e v e l  o f  impor t s  t o  s u p p o r t  t h e  expanding e x p o r t  p r o -  
gram, a s  w e l l  a s  t o  a c h i e v e  some d e g r e e  o f  domes t i c  p r i c e  
s t a b i l i t y .  A s  a  r e s u l t ,  Korea has  e x p e r i e n c e d  bo th  an  i n -  
c r e a s i n g  t r a d e  d e f i c i t  and a  worsening  e x t e r n a l  d e b t  burden.  

E x p o r t s  i n c r e a s e d  s h a r p l y  between 1965 and 1971  bu t  
i m p o r t s  i n c r e a s e d  even more, r e s u l t i n g  i n  e v e r - i n c r e a s i n g  
t r a d e  d e f i c i t s .  By 1971  t h e  t r a d e  d e f i c i t  had r e a c h e d  
$1,326 m i l l i o n .  During t h e  p e r i o d  1965-71 Korea1 s t o t a l  
f o r e i g n  t r a d e  was,  a s  f o l l o w s :  I 

( m i l l i o n s )  ' - 

E x p o r t s  
( f . 0 . b . )  $175 $ 2 5 0  $320 $ 4 5 5  $ 623 $ . 835 $1,068 

Impor t s  
( c .  . - 463 - 716 - 996 1 , 4 6 3  1 , 8 2 4  1 ,984  2,394 

D e f i c i t  



E x t e r n a l  d e b t  

Korea i s  f a c i n g  a  s e r i o u s  d e b t  s i t u a t i o n ,  and t h e r e  a r e  
i n d i c a t i o n s  t h a t  t h i s  s i t u a t i o n  w i l l  c o n t i n u e  f o r  a  number 
o f  y e a r s .  Debts w i t h  a  m a t u r i t y  o f  1 y e a r  o r  more i n c r e a s e d  
more t h a n  s i x - f o l d  from 1966 t o  1970. T h i s  i n c r e a s e ,  c o u p l e d  

-. w i t h  t h e  f a c t  t h a t  much of  t h e  newly c o n t r a c t e d  d e b t  r e p -  
r e s e n t s  s h o r t - t e r m  t r a d e  c r e d i t ,  has  r e s u l t e d  i n  an a g g r a -  
v a t e d  d e b t  s e r v i c e  problem. - 

Korea ' s  e x t e r n a l  p u b l i c  d e b t  ( g u a r a n t e e d  d e b t  w i t h  a  
m a t u r i t y  o v e r  1 y e a r )  a s  o f  December 31, 1970,  was a s  f o l l o w s :  

P e r c e n t  
U n i t e d  U n i t e d  U n i t e d  
S t a t e s  J a p a n  Kingdom O t h e r s  T o t a l  S t a t e s  

( m i l l i o n s )  

S u p p l i e r s  $ 348.1 $350.8 $129.8 $383.1  $1211.8 28.7 
P r i v a t e  l e n -  

d e ~ s  66.2 . 5  . 9 1 . 8  149 .8  308.3 21.5 
. I n t e r n a -  

t i o n a l  o r -  
g a n i z a t i o n s  - - - 219.6 219.6 - 

O f f i c i a l  a i d  622.7 175.0 1 . 0  58.2 856.9 72.7 
O t h e r  23 .1  7 . 7  - 9 . 4  40.2 57.5 

T o t a l  $1060.1  - $534.0 $222.6 - $820.1  $2636.8 40.2 

The World Bank has  s t a t e d  t h a t ,  when a  c o u n t r y ' s  d e b t  
s e r v i c e  r a t e - - t h e  r a t i o  of d e b t  repayments  t o  f o r e i g n  ex-  
change e a r n i n g s - - r e a c h e s  20 p e r c e n t ,  it i s  l i k e l y  t o  p u t  a 
mass ive  s t r a i n  on t h e  c o u n t r y ' s  d e b t  s e r v i c e  c a p a c i t y .  I n  
June 1972 t h e  A I D  Miss ion  made t h e  f o l l o w i n g  p r o j e c t i o n  o f  
Korea ' s  d e b t  s e r v i c e  r a t i o  f o r  t h e  p e r i o d  covered  by R O K G ' s  

. _ T h i r d  Five-Year  P lan .  

According  t o  X I D ,  t h e  f a c t  t h a t  a  c o u n t r y  has  a  h i g h  
d e b t  s e r v i c e  r a t i o  does n o t  n e c e s s a r i l y  mean t h a t  r e s c h e d u l -  
i n g  i s  i n e v i t a b l e .  However, i t  does  s u g g e s t  extreme v u l n e r -  
a b i l i t y  s h o u l d  e x p o r t s  f a l l ,  c a p i t a l  i n f l o w s  d e c l i n e ,  o r  
i m p o r t s  r i s e  u n e x p e c t e d l y .  



A I D  a g r e e s  t h a t  K o r e a ' s  e x t e r n a l  d e b t  w i l l  c o n t i n u e  t o  
r e q u i r e  c l o s e  a t t e n t i o n ,  I t  c o n t e n d s ,  however,  t h a t  t h e r e  
a r e  r e a s o n a b l e  chances  t h a t  K o r e a ' s  f o r e i g n  exchange e a r n i n g s  
w i l l  c o n t i n u e  -Yo grow and i t s  d e b t  o b l i g a t i o n s  w i l l  be  met 
p r o p e r l y .  

O t h e r  problem areas 

Other major  problem a r e a s  which ROKG must now c o n t e n d  
with i n c l u d e  assuming t h e  c o s t  o f  an e x p e n s i v e  m i l i t a r y  
e s t a b l i s h m e n t  and f u l f i l l i n g  an  overdue  need  f o r  a g r i c u l t u r a l  
and s o c i a l  development .  

Korea m a i n t a i n s  a  l a r g e  and  e x p e n s i v e  m i l i t a r y  e s t a b -  
l i s h m e n t  which has  been f i n a n c e d ,  i n  a l a r g e  p a r t ,  by t h e  
U n i t e d  S t a t e s .  Korea i s  e x p e c t e d  t o  assume more o f  i t s  de -  
f e n s e  burden  d u r i n g  t he  T h i r d  F ive-Year  P l a n  p e r i o d .  Korea 
w i l l  be t a k i n g  o v e r  t h e s e  c o s t s  a t  a  t ime  when i t s  f o r e i g n  
exchange  e a r n i n g s  from V i e t n a m - r e l a t e d  a c t i v i t i e s  and from 
e x p e n d i t u r e s  by U.S. t r o o p s  s t a t i o n e d  i n  Korea a r e  d e c l i n i n g  
s i g n i f i c a n t l y .  

To a c h i e v e  a  more b a l a n c e d  economic expans ion  and t o  
o b v i a t e  d i s s e n s i o n  from t h e  a f f e c t e d  segments  o f  t h e  p o p u l a -  
t i o n ,  it w i l l  be  n e c e s s a r y  t o  p l a c e  more emphasis  on d e v e l o p -  
i n g  a g r i c u l t u r a l  and s o c i a l  s e c t o r s  which have n o t  k e p t  pace  
w i t h  t h e  r a p i d  advancement o f  o t h e r  economica l  a r e a s  because  
o f  t h e  emphas is  on i n d u s t r i a l  expans ion .  Although ROKG has  
i n d i c a t e d  t h a t  it w i l l  g i v e  p r i o r i t y  t o  t h e s e  s e c t o r s ,  i t  
h a s  c o n t i n u e d  t o  s t r e s s  i n d u s t r i a l  development .  

A I D  s t a t e d  t h a t  Korean p l a n s  and budge t s  r e f l e c t e d  a  
s u b s t a n t i a l l y  i n c r e a s e d  commitment t o  r u r a l  development .  
P r e v i o u s  p l a n s  p r o f e s s e d  t o  g i v e  p r i o r i t y  t o  t h e  a g r i c u l t u r a l  

- s e c t o r  a l s o ,  b u t  r e s o u r c e s  were n o t  a c t u a l l y  a l l o c a t e d .  

FUTURE DEVELOPfIE:.IT PLANS 

Korea 's  T h i r d  Five-Year Plan a s s e s s e s  t h e  growth  poten- 
t i a l  o f  t h e  economy, s e t s  f o r t h  s p e c i f i c  o b j e c t i v e s ,  and  
o u t l i n e s  p o l i c i e s  f o r  a t t a i n i n g  t h e s e  o b j e c t i v e s .  R a t b e r  
t h a n  emphas iz ing  economic growth ,  which  was t h e  b a s i c  t h r u s t  
o f  t h e  Second F ive -Year  P l a n ,  t h e  T h i r d  F ive -Year  P l a n  em- 
p h a s i z e s  a  b a l a n c e d  economic s t r u c t u r e ,  



During t h e  T h i r d  F ive -Year  P l a n  p e r i o d ,  an annua l  r e a l  
growth r a t e  o f  8 .6  p e r c e n t  i s  p o s t u l a t e d .  Top p r i o r i t y  i s  
t o  b e  g i v e n  t o  t h e  a g r i c u l t u r a l  s e c t o r  t o  e n a b l e  lo:,.--income 
g r o u p s ,  such  a s  f a r m e r s  and f i s h e r m e n ,  t o  s h a r e  more e q u i t -  
a b l y  i n  t h e  c o u n t r y l s  economic a d v a n c e m n t  and t o  h e l p  
a c h i e v e  s e l f - s u f f i c i e n c y  i n  ma jo r  f o o d  g r a i n s .  O the r  ma jo r  
t a r g e t s  i n c l u d e  improving  t h e  i n t e r n a t i o n a l  b a l a n c e  o f  pay-  
ments t h r o u g h  c o n t i n u e d  r a p i d  i n c r e a s e s  i n  e x p o r t s  and 
b r o a d e n i n g  t h e  i n d u s t r i a l  b a s e  b y  d e v e l o p i n g  heavy and chemi- 
c a l  i n d u s t r i e s .  

I n  p a s t  y e a r s ,  t h e  growing t r a d e  d e f i c i t  was o f f s e t  by 
s u b s t a n t i a l  i n f l o w s  o f  f o r e i g n  c a p i t a l ,  e a r n i n g s  from V i e t -  
nam and U.S. f o r c e s  i n  Korea,  and r e l a t i v e l y  modest l e v e l s  
of  d o m e s t i c  s a v i n g s .  During t h e  T h i r d  F ive -Year  P l a n  p e r i o d ,  
t h e  t r e n d  to\%-ard an i n c r e a s i n g  t r a d e  d e f i c i t  i s  e x p e c t e d  t o  
be  r e v e r s e d  by m a i n t a i n i n g  a  h i g h  e x p o r t  r a t e  w h i l e  r e s t r a i n -  
i n g  i m p o r t s  and promot ing  impor t  s u b s t i t u t i o n  i n d u s t r i e s .  
F o r e i g n  exchange needed f o r  i m p o r t s  i s  t o  be  d e r i v e d  mostl) .  
from e x p o r t  e a r n i n g s .  

The U.S. : . i iss ion and Viorld Bank a s s e s s m e n t s  o f  t!?e 
T h i r d  F ive -Year  P l a n  were g e n e r a l l y  f a v o r a b l e ,  and most o f  
t h e  g o a l s  were c o n s i d e r e d  r e a l i s t i c  and  a t t a i n a b l e .  IIowever, 
t h e y  d i d  c a u t i o n  a g a i n s t  t h e  p o s s i b i l i t y  o f  s h o r t f a l l s  i n  
d o m e s t i c  r e s o u r c e s  and o f  l a r g e r  t h a n  p l a n n e d  e x t e r n a l  r e -  
s o u r c e  r e q u i r e m e n t s  i f  Korea pur sued  an  i n f l e x i b l e  c o u r s e  
toward  t h e  T h i r d  F ive -Year  P l a n  o b j e c t i v e s .  If  t h e s e  p o s s i -  
b i l i t i e s  d e v e l o p ,  Korea c o u l d  e n c o u n t e r  s e r i o u s  e x t e r n a l  
d e b t  management p rob lems .  

I n  commenting on t h e  T h i r d  F i v e - Y e a r  P l a n ' s  p r o j e c t e d  
e x t e r n a l  c a p i t a l  r e q u i r e m e n t s ,  t h e  ) f i s s i o n  s a i d  t h a t  t h e  
Korean e s t i m a t e  o f  $ 3 . 9  b i l l i o n  may b e  u n d e r s t a t e d .  I f  ex-  
p o r t s  a r e  o v e r e s t i m a t e d  by 10 p e r c e n t ,  a b o u t  $ 1 . 3  b i l l i o n  

* - more i n  f o r e i g n  c a p i t a l  would b e  r e q u i r e d .  S i m i l a r l y ,  i n  
t h e  e v e n t  i m p o r t s  a r e  u n d e r s t a t e d  by 1 0  p e r c e n t ,  an a d d i -  
t i o n a l  $1.5 b i l l i o n  would be  n e c e s s a r y .  The M i s s i o n  b e l i e v e s  

- - t h a t  i t  i s  n o t  u n l i k e l y  t h a t  e i t h e r  o f  t h e s e  e v e n t u a l i t i e s  
o r  a c o m b i n a t i o n  o f  bo th  may o c c u r .  F u r t h e r m o r e ,  t h e  ROKG 
e s t i m a t e  makes no a l l o w a n c e  f o r  (1) s e r v i c i n g  t h e  a d d i t i o n a l  
d e b t ,  ( 2 )  t h e  impact  o f  t h e  December 1971 U.S.-Korea t p x t i l e  
q u o t a  ag reemen t ,  o r  ( 3 )  an a c c e l e r a t e d  a s sumpt ion  o f  i t s  
d e f e n s e  burden .  In  s h o r t ,  Korea1 s f o r e i g n  c a p i t a l  r e q u i r e -  
ment may w e l l  exceed  $ 1  b i l l i o n  a  y e a r  i f  i t  i s  t o  s u s t a i n  
a  growth  r a t e  comparable  t o  p r e v i o u s  y e a r s .  



A I D  s a i d  t h a t  e v e a t s  o f  1971,  i n  p a r t i c u l a r ,  r a i s e d  
doubt  t h a t  t h e  T h i r d  Five-Year  P l a n t s  g o a l s  c o u l d  be a c h i e v e d ,  
The t r ade  gap t u r n e d  o u t  t o  be $200  m i l l i o n  more t h a n  ex- 

- pected.  . The agreement  between t h e  U n i t e d  S t a t e s  and Korea 
i n  1971,  l i m i t i n g  Korean e x p o r t s  o f  woolen and man-made- 
f i b e r  t e x t i l e s  t o  t h e  U n i t e d  S t a t e s ,  t h r e a t e n s  t o  r e d u c e  

- . Korean f o r e i g n  exchange e a r n i n g s  by abou t  $ 3 2 5  m i l l i o n  o v e r  
5 y e a r s .  Fore ign  exchange e a r n i n g s  have a l s o  been reduced  
as a  r e s u l t  o f  r e d u c i n g  U.S. t r o o p  s t r e n g t h  i n  Korea and t h e  
1 0 - p e r c e n t  bWP d e p o s i t  r e q u i r e m e n t  added t o  a i d  l e g i s l a t i o n .  

ROLE OF U.  S. ECO?JO?4IC ASSISTfLXCE 
AS KOREA HAS DEKELOPED 

U.S. economic a s s i s t a n c e  has  changed and moved i n  new 
p o l i c y  d i r e c t i o n s  a s  t h e  Korean economy has  p r o g r e s s e d .  I n  
e a r l i e r  y e a r s ,  t h e  t h r u s t  of  programs was i n  economic and 
i n d u s t r i a l  development because  l a r g e  economic a s s i s t a n c e  i n -  
p u t s  were needed t o  r e b u i l d  a  w a r - t o r n  c o u n t r y  and t o  deve lop  
t h e  i n f r a s t r u c t u r e  r e q u i r e d  f o r  a  modern economy. As p o l i t i -  
cal  and monetary s t a b i l i t y  took h o l d  and t h e  economy moved 
ahead,  A I D  p o l i c y  s h i f t e d .  The most r e c e n t  t r e n d  h a s  been 
toward s o c i a l  and a g r i c u l t u r a l  development and i n f l u e n c i n g  
h i g h - l e v e l  p o l i c y  d e c i s i o n s .  

Dur ing t h i s  t r a n s i t i o n ,  t h e  o v e r a l l  d o l l a r  l e v e l  o f  
t h e  A I D  program d e c l i n e d ,  and i n  f i s c a l  y e a r  1 9 7 0  b o t h  t h e  
s u p p o r t i n g  a s s i s t a n c e  and m i l i t a r y  budget  s u p p o r t  segments  
were t e r m i n a t e d .  

In  J u l y  1971 Miss ion  o f f i c i a l s  obse rved  t h a t  p e r h a p s ,  
if Korea d i d  n o t  depend on American r e s o u r c e s  t o  h e l p  b e a r  
t h e  c o u n t r y  's  d e f e n s e  expenses ,  t h e  economic a s s i s t a n c e  p r o -  
gram might  have been i n  a  t e r m i n a l  phase .  However, Pl ission 
p lans  assume t h a t  o v e r a l l  U.S. s e c u r i t y  and economic i n t e r -  
ests  w a r r a n t  c o n t i n u i n g  c o n c e s s i o n a l  development l o a n s  and 
P u b l i c  Law 4 8 0  l o n g - t e r m  c r e d i t s ,  a s  well a s  a  s m a l l  t e c h n i -  
c a l  a s s i s t a n c e  program. 

The Miss ion  is  p r o p o s i n g  t h a t  a  mix of  U.S. economic 
a s s i s t a n c e  i s  needed t o  (1) h e l p  a l l e v i a t e  Korea ' s  d e b t  
s e r v i c e  burden and  meet needs  f o r  l o n g - t e r m  ' c o n c e s s i o n a l  

- f o r e i g n  c a p i t a l ,  ( 2 )  a c h i e v e  Nixon d o c t r i n e  o b j e c t i v e s  i n  
t h e  m i l i t a r y  a r e a ,  and ( 3 )  d e a l  w i t h  e x i s t i n g  o r  p o t e n t i a l  
U.S.  -Korea economic p o l i c y  i s s u e s ,  such a s  t h e  U. S. -Korea 
t e x t i l e  q u o t a  agreement .  



GAO VIEWS ON THE U .  S. ROLE 

Dur ing  t h i s  r e v i e w ,  we d i d  n o t  e v a l u a t e  p o l i t i c a l  and 
m i l i t a r y  j u s t i f i c a t i o n s  f o r  t h e  U .  S .  economic a s s i s t a n c e  
program b e c a u s e  r e l a t e d  i n f o r m a t i o n  was n o t  r e a d i l y  a v a i l -  
a b l e  t o  u s .  But on t h e  b a s i s  o f  economic c r i t e r i a ,  Lip b e -  
l i e v e  t h a t :  

--The need  f o r  c o n t i n u i n g  AID'S development  l o a n  p r o -  
s 

gram i s  q u e s t i o n a b l e ,  s i n c e :  (1 )  87  p e r c e n t  o f  t h e  
funds  p r o v i d e d  between J u l y  1, 1970,  and J u n e  3 0 ,  
1 9 7 2 ,  was used  f o r  commodit ies  o r d i n a r i l y  i n c l u d e d  
under  a  P u b l i c  Law 480 program and ( 2 )  t h e  c o n c e s s i o n a l  
c a p i t a l  r e q u i r e d  t o  f i n a n c e  p r o j e c t s  s i m i l a r  t o  t h o s e  
which a r e  now b e i n g  funded th rough  development  l o a n s  
i s  a v a i l a b l e  f rom o t h e r  s o u r c e s .  (See ch .  3 . )  

- - K o r e a ' s  a g r i c u l t u r a l  s e c t o r  i s  l a g g i n g ,  and t h e  con-  
c e s s i o n a l  P u b l i c  Law 480 t e rms  may a c t u a l l y  b e  a  
d i s i n c e n t i v e  f o r  ROKG t o  a t t a c h  t h e  n e c e s s a r y  2 r i o r i t y  
t o  t h i s  s e c t o r .  (See c h .  4 . )  

- -Othe r  n a t i o n s ,  p a r t i c u l a r l y  J a p a n ,  have  d e r i v e d  a  
h i g h e r  economic r e t u r n  from t h e i r  c a p i t a l  i n p u t s  t h a n  
t h e  U n i t e d  S t a t e s  h a s .  T h i s  s i t u a t i o n  has  o c c u r r e d  
a l t h o u g h  t h e  U n i t e d  S t a t e s  h a s  p r o v i d e d  t h e  b u l k  o f  
t h e  c o n c e s s i o n a l  a s s i s t a n c e  t o  Korea. (See ch .  7 . )  

The M i s s i o n  t o  Korea h a s  u s e d  t h e  i n c r e a s i n g  Korean 
e x t e r n a l  d e b t  a s  p a r t  o f  i t s  j u s t i f i c a t i o n  f o r  c o n t i n u i n g  
c o n c e s s i o n a l  a i d .  We a r e  o f  t h e  o p i n i o n ,  h o x e v e r ,  t h a t  p a s t  
U.S. c o n c e s s i o n a l  a i d  made i t  p o s s i b l e  f o r - K o r e a  t o  o b t a i n  
l a r g e  amounts o f  n o n c o n c e s s i o n a l  c r e d i t  which h e l p e d  t o  
c r e a t e  i t s  d e b t  s e r v i c e  p rob lem.  Con t inued  c o n c e s s i o n a l  
l e n d i n g  by t h e  U n i t e d  S t a t e s ,  e s p e c i a l l y  s h o r t -  t e rm c r e d i t s  , 

* w i t h o u t  e f f e c t i v e  r e s t r a i n t  by ROKG o n l y  c o n t r i b u t e s  f u r t h e r  
t o  t h e  U.S. bu rden  o f  p r o t e c t i n g  Korea ' s  e x t e r n a l  f i n a n c i a l  

- - p o s i t i o n .  

Need f o r  A I D  t e r m i n a t i o n  p l a n  

We a re  o f  t h e  o p i n i o n  t h a t  t h e  need f o r  t h e  A I D  deve lop-  
ment l o a n  program i s  q u e s t i o n a b l e  and t h a t  a  t e n t a t i v e ,  b u t  
r e a s o n a b l y  f i r m  p h a s e o u t  p l a n ,  b e  p r e p a r e d .  T h i s  s t e p  would 



conform -wi th  p ro?osa l s  s e t  f o r t h  i n  t h e  Nixon d o c t r i n e ,  and 
would n o t  a f f e c t  t h e  c o n t i n u a t i o n  o f  o t h e r  forms o f  a s s i s t -  
an ce . 

Deciding when t o  end an A I D  program i n  a  developing 
- count ry  i s .  j u s t  a s  impor tan t  as dec id ing  when t o  e s t a b l i s h  

one. Prolonging t h e  program can c r e a t e  s e l f - h e l p  d i s i n c e n -  
t i v e s ,  whi le  a  premature ending r i s k s  l o s s  of  development 
momemtum. 

A I D  commissioned a c a s e  s tudy  t o  a s s e s s  U.S. a s s i s t a n c e  
t o  Taiwan. The s tudy  used t h e  fo l lowing  c r i t e r i a  t o  d e t e r -  
mine when a i d  t o  a coun t ry  should  be t e rmina ted .  

- -Leve ls  o f  domest ic  sav ings  and investment .  
- -Compet i t ive  s t r e n g t h  i n  i n t e r n a t i o n a l  t r a d e .  
- - In f low of  f o r e i g n  p r i v a t e  investment .  
--Access t o  i n t e r n a t i o n a l  l end ing  i n s t i t u t i o n s .  
- -Fo re ign  exchange r e s e r v e s .  

The phaseout  must be planned we l l  i n  advance because it r e -  
q u i r e s  s e v e r a l  y e a r s .  For example, AID economic a s s i s t a n c e  
t o  Taiwan was t e rmina t ed  i n  1965, b u t  i n i t i a l  p r e p a r a t i o n s  
f o r  ending U.S. a i d  began i n  1960 when AID reached agreement 
w i th  t h e  h o s t  Government on a  19 -po in t  program of  economic 
and f i n a n c i a l  reform,  F i r m  p l a n s  f o r  ending t h i s  economic 
a s s i s t a n c e  were drawn up i n  1962. 

A I D ' S  p r e s e n t a t i o n  a t  t h e  f i s c a l  yea r  1 9 7 2  f o r e i g n  
a s s i s t a n c e  hea r ings  s t a t e d  t h a t  Korea might no t  need economic 
a s s i s t a n c e  i n  a  few y e a r s .  However, u n l i k e  Taiwan, AID has  
n o t ,  a s  f a r  a s  we know, i d e n t i f i e d  and reached agreement wi th  
ROKG on what s p e c i f i c  measures a r e  necessary  t o  p repa re  
Korea f o r  f i n a l  detachment from i t s  dependence on A I D  deve l -  
opment l oans .  

Apparent ly  A I D  has f e l t  t h a t ,  i n  approaching t h e  phase-  
o u t  of  t h e  Korean program, i t  was n o t  neces sa ry  t o  s e t  a  

- t i m e  f o r  t e r m i n a t i n g  a s s i s t a n c e  o r  fo rmula te  a s p e c i f i c  
t e r m i n a t i o n  p l a n .  However, such p lann ing  i s  necessary t o  

- a r r ange  an o r d e r l y  U.S. disengagement and avoid  pro longing  
. U.S. a i d  o r  c r e a t i n g  d i s i n c e n t i v e s  f o r  Korean s e l f - h e l p a  

measures. 



'AID agreed  t h a t  t h e  conces s iona l  element of U.S. 
a s s i s t a n c e  should  be p r o g r e s s i v e l y  phased down and t e rmina t ed  
as soon a s  such a c t i o n  becomes c o n s i s t e n t  wi th  U.S. ob j ec -  
t i v e s .  Because of  t h e  i r r e g u l a r  performance of t h e  Korean 
economy ove r  t h e  p a s t  y e a r  and r e c e n t  even t s  which c louded 
Korea 's  economic ou t look ,  A I D  be l ieves  t h a t  t h e  t i m i n g  f o r  
a phasedown of  U.S. economic a i d  should  remain f l e x i b l e .  

* .  

CON.CLUSIONS 
a 

We beLi.eve t h a t  Korea has  reached  t h e  s t a g e  o f  develop-  
ment where A I D  shou ld  be t e r m i n a t i n g  t h e  development loan  
program. To ex t end  such programs beyond a  reasonable  c u t o f f  
point p r i m a r i l y  on t h e  b a s i s  o f  m i l i t a r y  o r  s e c u r i t y  cons ide r  
a t i o n s ,  i s  n o t  a p p a r e n t l y  j u s t i f i e d .  

MATTER FOR CONSIDERATION BY THE CONGRESS 

We b e l i e v e  t h a t  t h e  Congress may wish t o  review with  
t he  Department o f  S t a t e  and A I D  t h e  f e a s i b i l i t y  of  t e r m i n a t i n g  
t h e  development l oan  program f o r  Korea. 



ADbiIXISTR.L\TIOfi' CF AID PROGRANS 

A I D  and i t s  p r e d e c e s s o r  agenc i e s  p rov ided  Korea about  
$ 3  b i l l i o n  i n  economic a s s i s t a n c e  th rough  f i s c a l  y e a r  1 9 7 2 .  
A I D  programs have g e n e r a l l y  d e c l i n e d  i n  r e c e n t  y e a r s ,  and 

- emphasis ha s  s h i f t e d  from g r a n t s  t o  l o a n s .  Even s o ,  t h e  
l e v e l  o f  t h e  p r e s e n t  and proposed a s s i s t a n c e  i n d i c a t e s  t h a t  
A I D  programs w i l l  c on t i nue  a t  a  moderate l e v e l  f o r  y e a r s  t o  
come. 

AID PROGRAM FOR FISCAL YEARS 1963-1972 
f in Millions Of U.S. Dollars) 

A I D  programs f o r  t h e  f i s c a l  y e a r s  1 9 6 8 - 7 2  i n c l u d e d  
a b o u t  $ 5 . 7  m i l l i o n  f o r  f a m i l y  p l ann ing .  T h i s  i s  t e c h n i c a l  
a s s i s t a n c e  b u t  has been funded on a  g r a n t  b a s i s  f rom de -  
velopment l o a n s ,  s u p p o r t i n g  a s s i s t a n c e ,  and t e c h n i c a l  



a s s i s t a n c e  f u n d s .  Because o f  t h i s  u n i q u e  f u n d i n g ,  f a m i l y  
p l a n n i n g  i s  d i s c u s s e d  s e p a r a t e l y .  

lie reviewed t h e  A I D  programs f o r  f i s c a l  y e a r s  1968-72 
t o  d e t e r m i n e  i f  t h e y  were c o n t r i b u t i n g  t o  U.S. o b j e c t i v e s  i n  
Korea and i f  t h e y  were b e i n g  a d m i n i s t e r e d  e f f e c t i v e l y .  I n  
g e n e r a l ,  we f o u i ~ d  t h a t  t h e r e  i s  a d e f i n i t e  need  t o  improve 
A I D ' S  management. 

DEVELOPMENT LOASS 

Development l o a n s  a r e  i n t e n d e d  t o  p r o v i d e  l e s s  d e v e l -  
oped c o u n t r i e s  w i t h  c r e d i t  on c o n c e s s i o n a l  te rms f o r  t h e i r  
economic growth programs.  I n  Korea,  t h e r e  a r e  f o u r  t y p e s  
o f  development  l o a n s :  (1) p r o j e c t  l o a n s  t o  f i n a n c e  t h e  
f o r e i g n  exchange c o s t s  o f  s p e c i f i c  p r o j e c t s ,  such  a s  c r e a t -  
i n g  o r  expanding i n d u s t r i e s  and c a p i t a l i z i n g  l o c a l  c r e d i t  
i n s t i t u t i o n s  ; (2)  program l o a n s  f o r  i m p o r t i n g  colnrnodi t i e s  t o  
promote developme-nt of s m a l l -  and medium-size i n d u s t r i e s ;  
( 3 )  commodity l o a n s  t o  p u r c h a s e  U .  S .  food  g r a i n s  ( r i c e )  ; and 
( 4 )  s e c t o r  l o a n s  t o  encourage  development  o f  a p a r t i c u l a r  
f i e l d ,  such  a s  e d u c a t i o n  o r  a g r i c u l t u r e ,  t h r o u g h  p o l i c y  and 
i n s  ti t u t  i o n a l  changes .  

Between J u n e  1958 and J u n e  1972,  A I D  and  i t s  p r e d e c e s s o r  
a g e n c i e s  a u t h o r i z e d  4 9  development  l o a n s  f o r  Korea,  w i t h  n e t  
o b l i g a t i o n s  amounting t o  $ 4 2 5  m i l l i o n .  Dur ing  f i s c a l  y e a r s  
1968-72,  t h e  f o l l o w i n g  development  l o a n s  were made: 

Number o f  
l o a n s  Amount 

I n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s  2 $ 18,000,000 
Program l o a n s  3 29,974,686 
P r o j e c t  l o a n s  7 32,400,000 
Commodity i m p o r t s  - 4 71,000,000 

I 6  151,374,686 
D e o b l i g a t i o n  ( p r o j  e c t  l o a n )  1 - 10 ,000 ,000  

T o t a l  

The F o r e i g n  A s s i s t a n c e  Act  o f  1961,  as  amended, p r o -  
v i d e s  f o r  v a r y i n g  repayinent t e r m s  s o  t h a t  l o a n s  c a n  be  
t a i l o r e d  a c c o r d i n g  t o  a r e c i p i e n t  c o u n t r y r s  a b i l i t y  t o  



r e p a y .  A l l  development  l o a n s  t o  Korea have  been  made on 
t h e  most c o n c e s s i o n a l  te rms a v a i l a b l e  by law.  S i n c e  1968,  
t h e  most c o n c e s s i o n a l  t e r n s  a v a i l a b l e  have been  4 0 - y e a r  
l o a n s  w i t h  a  1 0 - y e a r  g r a c e  p e r i o d  and i n t e r e s t  r a t e s  a t  
2 p e r c e n t  f o r  t 5 e  g r a c e  p e r i o d  and 3 p e r c e n t  f o r  t h e  remain-  
i n g  30 y e a r s .  Such te rms were c o n s i d e r e d  j u s t i f i e d  b e c a u s e  
t h e  U n i t e d  S t a t e s  leas p r o v i d i n g  g r a n t  s u p p o r t i n g  a s s i s t a n c e  
and  l a t e r  because  o f  K o r e a ' s  emerging d e b t  s e r v i c e  bu rden .  

Our r ev iew o f  development  l o a n s  d i s c l o s e d  t h a t  (1)  t h e  
development  o f  p r i v a t e  e n t e r p r i s e  was n o t  a d e q u a t e l y  
s t r e s s e d ,  ( 2 )  l o a n s  d e s i g n e d  t o  encourage  t h e  development  
o f  s m a l l  and medium i n d u s t r i e s  a c h i e v e d  o n l y  l i m i t e d  s u c -  
c e s s ,  ( 3 )  l o a n s  Icere n o t  e f f e c t i v e  i n  e n c o u r a g i n g  ROKG t o  
meet  c e r t a i n  economic s t a b i l i z a t i o n  g o a l s ,  ( 4 )  l o a n s  were 
n o t  a d e q u a t e l y  moni to red  t o  i n s u r e  t h a t  r e s t r i c t i o n s  o f  ex-  
p o r t s  t o  t h e  U n i t e d  S t a t e s  were compl ied  w i t h ,  ( 5 )  l o c a l  
c u r r e n c i e s  g e n e r a t e d  from t w o - s t e p  l o a n  agreements  were n o t  
a d e q u a t e l y  c o n t r o l l e d ,  and ( 6 )  t h e  need  f o r  c o n t i n u i n g  de-  
veiopment  l o a n  funds  t o  Korea was q u e s t i o n a b l e .  

Some o f  t h e  same d e f i c i e n c i e s  r e p o r t e d  i n  a  p r i o r  GAO 
r e p o r t ,  "Economic A s s i s t a n c e  P rov ided  t o  Korea by  t h e  Agency 
f o r  I n t e r n a t i o n a l  Development" ( B - 1 6 4 2 6 4 ,  J u l y  1 6 ,  1965) , 
s t i l l  e x i s t ;  such  a s ,  d e l a y s  i n  c o m p l e t i n g  p r o j e c t s  and s low 
u t i l i z a t i o n  o f  l o a n s  t o  i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s .  

I n a d e a u a t e  emnhas is  on  p r i v a t e  
e n t e r p r i s e  develo2ment  

The F o r e i g n  A s s i s t a n c e  Act f i r m l y  e s t a b l i s h e s  t h e  U . S .  
p o l i c y  of e n c o u r a g i n g  r e c i p i e n t  c o u n t r i e s  t o  i n c r e a s e  t h e  
f l o w  o f  i n t e r n a t i o n a l  t r a d e ,  f o s t e r  p r i v a t e  i n i t i a t i v e  and 
c o m p e t i t i o n ,  and d i s c o u r a g e  m o n o p o l i s t i c  p r a c t i c e s .  

ROKG c o n t r o l s  major  s e c t o r s  o f  t h e  economy, l a r g e l y  
- th rough  e q u i t y  i n v e s t m e n t .  T h i s  i n c l u d e s  t h e  b a n l i n g ,  
power,  t r a n s p o r t a t i o n ,  i r o n  and s t e e l  i n d u s t r i e s ;  t h e  
p e t r o c h e m i c a l  complex; and a g r i c u l t u r e .  A I D  f u n d s  have 

. c o n t r i b u t e d  t o  d e v e l o p i n g  t h e s e  e n t e r p r i s e s ,  and i n  some 
i n s t a n c e s  p a s t  A I D  a c t i o n s  o r  i n a c t i o n s  have t e n d e d  t o  p e r -  
p e t u a t e  Government c o n t r o l  r a t h e r  t h a n  encourage  t h e i r  s a l e  
t o  p r i v a t e  e n t e r p r i s e .  



Government c o n t r o l  o f  
f e r t i l i z e r  i n d u s t r y  

. , 

The f e r t i l i z e r  i n d u s z r y  i l l u s t r a t e s  AID'S involvement  
i n  ROKG-controlled i n d u s t r i e s .  Not o n l y  does ROKG c o n t r o l  
t h e  f e r t i l i z e r  p r o d u c t i o n  f a c i l i t i e s  b u t  a l s o  f e r t i l i z e r  

I 
marke t ing  and d i s t r i b u t i o n .  I 

i - 
U.S. a s s i s t a ~ c e  was l a r g e l y  r e s p o n s i b l e  f o r  e s t a b l i s h -  

i n g  t h e  i n d u s t r y .  The I n t e r n a t i o n a l  Coopera t ion  Admin i s t r a -  ! 

t i o n  ( p r e d e c e s s o r  t o  AID) f i n a n c e d  Chungju F e r t i l i z e r  Cor- 
p o r a t i o n ' s  f i r s t  p l a n t  i n  1957. I n  1965,  A I D  development  

I 

l o a n  f u n d s ,  t o t a l i n g  $ 4 8 . 8  m i l l i o n ,  were p r o v i d e d  f o r  two 
p r o j e c t s  o m e d  e q u a l l y  by ROKG and two U.S. f i r m s .  I n  
September 1969 a  $ 5  m i l l i o n  l o a n  p a r t i a l l y  f i n a n c e d  an 
ammonia/urea p l a n t  which w i l l  be K o r e a T s  s i x t h  major  f e r -  
t i l i z e r  p l a n t  when completed.  O f  t h e  s i x ,  A I D  has  f i n a n c e d  
f o u r ,  w h i l e  Japan  and Germany have each f i n a n c e d  one.  A l l  
a r e  e i t h e r  ROKG-owned o r  s u b s t a n t i a l l y  under  Government 
c o n t r o l .  

Each o f  t h e  two 1965 
covenant  s t i p u l a t i n g  t h a t  
c o n s u l t a t i o n s  w i t h  A I D  on 
t e r e s t  i n  t h e s e  p l a n t s  t o  

l o a n  agreements  c o n t a i n e d  a 
ROKG would e n t e r  i n t o  w r i t t e n  
t h e  s a l e  o f  t h e  Government 's i n -  
t h e  Korean p r i v a t e  s e c t o r .  To 

d a t e  ROKG h a s  no; i n i t i a t e d  such a c t i o n .  I t  a p p e a r s  ROKG 
w i l l  b e  even l e s s  l i k e l y  t o  s e l l  i t s  i n t e r e s t s  t o  t h e  p r i -  
v a t e  s e c t o r  because  t h e  Chungju C o r p o r a t i o n  h a s  become a 
h o l d i n g  company f o r  o t h e r  Government and semi-Government 
p e t r o c h e m i c a l  e n t e r p r i s e s  and h a s  r e i n v e s t e d  d i v i d e n d s  i n  
them. 

According t o  A I D ,  ROKG conc luded  t h a t  o n l y  Chungju had 
t h e  t e c h n i c a l  c a p a b i l i t y  and c a p i t a l  n e c e s s a r y  t o  t a k e  t h e  
l e a d  i n  d e v e l o p i n g  a p e t r o c h e m i c a l  i n d u s t r y  i n  Korea. A I D  
a l s o  s t a t e d  i t s  i n t e n t  t o  d i v e s t  i t s e l f  o f  ownership  i n  t h e  

.- . p e t r o c h e m i c a l  companies b u t  n o t  a t  t h e  expense  o f  l e n g t h y  
de lays  i n  d e v e l o p i n g  these  i m p o r t - s u b s t i t u t i v e  i n d u s t r i e s .  

. - Government c o n t r o l  i n  a g r i c u l t u r e  

The N a t i o n a l  A g r i c u l t u r a l  C o o p e r a t i v e  F e d e r a t i o n  p r o -  
v i d e s  a n o t h e r  example o f  A I D  s u p p o r t  t o  a  S t a t e  e n t e r p r i s e .  
This  is  one o f  t h e  l a r g e s t  e n t e r p r i s e s  i n  Korea and e f f e c -  
t i v e l y  c o n t r o l s  ma jo r  a s p e c t s  o f  a g r i c u l t u r e .  The Federa -  
t i o n ' s  i n t e r e s t s  i n c l u d e  a g r i c u l t u r a l  c r e d i t  and i n s u r a n c e ,  



and i t  i s  t h e  on ly  o r g a n i z a t i o n  t o  provide  b a s i c  a g r i c u l t u r a l  
s e r v i c e s  t o  t h e  Korean f a rmer s ,  such as  marke t ing ,  p roces s -  
i n g  of a g r i c u l t u r a l  p roduc t s ,  s a l e  of f e r t i l i z e r ,  e t c .  

During our  review p e r i o d ,  t w o  development l oans  were 
- made which provided t h e  equ iva len t  of  $ 4 2  m i l l i o n  i n  l o c a l  

cur rency  t o  t h e  Federa t ion- -$28  m i l l i o n  t o  c a p i t a l i z e  ac- 
counts  and $14  m i l l i o n  t o  p rov ide  c r e d i t  f o r  farm mechaniza- 
t i o n  and g r a i n  s t o r a g e  f a c i l i t i e s .  In  a d d i t i o n ,  t h e  equiva-  
l e n t  of  $ 1 5  m i l l i o n  i n  P u b l i c  Law 480-generated l o c a l  c u r -  
r ency  was provided i n  1 9 7 0  t o  enable  t h e  Fede ra t i on  t o  keep 
i t s  accounts  payable  w i th  f e r t i l i z e r  f i rms  c u r r e n t .  

Although a coope ra t i ve  i n  name, t h e  F e d e r a t i o n  i s  no t  a 
coope ra t i ve  a s s o c i a t i o n  organ ized  and f i nanced  by f a rmer s .  
L e g i s l a t i o n ,  supposedly temporary,  passed by t h e  Korean Na- 
t i o n a l  Assembly i n  1962 removed most of  t h e  democrat ic  fea-  
t u r e s  found i n  t h e  law t h a t  e s t a b l i s h e d  t h e  Fede ra t i on .  A s  
a  r e s u l t  t h e  Min i s t ry  o f  A g r i c u l t u r e  and F o r e s t r y  (an R O K G  
agency) s u p e r v i s e s  and c o n t r o l s  d e t a i l e d  Fede ra t i on  opera-  
t i o n s  and s e t s  o v e r a l l  p o l i c y .  Because farmers  have l i t t l e  
c o n t r o l  of t h e  Fede ra t i on  and only  a  smal l  investment  i n  i t s  
c a p i t a l  s t r u c t u r e ,  they  tend t o  look a t  i t  a s  an arm of  t h e  
C e n t r a l  Government. 

A I D  agreed  t h a t  ROKG does e x e r c i s e  s t r o n g  c o n t r o l  over  
major segments o f  t h e  economy and,  i n  some i n s t a n c e s ,  does 
so through d i r e c t  Government ownership o f  f i r m s .  I t  po in t ed  
ou t  t h a t  t h e  number o f  companies i t  owned o r  p a r t i a l l y  owned 
had been reduced t o  6 3  by t h e  end of  1971 bu t  d i d  no t  r e f u t e  
t h e  examples c i t e d .  

Loans f o r  deve lop ing  s m a l l -  
and medium-size f i rms  

A . s i g n i f i c a n t  amount of  A I D  l o a n  funds ,  from b o t h  pro-  
gram loans  and subloans  p rov ided  through i n t e r m e d i a t e  c r e d i t  
i n s t i t u t i o n s ,  were used t o  a s s i s t  l a r g e ,  w e l l - e s t a b l i s h e d  
f i r m s  t h a t  were capab le  o f  o b t a i n i n g  f i n a n c i n g  from o t h e r  
s o u r c e s .  

A I D  a u t h o r i z e d  f i v e  l oans  t o t a l i n g  $ 4 5  m i l l i o n  t o  i n -  
t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s  f o r  f i n a n c i n g  f o r e i g n  ex- 
change requ i rements  o f  s m a l l -  and medium-sized firms and t o  . 

promote economic development. O f  t h i s  amount, $18 m i l l i o n  



was made a v a i l a b l e  d u r i n g  f i s c a l  y e a r s  1968-72. However, 
t h e  loan  agreements were no t  s p e c i f i c  enough t o  i n s u r e  t h a t  
t h e  funds  were used as  i n t ended .  For example, f i r m s  o f  t h e  
Hyun Dai conglomerate (wi th  worldwide o f f i c e s ]  have ob t a ined  
more t h a n  $1.1 m i l l i o n  o f  t h e s e  sub loans .  The a b i l i t y  o f  
t h i s  o r g a n i z a t i o n  t o  r a i s e  o u t s i d e  c a p i t a l  was i l l u s t r a t e d  
when t h e  Korean p r e s s  r e p o r t e d  t h a t  t h e  Hyun Dai Const ruc-  

- - t i o n  Company had r ece ived  ROKG approva l  t o  o b t a i n  $50 m i l l i o n  - 
i n  commercial l oans  from Europe f o r  c o n s t r u c t i n g  a  l a r g e  
s h i p y a r d .  

Three program l o a n s  made a f t e r  1968 t o t a l e d  a b o u t  
$30 m i l l i o n  and p rov ided  a d d i t i o n a l  f und ing  f o r  sma l l  and 
medium i n d u s t r i e s .  One purpose  o f  t h e s e  l o a n s  was t o  en-  
courage  t h e  expansion o f  smal l  and medium i n d u s t r y  by p ro -  
v i d i n g  s o f t - t e r m  loans  f o r  impor t ing  machinery,  equipment,  
and s p a r e  p a r t s .  These l oans  have no t  he lped  expand- sma l l  
and medium i n d u s t r i e s  t o  t h e  e x t e n t  p o s s i b l e  because  o f  
c i rcumvent ions  o f  a  l oan  agreement p r o v i s i o n  which imposed 
maximum amounts o f  $75,000 t o  $100,000 f o r  each  end u s e  by 
any a p p l i c a n t  . 

An a u d i t  by t h e  A I D  Aud i to r  Genera l  (AG) o f  a  $ 1 0  m i l -  
l i o n  program l o a n ,  a u t h o r i z e d  i n  f i s c a l  y e a r  1969, d i s c l o s e d  
t h a t  c e r t a i n  l a r g e  o r g a n i z a t i o n s  c i rcumvented t h i s  l i m i t a -  
t i o n  by u s i n g  t h e  names o f  a f f i l i a t e s  o r  new e n t i t i e s  c r e a t e d  
f o r  t h e  s o l e  purpose  of  o b t a i n i n g  a d d i t i o n a l  l o a n  funds .  
The scope o f  t h e  AG a u d i t  invo lved  t h e  u s e  and planned use  
o f  abou t  $ 2 . 8  m i l l i o n  worth o f  equipment impor ted  by 28 sub-  
borrowers .  The a u d i t o r s  found t h a t  f i v e  end u s e r s ,  under  
t h e  names o f  v a r i o u s  subbor rowers ,  had o b t a i n e d  a  t o t a l  o f  
$1 .9  m i l l i o n ,  o r  68 p e r c e n t ,  o f  t h e  $ 2 . 8  m i l l i o n .  

Expanding t h e i r  review t o  i n c l u d e  two o t h e r  program 
1oans; the  a u d i t o r s  found t h a t  t h e  same f i v e  end u s e r s  had 
o b t a i n e d  about  $ 3 . 3  m i l l i o n  o f  t h e  $30 m i l l i o n  made a v a i l -  

.- . a b l e  by t h e s e  t h r e e  l o a n s .  One u n i v e r s i t y  f o u n d a t i o n ,  under  
1 5  d i f f e r e n t  a f f i l i a t e d  a p p l i c a n t s ,  o b t a i n e d  23 sub loans  
amounting t o  about  $ 2 . 2  m i l l i o n .  The founda t i on  used t h e s e  

- =  - l o a n s  t o  f i n a n c e  t h r e e  l a r g e  p r o j e c t s :  a  h o s p i t a l ,  a  t o u r -  
i s t  h o t e l ,  and an e n g i n e e r i n g  l a b o r a t o r y .  

The a u d i t o r s  concluded t h a t  t h i s  s i t u a t i o n  p e r s i s t e d  
due  t o  t h e  l a c k  of  A I D  mon i to r i ng .  Although a  v a l i d  need 
e x i s t s  t o  promote t h e  development o f  s m a l l -  and medium-sized 



i n d u s t r y  i n  Korea, it i s  appa ren t  t h a t  t h e s e  l oans  have 
c o n t r i b u t e d  on ly  p a r t i a l l y  toward t h i s  o b j e c t i v e .  F u r t h e r -  
more, A I D  l o a n s  may have i n a d v e r t e n t l y  a i d e d  i n  t h e  monopo- 
l i z a t i o n  o f  markets  by s u p p o r t i n g  t h e  development o f  l a r g e ,  
w e l l - e s t a b l i s h e d  f i r m s  and o r g a n i z a t i o n s .  

A I D  agreed  t h a t  t h e  l i m i t a t i o n  on maximum sub loan  s i z e  
- had been c i rcumvented and s a i d  t h a t  r e fund  c la ims  of $3 mil- 

l i o n  had been f i l e d .  

Comuliance w i t h  r e s t r i c t i o n  
on e x p o r t  1 i m i t a t i o n s  

S e c t i o n  620(d) o f  t h e  Fore ign  A s s i s t a n c e  A c t  p r o h i b i t s  
t h e  u s e  o f  development l oans  f o r  c o n s t r u c t i n g  o r  o p e r a t i n g  
e n t e r p r i s e s  which compete w i t h  U.S. e n t e r p r i s e s ,  u n l e s s  t h e  
c o u n t r y  agrees  t o  l i m i t  e x p o r t s  t o  t h e  U n i t e d , S t a t e s  t o  no 
more than  20 p e r c e n t  of  a  f a c i l i t y ' s  annua l  p r o d u c t i o n  f o r  
t h e  l i f e  of t h e  l oan .  

Korea e x p o r t s  s u b s t a n t i a l  q u a n t i t i e s  of  t e x t i l e s  t o  t h e  
Uni ted  S t a t e s  and through f i s c a l  y e a r  1971 about  $16.3  m i l -  
l i o n  i n  development loans  had been p rov ided  t o  Korea ' s  
g rowing  t e x t i l e  indust ry . . '  In rev iewing  A I D  l oans  u sed  t o  
purchase  $ 7 7 8 , 0 0 0  o f  U.S. t e x t i l e  equipment d i s p l a y e d  du r ing  
a May 1969 t r a d e  e x h i b i t ,  w e  found t h a t  t h e  l o a n  r e c i p i e n t s  
had not  t i m e l y  submi t t ed  r e q u i r e d  q u a r t e r l y  r e p o r t s  t o  t h e  
Miss ion on t h e  volume o f  p roduc t i on  and e x p o r t s  t o  t h e  
Uni ted  S t a t e s .  The Miss ion had no t  made adequa te  fo l lowup 
t o  i n s u r e  r e c e i p t  o f  t h e s e  r e p o r t s  no r  had i t  o b t a i n e d  an 
independen t  v e r i f i c a t i o n  o f  them. 

The Miss ion  had i n q u i r e d  about  these.  r e p o r t s  a s  e a r l y  
a s  May 1970. The i n i t i a l  r e p o r t s  were no t  r e c e i v e d  u n t i l  
June  1971. A l l  o f  t h e  r e p o r t s  r e c e i v e d  s imply  s t a t e d  t h a t  
no t e x t i l e s  had been expo r t ed  t o  t h e  Uni ted  S t a t e s .  To t h e  
b e s t  o f  our  knowledge, no a t t emp t  had been made t o  ve r i f y  
t h a t  t h e  equipment was n o t  be ing  used t o  manufac tu re  i t ems  
f o r  e x p o r t  t o  t h e  Uni ted  S t a t e s .  

I 

In  a d d i t i o n ,  t h e  Expor t - Impor t  Bank o f  t h e  Uni ted  S t a t e s  
had loaned  approx imate ly  $17 m i l l i o n  f o r  pu rchas ing  t e x t i l e  
equipment,  of  which $ 9 . 2  m i l l i o n  was a  r e s u l t  of  an October  
1 9 7 1  U . S .  t r a d e  e x h i b i t i o n .  



A I D  agreed  t h a t ,  because  r e q u i r e d  nonexport  
c e r t i f i c a t i o n s  were no t  r ece ived ,  fol lowup i n q u i r i e s  s h o u l d .  
have been made. According t o  A I D ,  v e r i f y i n g  t h a t  equipment 

- was not  be ing  used t o  manufacture i tems f o r  U.S. expo r t  
might no t  b e  t o o  d i f f i c u l t  when a l l  t h e  f a c i l i t i e s  were f i -  

. nanced wi th  A I D  funds b u t  would be  ex t remely  d i f f i c u l t  i n  
t h e  c a s e  of  a  program o r  i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n  - 
loan where on ly  one o r  two p i e c e s  o f  equipment had been 
f i nanced  by A I D .  

The r e c e n t  impos i t ion  o f  a  t e x t i l e  quo ta  on Korea and 
o t h e r  E a s t  As ia  c o u n t r i e s  r e f l e c t s  United S t a t e s  concern 
about  compet i t ion  wi th  U.S. t e x t i l e  i n d u s t r y .  I n  view of 
t h i s  concern and t h e  r e s t r i c t i o n  provided i n  S e c t i o n  620(d) 
of  t h e  Fore ign  A s s i s t a n c e  Act ,  we b e l i e v e  t h e  Miss ion should  
moni tor  t h e  a c t i v i t i e s  o f  loan  r e c i p i e n t s  more c l o s e l y  t o  
i n s u r e  compliance w i th  e x i s t i n g  agreements and l e g i s l a t i o n .  
S p e c i a l  a t t e n t i o n  should  be g iven  t o  t e x t i l e s  and o t h e r  com- 
mbd i t i e s  which a r e  expor ted  c h i e f l y  t o  t h e  Uni ted S t a t e s .  



Cont ro l  over  l o c a l  cur rency  

A l l  development l o a n s  made t o  Korea du r ing  t h e  review 
i 

p e r i o d  were two-s tep agreements ; Under This ar rangement ,  
t h e  l oans  were made t o  ROKG which, i n  t u r n ,  r e loaned  the  I 

; funds. ROKG repays  A I D  over  a  l onge r  p e r i o d  o f  t ime and a t  
- a lower  i n t e r e s t  r a t e  t han  t h e  u l t i m a t e  borrower i s  r e q u i r e d  

t o  p a y , '  During f i s c a l  y e a r s  1968-71, t h i s  p rocedure  gener-  - 
a t e d  t h e  e q u i v a l e n t  o f  about $ 1 7 6 . 4  m i l l i o n  i n  l o c a l  cu r -  
rency t o  suppor t  t h e  ROKG budget .  Our review d i s c l o s e d  t h a t  . 
A I D  had not  adequa te ly  moni tored t he se  funds and,  a s  a  r e -  
s u l t ,  had l o s t  a  s i g n i f i c a n t  oppor tun i ty  t o  e x e r c i s e  l e v e r -  
age over  ROKG i n  e f f e c t i n g  U.S. o b j e c t i v e s  i n  Korea. 

In  May 1966 ,  A I D  and ROKG e s t a b l i s h e d  g u i d e l i n e s  t o  
govern t h e  use  of  t h e s e  f u n d s ,  I n  accordance w i t h  t h e  
g u i d e l i n e s ,  a f o r e i g n  l oan  repayment s p e c i a l  account  was 
e s t a b l i s h e d  a s  a  c l e a r i n g  account f o r  a l l  l o c a l  cur rency  
acc ru ing  t o  ROKG under  l oan  agreements w i th  f o r e i g n  govern- 
ments,  i n d i v i d u a l s ,  and i n t e r n a t i o n a l  o r g a n i z a t i o n s .  

A U.S. subaccount was e s t a b l i s h e d  w i t h i n  t h e  repayment 
account t o  r e c e i v e ,  a f t e r  January  1366, a l l  l o c a l  cur rency  
g e n e r a t i o n s  de r ived  under development l oan  agreements be- 
tween t h e  U.S. and Korean Governments. The l o c a l  cur rency  
accumulated i n  t h e  U.S. account  was t o  be  r e l e a s e d  c1) t o  
meet t h e  ROKG repayment o b l i g a t i o n ,  ( 2 )  t o  make loans  and 
g r a n t s  f o r  Korea 's  economic and s o c i a l  development, and 
(3)  t o  d e f r a y  t h e  expenses o f  a d m i n i s t e r i n g  t h e  account .  

No r e l e a s e  of t h e  funds ,  excep t  t o  meet ROKGts repay-  
ment o b l i g a t i o n s ,  was t o  be made from t h e  U.S. account  w i th -  
out agreement between ROKG and A I D .  Such agreement was t o  
be reached d u r i n g  annual  j o i n t  reviews and c o n s u l t a t i o n s .  
An a d d i t i o n a l  p r o v i s i o n  r e q u i r e d  an annual  de t e rmina t ion  a s  
t o  what p o r t i o n  of  t h e  coming y e a r t s  expec ted  income could  
be g ran t ed  and what p o r t i o n  could b e  loaned t o  i n s u r e  t h a t  
s u f f i c i e n t  funds  would b e  a v a i l a b l e  t o  meet f u t u r e  i n t e r e s t  

- and p r i n c i p a l  payments. 

Miss ion o f f i c i a l s  were unable  t o  f u r n i s h  u s  w i t h  r e c -  
- o r d s  i n d i c a t i n g  what j o i n t  agreements had been reached w i t h  

. ROKG on t h e  u s e  of  these  funds  o r  what s p e c i f i c  a p p l i c a t i o n s  
had been made of U.S. account  funds .  



A s  s t a t e d  p r e v i o u s l y ,  t h e  funds i n  t h i s  account a r e  
s u b s t a n t i a l ;  du r ing  f i s c a l  y e a r s  1968-71, an e q u i v a l e n t  o f  
approximately  $176.4 m i l l i o n  was r ece ived  and $ 1 7 6 . 2  m i l l i o n  
d i s b u r s e d .  In  f a c t ,  t h e  t o t a l  f o r  t h e  4-year  p e r i o d  ex- 
ceeded t h e  v a l u e  o f  new development l oans  au tho r i zed  by 
about  $ 5 0  m i l l i o n .  However, we no ted  t h a t ,  dur ing  t h e  same 
p e r i o d ,  t h e s e  l o c a l  cur rency  funds  were be ing  d i s b u r s e d  

. - wi thou t  A I D  c o n s u l t a t i o n  and agreement,  A I D  c a p i t a l  p r o j e c t s  - were exper ienc ing  de l ays  due t o  l o c a l  cur rency  s h o r t a g e s ,  
and a d d i t i o n a l  development l oans  were be ing  made t o  g e n e r a t e  
l o c a l  cur rency .  

Cons t ruc t i on  o f  t h e  Seoul sewage t r e a t m e n t  p l a n t  i s  an 
example o f  p r o j e c t  de l ays  due t o  l o c a l  cur rency  s h o r t a g e s .  
Under terms of t h e  agreement s i gned  i n  1966, t h e  p l a n t  was 
scheduled  f o r  completion i n  1970 bu t  was on ly  30 -pe rcen t  
complete as  o f  June 1972. Although o t h e r  problems plagued 
t h i s  p r o j e c t ,  t h e  need f o r  l o c a l  cur rency  t o  f i n a n c e  t h e  
c o n s t r u c t i o n  of an e s s e n t i a l  i n t e r c e p t o r  u n i t  was a  major 
f a c t o r .  A I D  s t a t e d  t h a t  t h e  l a c k  of  l o c a l  cur rency  was 
caused by a d i s p u t e  between ROKG and t h e  c i t y  o f  Seoul over  
which should  suppor t  t h e  p r o j e c t .  ROKG e v e n t u a l l y  r e l e a s e d  
t h e  funds  bu t  on ly  a f t e r  A I D  s t r o n g l y  p r o t e s t e d  t h a t  the  
p r o j e c t  and t h e  use  of  A I D  funds  were be ing  u n j u s t i f i a b l y  
de layed .  

A I D  has  a u t h o r i z e d  new development loans  t o  g e n e r a t e  
l o c a l  cur rency  f o r  f i n a n c i n g  p r o j e c t s ,  such a s  f ami ly  p l an -  
n i n g ,  a g r i c u l t u r a l  c r e d i t ,  warehouse c o n s t r u c t i o n ,  and 
c a p i t a l i z a t i o n  of government accoun t s .  Two such loans  t o -  
t a l i n g  $ 4 9  m i l l i o n  were approved f o r  1971, and f o u r  l oans  
f o r  $26 .5  m i l l i o n  were approved f o r  1972. 

In  our  op in ion ,  A I D  should  t a k e  t h e  s t e p s  neces sa ry  t o  
i n s u r e  t h a t  U.S. subaccount  funds  a r e  used t o  suppor t  A I D -  
endorsed economic and s o c i a l  development p r o j e c t s .  Ef fec-  

C .  

t i v e  s u p e r v i s i o n  over  t h e  r e l e a s e  o f  t h e s e  funds  should  
. s u b s t a n t i a l l y  i n c r e a s e  A I D ' S  l e v e r a g e  i n  a c h i e v i n g  U.S. 

o b j e c t i v e s  i n  Korea. 

- - 

A I D  r ecogn izes  i t s  r e s p o n s i b i l i t i e s  under t h e  1966 
Foreign Loan Repayment S p e c i a l  Account Agreement w i t h  Korea 
and has  i nc rea sed  i t s  s u r v e i l l a n c e  over  t h i s  account .  New 
o p e r a t i n g  procedures  have been e s t a b l i s h e d  t o  i n s u r e  t h a t  
t h e r e  w i l l  b e  con t inuous  fol lowup wi th  s e n i o r  ROKG o f f i c i a l s  



and t h a t  ROKG w i l l  submit  r e p o r t s  on how i t  used U.S.- 
genera ted  l o c a l  cur rency  w i t h i n  t h e  s p e c i f i e d  s e c t o r s  and 
a c t i v i t i e s  programed. 

Need f o r  c o n t i n u i n g  development l oan  program 

According t o  A I D ,  l eve rage  on b e h a l f  o f  Korean economic 
s t a b i l i z a t i o n  has been accomplished by ( I )  t h e  s i z e  of  t h e  
a i d  package,  (2)  wi thhold ing  t h e  o f f e r  of  program loan  a s -  
s i s t a n c e  (development loans)  u n t i l  t h e  annual  economic 
s t a b i l i z a t i o n  s e l f - h e l p  agreements were n e g o t i a t e d  and 
( 3 )  t y i n g  t h e  r e l e a s e  o f  p o r t i o n s  o f  program loan  funds  t o  
t h e  f u l f i l l m e n t  o f  s t a b i l i z a t i o n  t a r g e t s .  Th is  l eve rage  has  
n o t  been s u f f i c i e n t ,  however, t o  d i scourage  ROKG from i n -  
c r e a s i n g  i t s  e x t e r n a l  deb t  t o  t h e  p r e s e n t  problem l e v e l .  
There fore  i t  i s  doub t fu l  whether t h e  s m a l l e r  programs now 
p lanned- - the  development l oans  p o r t i o n  a t  about $20 m i l l i o n  
annua l ly - - can  prov ide  e f f e c t i v e  l e v e r a g e .  

We a l s o  q u e s t i o n  t h e  need o f  con t inu ing  A I D f  s develop- 
ment l oan  program f o r  t h e  fo l l owing  r ea sons .  

Development l o a n s  u sed  f o r  over f low 
from P u b l i c  Law 480 program 

A I D  g r a n t e d  seven development loans  t o t a l i n g  $81.5  m i l -  
l i o n  between J u l y  l ,  1970, and June 3 0 ,  1972. ROKG used 
f o u r  of  t h e s e  l o a n s ,  which accounted f o r  $ 7 1  m i l l i o n  o r  
87 p e r c e n t ,  t o  purchase  U.S. commodi t ies - - th ree  f o r  r i c e  and 
one f o r  t a l l o w .  

A I D  s t a t e d  t h a t  t h e s e  l oans  met Korean needs f o r  r i c e  
on conces s iona l  terms when i t  appeared t h a t  t h e  Pub l i c  
Law 480 budget  cou ld  n o t  accomodate f u r t h e r  r i c e  s a l e s .  I t  
i s  our  op in ion ,  and A I D  agreed ,  t h a t  f i n a n c i n g  a g r i c u l t u r a l  
commodities i s  more p r o p e r l y  a  f u n c t i o n  o f  t h e  P u b l i c  
Law 480 program than o f  development l o a n s .  The re fo re ,  we 

- b e l i e v e  t h a t  supplemental  Pub l i c  Law 480  funds  should  have 
been r e q u e s t e d .  Using a  major  p o r t i o n  o f  t h e  l oan  funds  f o r  
t h i s  purpose  f u r t h e r  q u e s t i o n s  t h e  need for a  development 
l o a n  program i n  Korea. 



Concess iona l  c a p i t a l  a v a i l a b l e  
from o t h e r  s o u r c e s  

In t h e  e a r l y  1960s ,  U .S ,  development  l o a n s  were t h e  
o n l y  f o r e i g n  c a p i t a l  ex tended  t o  Korea on s o f t  t e rms .  How- 
e v e r ,  c o n d i t i o n s  have changed and ,  i n  our  o p i n i o n ,  Korea can  
now o b t a i n  f o r e i g n  exchange and l o c a l  c u r r e n c y  needed f o r  
development  purposes  from o t h e r  sources .  

The Expor t - Impor t  Bank and P u b l i c  Law 480 programs have 
expanded c o n s i d e r a b l y ,  and o t h e r  c o u n t r i e s ,  n o t a b l y  J a p a n  
and West Germany, a r e  now e x t e n d i n g  s o f t - t e r m  l o a n s  t o  
Korea. The World Bank and As ian  Development Bank a r e  a l s o  
e x t r e m e l y  a c t i v e  i n  Korea and p r o v i d e  more t h a n  $100 m i l l i o n  
a y e a r  f o r  a v a r i e t y  o f  development  p r o j e c t s .  

We a l s o  n o t e d  an  example o f  p r i v a t e  c a p i t a l  a v a i l a b l e  
f o r  a  p r o j e c t  which o b t a i n e d  development  l o a n  f u n d s .  An A I D  
l o a n  f o r  $ 5  m i l l i o n  was  p r o v i d e d  t o  f i n a n c e  an  a m o n i a l u r e a  
p l a n t  f o r  ROKG e v e n  though p r i v a t e  s o u r c e s ,  b o t h  Korean and 
f o r e i g n ,  had i n d i c a t e d  i n t e r e s t  i n  i n v e s t i n g  i n  t h e  p l a n t .  
ROKG d i s c o u r a g e d  t h e s e  s o u r c e s ,  however,  because  i t  wanted 
a 1 0 0 - p e r c e n t  Government-owned f a c i l i t y .  

Followup on p r i o r  GAO r e p o r t  

In t h e  p r i o r  GAO r e p o r t  we recommended t h a t  A I D  (I)  t a k e  
a d e q u a t e  measures  t o  f a c i l i t a t e  t h e  implementa t ion  o f  l o a n s  
s o  t h a t  l e n g t h y  d e l a y s  would b e  p r e v e n t e d ;  ( 2 )  r e e v a l u a t e  
t h e  n e c e s s i t y  o f  f u t u r e  development  l o a n s  f o r  s m a l l  and 
medium i n d u s t r y  development ;  and ( 3 )  make e v e r y  e f f o r t  t o  
d e m o n s t r a t e  t o  ROKG t h e  b e n e f i t s  o f  an a d e q u a t e  c o a l  d e v e i o p -  
ment p o l i c y  and t a k e  measures t o  a s s i s t  t h e  ROKG i n  deve lop-  
i n g  t h i s  i n d u s t r y .  Dur ing  t h i s  r ev iew we s u b s t a n t i a t e d  t h e  
v a l i d i t y  o f  t h e s e  recommendations.  

P r o j e c t  d e l a y s  

C a p i t a l  a s s i s t a n c e  p r o j e c t s  c o n t i n u e  t o  be  u n n e c e s s a r i l y  
d e l a y e d  f o r  t h e  same r e a s o n s  p r e v i o u s l y  r e p o r t e d ,  namely 
(1)' f a i l u r e  o f  ROKG o r  t h e  l o a n  b e n e f i c i a r y  t o  f u r n i s h  
a g r e e d  amounts o f  l o c a l  c u r r e n c y ,  ( 2 )  p rocurement  problems,  
(31 p o o r  s u p p o r t  and per formance  by U . S .  e n g i n e e r i n g  f i r m s ,  
and ( 4 )  p r o j e c t  r e v i s i o n s .  



I n  commenting on our  p r e v i o u s  r e p o r t ,  A I D  in fo rmed  us  
t h a t  i t  was n o t  s a t i s f i e d  w i t h  t h e  d e l a y s  on c a p i t a l  p r o j -  
e c t s ,  b u t  t h a t  i t  was d i f f i c u l t  t o  e s t a b l i s h  a  norm f o r  con- 
s t r u c t i o n .  A I D  e x p l a i n e d  t h a t  a sys tem o f  r ev iew and ap- 
p r o v a l  a c t i o n s  would b e  i n a u g u r a t e d  i n  an a t t e m p t  t o  r educe  
o r  e l i m i n a t e  such  d e l a y s .  

During our  c u r r e n t  review, we noted s imi l a r  de lays  
i n d i c a t i n g  t h a t  t h e s e  p r o c e d u r a l  changes a r e  i n e f f e c t i v e .  
Our p r e v i o u s  r e p o r t  showed t h a t  an e l e c t r i c  t r a n s m i s s i o n  

- p r o j e c t ,  which was t o  have been completed i n  196.6, had been 
d e l a y e d  a lmos t  2 y e a r s  due t o  (1) f a i l u r e  o f  t h e  l o a n  r e c i p -  
i e n t  t o  n e e t  c o n d i t i o n s  p r e c e d e n t  t o  f i n a n c i n g  and ( 2 )  n u -  
merous changes made i n  s u b p r o j e c t s .  I n  1967,  A I D  approved 
a second t r a n s m i s s i o n  p r o j e c t  f o r  $12.7 m i l l i o n  and s i m i l a r  
problems were exper ienced .  S e v e r e  d e l a y s  f o r c e d  t h e  Korean 
E l e c t r i c  Company t o  o b t a i n  o u t s i d e  f i n a n c i n g  t o  i n i t i a t e  
c e r t a i n  h i g h - p r i o r i t y  s u b p r o j e c t s ,  and a major  r e v i s i o n  t o  
t h e  A I D  l o a n  was n e c e s s a r y .  The p r o j e c t  o r i g i n a l l y  was 
s c h e d u l e d  f o r  comple t ion  i n  l a t e  1 9 6 9  o r  e a r l y  1970.  A s  o f  
September 1972,  5 y e a r s  a f t e r  t h e  l o a n  was made, t h i s  p r o j -  
e c t  was o n l y  5-1-percent comple te  and none o f  t h e  p lanned  
s u b p r o j e c t s  were comple te .  

Loans t o  i n t e r m e d i a t e  
c r e d i t  i n s t i t u t i o n s  

In t h e  p r e v i o u s  r e p o r t ,  GAO q u e s t i o n e d  t h e  need f o r  
AID'S c o n t i n u e d  s u p p o r t  o f  i n t e r m e d i a t e  c r e d i t  o r g a n i z a t i o n s  
because  p r e v i o u s  l o a n s  had been  o b l i g a t e d  v e r y  s l o w l y  and 
o t h e r  f u n d i n g  s o u r c e s ,  such  as t h e  World Bank and As ian  
Development Bank, were a v a i l a b l e .  Both p o i n t s  have  been 
s u b s t a n t i a t e d .  

A t  t h e  t ime o f  t h e  p r i o r  GAO r e v i e w ,  A I D  was c o n s i d e r -  
i n g  an  a d d i t i o n a l  l o a n  o f  $12 m i l l i o n  t o  t h e  Korean Develop- 
ment Bank. I n  r e s p o n s e  t o  our  d r a f t  r e p o r t ,  A I D  s t a t e d  t h a t  
t h i s  l o a n  would n o t  be  r e l e a s e d  u n t i l  t h e  1966 bank l o a n  
funds  were e x h a u s t e d .  

The l o a n  was subsequent ly  a u t h o r i z e d  i n  J u n e  1968 f o r  a 
t o t a l  o f  $ 1 5  m i l l i o n .  A t  t h a t  t ime a p p r o x i m a t e l y  $ 3 . 2  mil- 

- l i o n ,  o r  2 7  p e r c e n t ,  o f  t h e  1966 l o a n  was s t i l l  a v a i l a b l e  
f o r  s u b l o a n s .  The b a l a n c e  o f  t h e  1966 l o a n  was n o t  e x h a u s t e d  
u n t i l  D e c e ~ b e r  1969,  o r  18  months a f t e r  t h e  1 9 6 8  l o a n  was 
a u t h o r i z e d .  



The p roceeds  o f  t h e  1968 l o a n  became a v a i l a b l e  i n  
J u n e ;  however,  t h e  f i r s t  s u b l o a n  was n o t  made u n t i l  May 1969,  
a l m o s t  1 y e a r  l a t e r .  A s  w i t h  o t h e r  i n t e r m e d i a t e  c r e d i t  i n -  
s t i t u t i o n  l o a n s ,  t h e  b a l a n c e  of t h e  p roceeds  moved s l o w l y ,  
T h i s  i s  i n d i c a t e d  i n  t h e  f o l l o w i n g  s c h e d u l e .  

Number of  
Year l o a n s  Amount 

I n  a d d i t i o n  t o  s low commitment, o n l y  about  $ 4  m i l l i o n  
o f  t h e s e  s u b l o a n s  had been d i s b u r s e d  th rough  October  1371. 
The b a l a n c e  o f  t h e  s u b l o a n  commitments r e p r e s e n t s  m a t e r i a l  
and equipment y e t  t o  b e  s h i p p e d .  

The second GAO c o n t e n t i o n  h a s  a l s o  been s u b s t a n t i a t e d .  
Between J a n u a r y  1 9 6 8  and  December 1971,  t h e  World Bank and 
As ian  Development Bank ex tended  $ 9 0  m i l l i o n  i n  l o a n s  t o  t h e  
Korean i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s .  

Encouragement o f  c o a l  r e s o u r c e s  development  

GAO p r e v i o u s l y  recommended t h a t  AID encourage  ROKG t o  
d e v e l o p  i t s  c o a l  r e s o u r c e s  t o  s u p p o r t  Korea ' s  heavy i n d u s t r y  
power r e q u i r e m e n t s ,  p r o v i d e d  p r i m a r i l y  by  t h e  Korean E l e c t r i c  
Company and t h e r e b y  s a v e  t h e  f o r e i g n  exchange used  t o  impor t  
oil. T h i s  p o s i t i o n  was based  on s t u d i e s  i n d i c a t i n g  t h a t  
d e v e l o p i n g  c o a l  r e s o u r c e s  a d e q u a t e  t o  meet t h e  company's 
a n n u a l  f u e l  r e q u i r e m e n t s  would s a v e  up t o  $696 m i l l i o n  i n  
Korean f o r e i g n  exchange o v e r  a  20-year  p e r i o d .  

An A I D  o f f i c i a l  informed u s  t h a t  A I D  was no l o n g e r  - 
t r y i n g  t o  encourage  ROKG t o  do s o ,  p r i m a r i l y  because  t h e  
e l e c t r i c  company had r e t i r e d  many o f  i t s  c o a l - f i r e d  u n i t s .  
To reduce  o i i  i m p o r t s  f o r  1 9 7 2 ,  however,  ROKG r e q u e s t e d  
s e v e r a l  S t a t e - o p e r a t e d  i n d u s t r i a l  e n t e r p r i s e s  t o  u s e  more 
c o a l .  



Recommendations 

The composit ion of t h e  A I D  program has  changed s i n c e  
o u r  p r i o r  review. For example A I D  i s  no l o n g e r  making loans  
t o  i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s  and c a p i t a l  pro  j e c t  a s -  
s i s t a n c e  has  d e c l i n e d .  There fore  even though t h e  p r i o r  r e c -  
ommendations were v a l i d  a t  t h a t  t ime ,  we b e l i e v e  t h a t  a r e -  

- s t a t emen t  o f  t h e  recommendations i s  not  x a r r a n t e d .  Following 
a r e  ou r  recommendations t o  t h e  problems found du r ing  t h e  
c u r r e n t  review: 

I 

--The ROKG c o n t r o l s  major  s e c t i o n s  o f  t h e  Korean 
economy, l a r g e l y  through e q u i t y  inves tment .  A I D  funds  
have c o n t r i b u t e d  s u b s t a n t i a l l y  t o  t h e  development o f  
t h e s e  ROKG-controlled i n d u s t r i e s  and p a s t  a c t i o n s ,  o r  
l a c k  of  a c t i o n ,  by A I D  have tended t o  p e r p e t u a t e  
government c o n t r o l .  

We recommend t h a t  t h e  Admin i s t r a to r  o f  A I D  u r g e  ROKG 
t o  r e a s s e s s  i t s  Government r o l e  a s  i n v e s t o r  and com- 
p e t i t o r  wi th  t h e  p r i v a t e  s e c t o r .  

--Loans in tended  f o r  t h e  development o f  sma l l -  and 
medium-size f i rms  were used t o  fund l a r g e  p r o j e c t s  
and t o  a s s i s t  l a r g e ,  w e l l - e s t a b l i s h e d  f i r m s ,  some of 
which were capab le  of  o b t a i n i n g  t h e  nee6ed f i n a n c i n g  
from o t h e r  s o u r c e s .  

The Admin i s t r a to r  of  A I D  should  moni tor  t h e s e  l oans  
c l o s e r  as prov ided  f o r  i n  e x i s t i n g  agreements t o  i n -  
s u r e  t h a t  funds  a r e  used t o  b e n e f i t  sma l l -  and 
medium-size i n d u s t r i e s .  

--The f a i l u r e  t o  adequa t e ly  moni tor  t h e  a p p l i c a t i o n  o f  
l o c a l  cur rency  funds  gene ra t ed  under p r o v i s i o n s  of  , 

development l oan  funds has  a l lowed t h e  Uni ted S t a t e s  
t o  l o s e  a  s i g n i f i c a n t  o p p o r t u n i t y  f o r  e x e r c i s i n g  - - 
l e v e r a g e  over  ROKG i n  e f f e c t i n g  U.S. o b j e c t i v e s  i n  
Korea. 

- _ 
There fo re ,  w e  recommend t h a t  t h e  Admin i s t r a to r  o f  A I D  
c l o s e r  c o n t r o l  t h e  u s e s  o f  t h e s e  f u n d s  a s  p rov ided  
f o r  i n  t h e  e x i s t i n g  agreements.  



- - Q u a r t e r l y  p roduc t ion  and expor t  r e p o r t s ,  r e q u i r e d  
from Korean t e x t i l e  f i rms  which r e c e i v e  U.S. deve lop-  
ment l oans ,  have not  been t ime ly .  The U.S. Mission 
concurred wi th  t h i s  p o i n t  and agreed t h a t  f o l l owing  
up on t h e s e  r e p o r t i n g  requ i rements  would be app rop r i -  
a t e .  

We recommend t h a t  t h e  Admin i s t r a to r  o f  AID implement 
fol lowup procedures  to a s s u r e  t h e  t ime ly  r e c e i p t  o f  
r e q u i r e d  r e p o r t s .  

--The need f o r  t h e  p r e s e n t  development loan  program. i s  
q u e s t i o n a b l e  because  87  p e r c e n t  of  t h e  funds  au- 
t h o r i z e d  between J u l y  1, 1970, and June  3 0 ,  1972, were 
used t o  o b t a i n  a g r i c u l t u r a l  commodities which would 
be  more a p p r o p r i a t e  t o  t h e  Pub l i c  Law 450 program, 
conces s iona l  c a p i t a l  f o r  development purposes  i s  now 
a v a i l a b l e  from o t h e r  sou rces ,  and t h e  l e v e l  o f  t h e  
program is now too  smal l  t o  p rov ide  e f f e c t i v e  
l eve rage  on ROKG f i s c a l  p o l i c y .  As s t a t e d  on 
page 19 ,  we b e l i e v e  t h a t  the  Congress may wish t o  
i n q u i r e  into p lans  f o r  t e r m i n a t i n g  t h i s  program. 



SUPPORTING ASSISTANCE 

The $2 billion in supporting assistance grants provided 
to Korea before the program's termination in 1970 was used 
to import U.S. commodities, which were needed for Korea's 
reconstruction and industrial development following the 
Korean War, Most of the local currency funds from the sale 
of these commodities was used for ROKG projects--primarily 
military budget support. 

Our review of the supporting assistance program is 
limited because its inputs have been discontinued and most 
of the local currency funds have been expended. However, 
two administrative deficiencies warrant comment: losses 
due to (1) late deposits of local currency and (2) failure 
to collect refunds. 

Late deposit of local currency 

During fiscal year 1971, AID disbursed $13.7 million 
through authorized letters of credit in U.S. banks. Upon 
receipt of a billing from the blission, ROKG is supposed to 
deposit an equivalent amount of local currency in special 
accounts (U.S. uses and country uses). The Mission issued 
billings for the fiscal year between September 1970 and 
August 1971. As of November 1971, ROKG had deposited local 
currency equivalent to $7.2 million. At the then-current 
exchange rate, another $5.1 million equivalent was still 
unpaid. 

The difference, an equivalent of $1.4 million, repre- 
sents a loss of local currency because ROKG delayed deposits 
during a period when the exchange rate of the Korean cur- 
rency was declining. The $1.4 million included almost 
$68,000 which had been allocated for U.S. uses and there- 
fore represented a direct loss to the United States. This 
loss could have been reduced or comple.tely avoided by 

- either (I) insisting that ROXG make more prompt deposits or 
(2) including maintenance-of-value provisions in supporting 
assistance program agreements. 

A somewhat similar situation was found in the Public 
Law 480 program. (See pp. 51 and 52,) 



A I D  adv ised  us t h a t  ROKG made l a r g e  d e p o s i t s  a f t e r  t h e  
GAO i n - coun t ry  review thereby  making t h e  U.S. p o r t i o n  of  
d e p o s i t s  c u r r e n t  and reducing t h e  o v e r a l l  c o u n t e r p a r t  de- 

. l inquency  t o  $ 4 6 3 , 9 6 8  as o f  December 31, 1 9 7 2 .  To p reven t  
any l o s s  t o  t he  United S t a t e s ,  A I D  now i n s i s t s  t h a t  ROKG 
make immediate d e p o s i t s  o f  c o u n t e r p a r t  funds f o r  U.S. uses .  

- _ - 
F a i l u r e  t o  c o l l e c t  re fund  c la ims 

3 From December 1966 through October 1970, t h e  Mission 
r eques t ed  t h a t  ROKG re fund  about  $1 .8  m i l l i o n  because  of  
t h e  improper use of  funds i n  such programs as suppor t i ng  
a s s i s t a n c e ,  P u b l i c  Law 4 8 0 ,  and excess prope r ty .  The refund 
c la ims inc luded  over  $1 m i l l i o n  i n  d o l l a r  c la ims  and about 
$800,000 i n  l o c a l  cur rency  c la ims .  

The suppor t i ng  a s s i s t a n c e  program agreements s t a t e  
- t h a t  re fund  c la ims a r e  t o  be p a i d  w i t h i n  90 days a f t e r  

r e c e i v i n g  t h e  r e q u e s t .  However, as o f  October  1972, ROKG 
had not  made any r e funds .  The blission i s  c o n s i d e r i n g  a  ROKG 
p roposa l  t o  allow refunded amounts t o  b e  reprogramed which 
c o n t r a d i c t s  t he  terms of  t h e  b a s i c  program agreements.  

The agreements s t a t e  t h a t ,  i f  ROKG f a i l s  t o  comply w i t h  
any p r o v i s i o n  i n  t h e  agreement,  A I D  may d e c l i n e  t o  i s s u e  
f u r t h e r  l e t t e r s  o f  commitment o r  o t h e r  d i s b u r s i n g  a u t h o r i z a -  
t i o n  and may suspend o r  cance l  those  ou t s t and ing .  The agree-  
ments s t i p u l a t e  t h a t  re funds  p a i d  by ROKG would reduce AIDts 
o b l i g a t i o n  under t h e  agreement and t h a t  t h e  amount t he reo f  
would no t  be a v a i l a b l e  f o r  r e - u s e .  

ROKG has  proposed t h a t  U.S. d o l l a r  c la ims  b e  s e t t l e d  
by d i r e c t  reimbursement a u t h o r i z a t i o n  technique .  Under t h i s  
technique an ou t s t and ing  l e t t e r  o f  commitment from t h e  sup-  
p o r t i n g  a s s i s t a n c e  progran: would b e  reduced by t h e  amount 
o f  U.S. d o l l a r  c la ims  and ROKG would d e p o s i t  an e q u i v a l e n t  
m o u n t  o f  f o r e i g n  exchange ea rn ings  i n  a  U.S. bank f o r  i m -  
p o r t i n g  commodities under t h e  g r a n t  agreement. The Uni ted 
S t a t e s  would then reimburse ROKG d i r e c t l y  f o r  t h e  imported 
commodities. Th i s ,  i n  e f f e c t ,  would make t h e  refunded amount 
a v a i l a b l e  f o r  r e - u s e .  

I n  January 1971, A I D  reduced t h e  c r e d i t  a v a i l a b l e  under 
t h e  1969 suppor t i ng  a s s i s t a n c e  agreement by $684,000-  - t h e  
amount o f  t h e  c la ims o r i g i n a t i n g  from February 1967 t o  



A p r i l  1969. However, a t  t h e  t ime o f  our  f i e l d  review,  ROKG 
s t i l l  had n o t  depos i t ed  an  e q u i v a l e n t  amount o f  f o r e i g n  ex-  
change i n  a  U.S. bank. According t o  A I D ,  any ROKG p roposa l  

- t o  reprogram t h e  re funds  would be examined c a r e f u l l y  t o  
determine whether it would be i n  t h e  b e s t  U.S. i n t e r e s t s .  

In a d d i t i o n ,  ROKG had n e i t h e r  (1)  s e t t l e d  t h e  o u t s t a n d -  
i n g  l o c a l  cur rency  r e fund  c la ims  nor  ( 2 )  p a i d  an  October 
1970 d o l l a r  re fund  c l a im  of $.369,700 f o r  exces s  p r o p e r t y  
items unaccounted f o r ,  improper ly  s o l d ,  o r  misused. A I D  
s t a t e d  t h a t  o u t s t a n d i n g  pending re fund  c la ims  a g a i n s t  ROKG 
i s  a p a r t i c u l a r l y  troublesome i s s u e .  According t o  A I D ,  
numerous r e q u e s t s  f o r  s e t t l e m e n t  have been made wi thout  much 
s u c c e s s ,  b u t  i t  w i l l  con t inue  t o  p r e s s  f o r  e a r l y  l i q u i d a t i o n  
of t h e  amounts due. 

Recommendat i o n  
A 

We recommend t h a t  t h e  Admin i s t r a to r  of  A I D  con t inue  t o  
p r e s s  ROKG f o r  f i n a l  s e t t l e m e n t  o f  t h e  c la ims  f o r  t h e  
$1.8 m i l l i o n  n o t  refunded t o  t h e  Uni ted S t a t e s ,  S ince  A I D  
ha s  informed u s ' t h a t  ROKG has  d e p o s i t e d  enough c o u n t e r p a r t  
funds  t o  make t h e  U.S. u s e s  p o r t i o n  c u r r e n t ,  w e . a r e  n o t  
making any recommendation on Pa t e  d e p o s i t s .  

TECHNICAL ASSISTANCE 

A I D  provided about  $97.6 m i l l i o n  i n  t e c h n i c a l  coopera-  
t i o n  and development g r a n t s  du r ing  f i s c a l  y e a r s  1955-72 t o  
promote # o r e a t s  economic and s o c i a l  development. Th is  as- 
s i s t a n c e  i nc luded  p r o j e c t - r e l a t e d  commodities, p r o f e s s i o n a l  
adv i so ry  s e r v i c e s ,  and t r a i n i n g  f o r  some 3 , 0 0 0  Koreans i n  
t h e  Uni ted S t a t e s  and o t h e r  c o u n t r i e s .  The program decreased  
from $8.2 m i l l i o n  i n  1968 t o  $3.5 m i l l i o n  i n  1972 and now 
emphasizes a g r i c u l t u r e ,  educa t ion ,  and fami ly  p lann ing .  

In  reviewing t h e  e f f e c t i v e n e s s  o f  ongoing and r e c e n t l y  
completed A I D  p r o j e c t s ,  w e  found that t h e  s t a t emen t  of g o a l s  
and o b j e c t i v e s  on some p r o j e c t s  was t o o  broad t o  permi t  a 
meaningful assessment  o f  t h e  p r o j e c t s 1  succes s .  However, 
s t e p s  were be ing  taken  which should  s u b s t a n t i a l l y  improve 
t h e  Miss ion ' s  p lann ing  and e v a l u a t i o n  procedures .  

We a l s o  found t h a t  ROKG was r e l u c t a n t  t o  suppor t  c e r -  
t a i n  t y p e s  o f  p r o j e c t s  which t h e  Uni ted S t a t e s  cons ide red  
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a p p r o p r i a t e  and t h a t  p a r t i c i p a n t  t r a i n i n g  p r o j e c t s  had n o t  
emphasTzed t h e  p r i v a t e  s e c t o r  adequa te ly .  

Need f o r  i nc rea sed  ROKG s u ~ ~ o r t  

. . ROKG budget  suppor t  f o r  some A I D  t e c h i n c a l  a s s i s t a n c e  
* p r o j e c t s  ha s  been l i m i t e d .  This  may be due t o  t h e  ready 

a v a i l a b i l i t y  of l o c a l  cu r r ency  gene ra t ed  by U.S. l oan  and 
F g r a n t  agreements o r  t o  ROKG p r i o r i t i e s  n o t  c o i n c i d i n g  w i t h  

t h o s e  o f  t h e  Uni ted S t a t e s  a s  i n  fami ly  p lann ing  and s o c i a l  
s e r v i c e s .  

AID recognized  t h e  l a g  i n  deve lop ing  t h e  s o c i a l  s e c t o r  
and a t t emp ted  t o  i n c r e a s e  ROKG i n t e r e s t  i n  t h i s  a r e a .  R O K G t s  
Th i rd  Five-Year Plan acknowledged t h a t  t h e  s o c i a l  s e c t o r  had 
n o t  r e c e i v e d  adequate  emphasis bu t  s t a t e d  t h a t  it now would. 
However, a Uni ted Nat ions  o f f i c i a l  informed us t h a t ,  a l though  
ROKG emphasized t h e  s o c i a l  s e c t o r  i n  speeches  and announce- 
ments,  t h e r e  was l i t t l e  i n t e r e s t  i n  a c t u a l i t y .  The Uni ted 
Nations Development Program rece ives  few ROKG r e q u e s t s  f o r  
a s s i s t a n c e  i n  t h e  s o c i a l  s e c t o r .  

An A I D  p r o j e c t  aimed a t  improving s o c i a l  w e l f a r e ,  med- 
i c a l  and r e t i r e m e n t  i n s u r a n c e ,  u r b a n i z a t i o n ,  environmental  
q u a l i t y ,  and R O K G 1 s  a b i l i t y  to d e l i v e r  c r i t i c a l  s e r v i c e s  
was cance l ed  i n  October 1971. R O K G t s  r e a c t i o n  t o  t h e  p ro -  
posed project was noncommittal ,  i n d i c a t i n g  t h a t  Koreans f e l t  
t h e  American-designed s o c i a l  w e l f a r e  p r o j e c t  was e i t h e r  i n -  
a p p r o p r i a t e  o r  o f  low p r i o r i t y .  A I D  s a i d ,  however, t h e  
p r o j e c t  p l a n s  were abandoned p r i m a r i l y  because  i t  b e l i e v e d  
t h e  p r o j e c t  was t o o  v a s t  i n  scope and t h r e a t e n e d  t o  be un- 
manageable. 

A t  t h e  t ime  of o u r  rev iew,  t h e  Miss ion was a t t emp t ing  
t o  i n s e r t  t h e  s o c i a l  w e l f a r e  and urban p l ann ing  p o r t i o n s  of 
the cance l ed  p r o j e c t  i n t o  a n o t h e r  p r o j e c t .  ROKG,  however, 
i s  s t i l l  g i v i n g  p r i o r i t y  t o  economic development and defense  
areas. 

Emphasis on t h e  p u b l i c  s e c t o r  

Emphasis on p a r t i c i p a n t  t r a i n i n g  has  been i n  t h e  p u b l i c  
rather than t h e  p r i v a t e  s e c t o r .  O f  t h e  1 6 1  i n d i v i d u a l s  
i d e n t i f i e d  a s  be ing  p roces sed  f o r  t r a i n i n g  i n  f i s c a l  y e a r  
1970, o n l y  39 i n d i v i d u a l s ,  o r  2 4  p e r c e n t ,  came from t h e  
p r i v a t e  s e c t o r .  



In a banking and credit administration project, 
37 participants were trained during the period 1968-70. Of 

- these, 31 came from ROKG agencies or banks in which ROKG 
owned a majority interest. The other six participants came 

- fron banks in which ROKG held an interest ranging from 
- 29 to 43 percent, lire were informed that the Mission had 

tried to g e t  participants from the local commercial banks 
for the project, but ROKG opposed the idea. 

We also noted that the eight participants in the private 
investment promotion project during 1969-70 came fron ROKG 
agencies. Furthermore, AID projects being considered at the 
time of our review continued to emphasize the public sector 
or areas where ROKG exercised considerable influence. AID 
officials said that their efforts to increase the number of 
participants from the private sector had been complicated 
because some of the firms competed with U.S. firms or could 
pay for their own training. 

Need fpr coordinating donor inputs 

From 1968 through 1970, Korea received approximately 
$15 million to $20 million annually in technical assistance 
from various external donors, principally the United Nations 
and AID. ROKG has the most complete information and is 
responsible for planning and executing these programs, but 
it has not taken zn active role in coordinating the various 
donor programs. The Mission has made informal attempts to 
arrange formal meetings between AID and the other donors, but 
ROKG has not been receptive to the idea. 

Lack of coordinated planning between the donors and ROKG 
. would appear to have a detrimental effect on the donorst 

ability to apply their available resources where needed most. 
- In view of the increased participation by the United Nations 
and other countries in the technical assistance area, we 

. b e l i e v e  there is a need for improved coordination of donor 
- inputs. 



HEALTH AND FAMILY PLANNING 

A I D  has  been a s s i s t i n g - t h e  Koreans w i t h  t h e i r  f ami ly  
p l ann ing  program s i n c e  t h e  program's i n c e p t i o n  i n  1962. 
U n t i l  f i s c a l  y e a r  1 9 6 7 ,  A I D  a s s i s t a n c e  was on a r e l a t i v e l y  
sma l l  s c a l e ,  t o t a l i n g  $ 8 4 , 5 3 4 ,  and was l i m i t e d  p r i m a r i l y  t o  
o v e r a l l  h e a l t h  p o l i c y  and p lann ing .  The program was g r e a t l y  
expanded a f t e r  1967, as a  r e s u l t  o f  an amendment t o  t h e  
Fore ign  A s s i s t a n c e  Act ,  e n t i t l e d  " T i t l e  X - Programs R e l a t i n g  
t o  Popula t ion  Growth," which prov ided  s e p a r a t e  funds fo r '  
such use. During 1968-72, t i t l e  X a s s i s t a n c e  amounted t o  
approximately  $5.7 m i l l i o n .  Local cur rency  gene ra t ed  f rom 
suppor t i ng  a s s i s t a n c e  prov ided  approximately  $3,450,000 i n  
c o u n t e r p a r t  funds and $228,000 i n  t r u s t  funds du r ing  f i s c a l  
y e a r s  1969- 72. 

We l i m i t e d  our  review of t h i s  program because  t h e  AG had 
p r e v i o u s l y  performed a  comprehensive a u d i t  of  i t .  However, 
some of t h e  problems no ted  demonstra te  a  d e f i n i t e  need f o r  
improved a d m i n i s t r a t i o n :  (1)  t h e  l a c k  of  ROKG budget  suppor t  
has  h inde red  t h e  program, (2) large amounts o f  t i t l e  
X-financed commodities e i t h e r  have n o t  been'used a t  a l l  o r  
have been used f o r  h e a l t h  care a c t i v i t i e s  u n r e l a t e d  t o  fami ly  
p l ann ing ,  (3) l a r g e  amounts o f  funds have been o b l i g a t e d  a t  
yearend and,  i n  some c a s e s ,  w i thou t  neces sa ry  implementing 
documentat ion,  ( 4 )  t h e  program i s  expe r i enc ing  a  very  h igh  
p a r t i c i p a n t  dropout  r a t e ,  and (5)  r e p o r t e d  program accom- 
p l i shmen t s  may be o v e r s t a t e d  and p r o j e c t  g o a l s  u n r e a l i s t i c .  

ROKG b u d ~ e t  s u u ~ o r t  

In  1970 t h e  Miss ion r e p o r t e d  t h a t  t h e  lack o f  adequate  
l o c a l  cur rency  was a  c h r o n i c  problem and a d d i t i o n a l  l o c a l  
cu r r ency  was r e q u i r e d  t o  absorb  and use  e x t e r n a l  i n p u t s .  
ROKG budgeted $9.1 m i l l i o n 1  d u r i n g  t h e  y e a r s  1966-71 f o r  t h e  
f ami ly  p l ann ing  p r o j e c t ,  b u t  i t s  c o n t r i b u t i o n  t o  the family  
p l ann ing  budget a s  a pe rcen t age  of bo th  t h e  h e a l t h  and na- 
t i o n a l  budgets  d e c l i n e d  from about  30 p e r c e n t  i n  1966 t o  
I1 p e r c e n t  i n  1971 whi le  AIDrs p a r t i c i p a t i o n  i n c r e a s e d  sub- 
s t a n t i a l l y .  I n  a d d i t i o n ,  c o u n t e r p a r t  funds gene ra t ed  by U. S. 
a i d  programs s u p p l i e d  about  8 2  p e r c e n t  of t h e  t o t a l  ROXG 
budget s u p p o r t  f o r  mate rna l  and c h i l d  h e a l t h  c a r e  and family  
p l ann ing  d u r i n g  1969 and 1970. 

' conver ted  a t  t h e  average f i s c a l  y e a r  1 9 7 1  exchange r a t e  of 
318 "won" (Korean cur rency)  t o  $1 U.S. 
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For 1971, t h e  fami ly  p l ann ing  budget  of  $ 2 . 2  m i l l i o n  
was c u t  t o  $ 1 . 5  m i l l i o n  and vas then  i n c r e a s e d  t o  $1.9 m i l -  
lion by a supplemental  a p p r o p r i a t i o n .  

A t  t h e  t ime of our  f i e l d  review, ROKG had s i g n i f i c a n t l y  
reduced t h e  1972 budget  f o r  fami ly  p l ann ing  from $ 2 . 1  m i l l i o n  
t o  $l,l m i l l i o n  even though t h e  1972 p r o j e c t  agreement r e -  

# t 
q u i r e d  t h a t  t h e  1971 l e v e l  be main ta ined ,  As a r e s u l t ,  t h e  
1972 funding l e v e l  was cons idered  i n s u f f i c i e n t  t o  meet l o c a l  
currency needs u n t i l  i t  was supplemented by $ 7  m i l l i o n  from a 

AID1s $ 3 5  m i l l i o n  development loan  f o r  r i c e ,  

The 1972 budgetary  r educ t ions  were a l l  made i n  con t racep-  
t i v e  s e r v i c e s .  Consequently,  t h e  t a r g e t e d  r e d u c t i o n  i n  t h e  
popu la t i on  growth r a t e  cannot be achieved.  In  a d d i t i o n ,  i t  
would be imposs ib le  t o  e f f e c t i v e l y  use  t h e  commodities and 
c o n t r a c t  s e r v i c e s  programed i n  t h e  f i s c a l  y e a r  1 9 7 2  p r o j e c t  
agreement. 

Subsequent ly  A I D  t o l d  us t h a t  ROKG was a t t emp t ing  t o  
r e s t o r e  t h e  r e d u c t i o n s  i n  t h e  1972 budget  and t h a t  suppor t  
f o r  t h e  f ami ly  p l ann ing  program w i l l  now come e n t i r e l y  from 
ROKG revenue sou rces  r a t h e r  than  from c o u n t e r p a r t  funds as 
i n  t h e  p a s t .  

Commoditv use  

I n  a r e c e n t l y  completed review of f ami ly  p lann ing  a c t i v -  
i t i e s  i n  Sou theas t  As ia ,  GAO found t h a t  t i t l e  X funds  had 
been used t o  o b t a i n  commodities and s e r v i c e s  which (1) were 
i n  excess  of  t h e  program's needs qnd ( 2 )  p r i m a r i l y  b e n e f i t e d  
o t h e r  programs--mostly g e n e r a l  h e a l t h  ca re .  I n  Korea, t h e  
AG t e s t e d  t h e  use  of AID-financed commodities valued a t  
$ 1 . 7  m i l l i o n  and r e p o r t e d  a s i m i l a r  s i t u a t i o n .  C e r t a i n  com- 
mod i t i e s  were n o t  needed a t  t h e  o p e r a t i n g  s i t e s  f o r  which 
they  were p rocu red ,  and o t h e r  conirnodities used had no r e l a -  
t i o n s h i p  t o  f ami ly  p lann ing .  For 'example: 

1. A I D  provided commodities va lued  a t  $ 6 6 3 , 0 0 0  t o  1 9 1  I - 
ROKG h e a l t h  c e n t e r s  f o r  f ami ly  p l ann ing  s e r v i c e s ,  
Visi ts  t o  25  c e n t e r s  showed t h a t  overhead p r o j e c t o r s ,  
s u r g i c a l  equipment, hand c a l c u l a t o r s ,  d u p l i c a t i n g  
mzchines, and p u b l i c  address  systems were e i t h e r  n o t  



needed and be ing  s t o r e d  o r  n o t  be be ing  used f o r  
f ami ly  p l ann ing  a c t i v i t i e s .  For t h e  191 h e a l t h  cen- 
t e r s ,  such  commodities amounted t o  over $300,000. 

2. To suppor t  fami ly  p lann ing  a c t i v i t i e s  a t  1 , 0 0 2  ROKG 
h e a l t h  s u b c e n t e r s ,  AID provided about $686,000 i n  
medical  equipment. The a u d i t o r s  found t h a t  $ 2 9 , 7 5 5  
o f  t h i s  equipment, which had a r r i v e d  i n  December 1970, 
was s t i l l  be ing  s t o r e d  a s  of June 1971. Other ex- 
amples of  improper commodity use  a t  t h e  subcen te r s  
inc luded :  

a. A I D  p rocured  684 r e f r i g e r a t o r s  t o  s t r e n g t h e n  t h e  
mate rna l  and c h i l d  h e a l t h  system, Of t h e  33 
r e f r i g e r a t o r s  i n s p e c t e d ,  most were be ing  used f o r  
s t o r i n g  vacc ine  f o r  epidemic d i s e a s e s  and none 
were be ing  used t o  suppor t  family  p l ann ing  a c t i v i -  
t i e s .  The a u d i t o r s  be l i eved  t h a t  requirements  were 
not c l e a r l y  d e f i n i t i z e d  a s  t o  p lanned s p e c i f i c  
uses and q u a n t i t i e s  needed. They be l i eved  t h a t  
b e n e f i t s  t o  fami ly  p l ann ing  were secondary and 
t h a t  i t  would have been more proper  t o  use  ROKG 
funds  r a t h e r  than  fami ly  p l ann ing  g r a n t  funds.  

b. A t o t a l  o f  384 s u b c e n t e r  k i t s  valued a t  $316,000 
were p rocured  f o r  t h e  s u b c e n t e r s .  A t  t h e  26 
s u b c e n t e r s  v i s i t e d ,  t h e  a u d i t o r s  found t h a t  t h e  
k i t s  were e i t h e r  no t  used o r  used f o r  programs 
o t h e r  t han  fami ly  p lann ing .  C e r t a i n  i tems from 
t h e  k i t s  were used on a  l i m i t e d  b a s i s  i n  only 
seven  c a s e s ,  and t h e  i t ems  u s e d - - f l a s h l i g h t s  
s t e t h o s c o p e s ,  t r a y s ,  e tc . - -were  f o r  t r ea tmen t  of  
p a t i e n t s  u n r e l a t e d  t o  t h e  f ami ly  p l ann ing  program. 
The A I D  Miss ion dec ided  n o t  t o  d e f e r  procurement 
of  an a d d i t o n a l  $600,000 of  k i t s  because  of t h e  
18-month lead t ime  r e q u i r e d  f o r  d e l i v e r y ,  The 
Mission s t a t e d  t h a t  i t  was t a k i n g  a c t i o n  t o  i n s u r e  
p r o p e r  use  of bo th  t h e  k i t s  on hand and those  
be ing  o rde red ,  

- 3.  A I D  procured  46  u n i t s  of  h o s p i t a l  equipment, c o s t i n g  
$184,000,  f o r  p r o v i n c i a l  h o s p i t a l s .  Approximately 
$ 2 7 , 0 0 0  o f  such  u n i t s  were i n  s t o r a g e  because  s i m i l a r  
equipment had been prov ided  by t h e  Uni ted Nat ions  
C h i l d r e n ' s  Fund. A t  t h e  e i g h t  p r o v i n c i a l  h o s p i t a l s  
v i s i t e d ,  t h e  a u d i t o r s  found t h a t  t h e  AID-furnished 



equipment  was n o t  b e i n g  used  f o r  f a m i l y  p l a n n i n g  
s e r v i c e s .  I n  most c a s e s ,  i t  was used  f o r  g e n e r a l  
o p e r a t i o n s  of  t h e  h o s p i t a l  and f o r  t r e a t m e n t  o f  
p a t i e n t s  n o t  r e l a t e d  t o  f a m i l y  p l a n n i n g .  

A f t e r  o u r  f i e l d  r e v i e w ,  A I D  s a i d  t h a t  r e m e d i a l  a c t i o n s  
- had  been  t a k e n  t o  c o r r e c t  d e f i c i e n c i e s  and t h a t  i t  had  e l i m -  

i n a t e d  commodity f u n d i n g  f o r  t h e  Korean f a m i l y  p l a n n i n g  p r o -  
gram i n  f i s c a l  y e a r  1973,  The. FI iss ion i s  working  w i t h  t h e  
ROKG M i n i s t e r  o f  H e a l t h  and S o c i a l  A f f a i r s  t o  i d e n t i f y  s i t -  
u a t i o n s  where f a m i l y  p l a n n i n g  commodit ies  a r e  n o t  b e i n g  p r o p -  
e r l y  u s e d  and t o  t r a n s f e r  t h e s e  commodit ies  t o  u n i t s  where 
they  can  b e  u s e d  f o r  t h e  p u r p o s e s  i n t e n d e d .  

A r e v i e w  o f  f u t u r e  commodity needs  l e d  t o  a  c u t b a c k  o f  
$ 2 3 2 , 0 0 0  i n  f i s c a l  year  1972 p l a n n e d  o b l i g a t i o n s  and elim- 
i n a t e d  some i t e m s  from f u t u r e  b u d g e t i n g .  The b f i s s ion  i s  a l s o  
r eexamin ing  t h e  need f o r  commodit ies  i n  t h e  p rocuremen t  p i p e -  
l i n e  and i s  c a n c e l i n g  t h o s e  which a r e  n o t  i n  a  sh ipmen t  
s t a t u s  and t h o s e  no l o n g e r  c o n s i d e r e d  e s s e n t i a l .  These 
c a n c e l l a t i o n s  w i l l  r e s u l t  i n  f u r t h e r  d e o b l i g a t i o n s  of  f u n d s .  

P r o ~ r a m i n e  o f  f u n d s  

A I D  e n t e r e d  i n t o  p r o j e c t  ag reemen t s  and r e c o r d e d  a s  ob- 
l i g a t i o n s  Aarge amounts o f  t i t l e  X funds  a t  y e a r e n d  w i ~ h o u t  
d e f i n e d  r e q u i r e m e n t s  i n  some c a s e s .  T h i s  c o u l d  have  c o n t r i b -  
u t e d  t o  t h e  nonuse  o f  commodit ies .  T h i s  s i t u a t i o n  is  s i m i l a r  
t o  t h e  problem d e s c r i b e d  i n  o u r  r e p o r t ,  " A s s i s t a n c e  t o  Family 
P l a n n i n g  Programs i n  S o u t h e a s t  A s i a , "  (B-173240, May 23, 1973) .  

For  f i s c a l  y e a r s  1968 t h r o u g h  1971,  A I D  r e c o r d e d  a s  
o b l i g a t i o n s  $3.8 m i l l i o n - - a b o u t  81 p e r c e n t  o f  i t s  t o t a l  
r e c o r d e d  o b l i g a t i o n s  f o r  t h i s  p rogram--dur ing  t h e  l a s t  month 
o f  t h e  f i s c a l  y e a r .  I n  f a c t ,  p r o j e c t  agreements  f o r  

- $ 3 . 2  m i l l i o n  o f  t h e  $3.8 m i l l i o n  were s i g n e d  on J u n e  29 and 
30 o f  f i s c a l  y e a r s  1968 t h r o u g h  1971.  

On s e v e r a l  o c c a s i o n s ,  t h e  A I D  M i s s i o n  D i r e c t o r  ~ c a i v e d  
t h e  a d m i n i s t r a t i v e  r e q u i r e m e n t  t h a t  p r o j e c t  agreements  and 

- implement ing  documents be i s s u e d  s i m u l t a n e o u s l y .  For  example,  
i n  1971 t h e  implement ing  document s - - the  documents s p e c i f y i n g  ' 
program r e q u i r e m e n t s  f o r  o v e r  $400,000 w o r t h  o f  commodit ies--  
were a d m i n i s t r a t i v e l y  waived t w i c e ,  f o r  a  t o t a l  of  180 days 
a f t e r  t h e  end o f  t h e  f i s c a l  y e a r .  Th i s  amount was p a r t  of  
t h e  $850,000 r e c o r d e d  as an  o b l i g a t i o n  on J u n e  3 0 ,  1 9 7 1 - - t h e  

day of t h e  f i s c a l  y e a r .  1 
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P r o j e c t  agreements were s igned  and funds were recorded 
as o b l i g a t i o n s  a t  yearend wi thou t  de f ined  requirements  so  
t h a t  t h e  funds would no t  b e  l o s t  t o  t h e  program. T i t l e  X 
funds o r d i n a r i l y  cannot be used f o r  o t h e r  programs because 
o f  t he  s p e c i f i c  n a t u r e  of t h e  a p p r o p r i a t i o n .  This  f a c t  was 
recognized  by t h e  D i r e c t o r  i n  1 9 6 8  when he s t a t e d  t h a t  t h e  

- .  reason  f o r  t h e  a d m i n i s t r a t i v e  waiver  was t h a t  t h e  Mission had 
a been r eques t ed  t o  o b l i g a t e  funds f o r  fami ly  p lann ing  a s  rap-  . 

i d l y  a s  p o s s i b l e  because they were t o  b e  used f o r  fami ly  
L!. p lann ing  a c t i v i t i e s  only.  

We d i d  no t  a t t emp t  t o  determine on an i n d i v i d u a l  b a s i s  , 

whether t h e  p r o j e c t  agreements e n t e r e d  i n t o  a t  yearend wi thou t  
d e f i n e d  requirements  were s u f f i c i e n t l y  s p e c i f i c  t o  c o n s t i t u t e  
v a l i d  o b l i g a t i o n s .  We b e l i e v e  t h a t  A I D  should  make such a  
de t e rmina t ion  f o r  each p r o j e c t  agreement e n t e r e d  i n t o  w i th  
t h e  h o s t  government. Neve r the l e s s ,  t h e  p r a c t i c e  of s i g n i n g  
p r o j e c t  agreements a t  yearend wi thou t  d e f i n i t i v e  implementing 
documents--even i f  t h e  agreements a r e  s u f f i c i e n t l y  s p e c i f i c  
t o  c o n s t i t u t e  v a l i d  o b l i g a t i o n s - - i s  a  poor management proce-  
dure  which should  be d i s con t inued .  

Other problems a r e a s  

The AG a l s o  reviewed t h e  U.S.-ROKG c o u n t e r p a r t  fund e s -  
t a b l i s h e d  f o r  fami ly  p l ann ing  a c t i v i t i e s - - l o c a l  currency 
e q u i v a l e n t  of approximately  $ 3 . 4 5  m i l l i o n  f o r  f i s c a l  y e a r s  
1969-71. The AG r e p o r t  s t a t e d  t h a t  ROKG had n o t  mainta ined 
a  s e p a r a t e  account  f o r  t h e s e  c o u n t e r p a r t  funds and t h e i r  use  
had n o t  been monitored by t h e  Mission. I n d i c a t i o n s  were t h a t  
c o u n t e r p a r t  funds  had been commingled w i t h  R O K G 1 s  n a t i o n a l  
budget funds  and used f o r  purposes  no t  normally cons idered  
p r o p e r ,  such as f o r  e n t e r t a i n m e n t  c o s t s .  However, due t o  t h e  
commingling, t h e  AG could  n o t  a t t r i b u t e  such expend i tu re s  
s o l e l y  t o  c o u n t e r p a r t  funds  even though such funds had pro-  
v ided  most of  t h e  l o c a l  cur rency  i n p u t  t o  t h e  fami ly  p lann ing  
p r o j e c t .  

- #  - According t o  independent  s t u d i e s  and ana lyse s  of  census 
d a t a ,  ROKG had a t t a i n e d  i t s  1962 goa l  o f  reduc ing  t h e  popula-  
t i o n . g r o w t h  r a t e  from g r e a t e r  t han  3 p e r c e n t  i n  1960 t o  about 
2 p e r c e n t  i n  1971. Although we d i d  no t  examine t h e  methods 
used i n  t h e  computat ion,  we b e l i e v e  t h a t  r e p o r t e d  accomplish- 
ments may be o v e r s t a t e d .  A Mission o f f i c i a l  informed u s  t h a t  
ROKG v i t a l  s t a t i s t i c s  a r e  n o t  r e l i a b l e  and a s  much as 40 p e r -  
c e n t  goes unrepor ted .  I n  a d d i t i o n ,  a  r e c e n t  s t udy  by t h e  



Korean I n s t i t u t e  f o r  Research i n  t h e  Behaviora l  Sc iences  
estimated t h a t  only  23 p e r c e n t  of t h e  Korean women p r a c t i c e  
fami ly  p l ann ing  and t h a t  45  p e r c e n t  o f  t h e  p a r t i c i p a n t s  drop 
ou t  of t h e  program. 

We b e l i e v e  t ha t  f u t u r e  p r o j e c t  goa l s  may be u n r e a l i s t i c .  
. R O K G t s  Th i rd  Five-Year Plan i s  in tended  t o  reduce t h e  popula-  

t i o n  growth r a t e  t o  1 . 5  p e r c e n t  by 1976. A I D  agreed  t h a t  
this was an ambi t ious  t a r g e t .  .Neve r the l e s s ,  A I D  b e l i e v e s  
t h a t  t h e  t a r g e t  i s  a t t a i n a b l e ,  i f  the  program's f u t u r e  long- 
range requirements  a r e  c l e a r l y  i d e n t i f i e d  and a  s u f f i c i e n t  
amount o f  r e sou rces  a re  a v a i l a b l e .  

We b e l i e v e  t h a t  t h i s  goa l  cannot be achieved be fo re  ROKG 
budget  suppor t  improves and even then ,  t h e r e  a r e  o t h e r  con- 
s t r a i n t s ,  The Mission r e p o r t e d  t h a t  r e c e n t  r educ t ions  had 
been a s  much t h e  r e s u l t  of s o c i o l o g i c a l  changes as t h e  e f f e c t  
of t h e  Government-sponsored program. The Uni ted Nations 
Regional  Rep re sen t a t i ve  a l s o  i n d i c a t e d  t h a t  program ' inpu ts  
would have t o  be i nc rea sed  cons ide rab ly  and t h a t  t h e  p o s t -  
Korean War baby-boom age group would have t o  be mot ivated 
toward sma l l  f a m i l i e s .  

Recommendation 

Large amounts of  t i t l e  X funds have been o b l i g a t e d  at 
yearend and, i n  some c a s e s ,  wi thout  necessary  implementing 
documentation. Furthermore,  t h e  lack o f  adequate ROKG suppor t  
has  h indered  program accomplishment. 

We a r e  t h e r e f o r e  recommending t h a t  t h e  Admin i s t r a to r  of 
A I D  s t r e n g t h e n  procedures  f o r  de te rmin ing  commodity r e q u i r e -  
ments b e f o r e  o b l i g a t i n g  funds.  



CHAPTER 4 

ADMINISTRATION OF FOOD FOR PEACE PROGWY 

The Food f o r  Peace program was a u t h o r i z e d  i n  1954 by 
the Agricultural Trade Development and Ass i s t ance  Act 
(Pub l i c  Law 4 5 0 ) .  Ass i s t ance  under t h e  a c t  may t ake  t h e  
form of (1)  l o n g - t e r m - c r e d i t  s a l e s  t o  f o r e i g n  governments a t  
low i n t e r e s t  r a t e s ,  r epayable  i n  d o l l a r s  o r  c o ~ ~ v e r t i b l e  
l o c a l  c u r r e n c i e s  ( t i t l e  I ) ,  o r  ( 2 )  dona t ions  t o  governments, 
m u l t i l a t e r a l  i n s t i t u t i o n s ,  arid p r i v a t e  U.S. vo lun t a ry  agen- 
c i e s  ( t i t l e  11). 

Through f i s c a l  y e a r  1972, Korea r ece ived  over  $1.5  b i l -  
l i o n  worth o f  a g r i c u l t u r a l  commodities a t  world market 
p r i c e s .  This  inc luded  over $1 b i l l i o n  i n  conces s iona i  s a l e s  
and $493 m i l l i o n  i n  dona t ions .  During f i s c a l  y e a r s  1968-72, 
t h e s e  programs amounted t o  $549 m i l l i o n  and $168 m i l l i o n ,  
r e s p e c t i v e l y .  

Our review concen t r a t ed  p r i m a r i l y  on t h e  l a r g e r  t i t l e  I 
program where we found a  number o f  problems i n  t h e  U.S. ad- 
m i n i s t r a t i o n  of  t h e  program. I n  reviewing t h e  t i t l e  I1 pro-  
gram, we made use  of  AG r e p o r t s  which (except  f o r  one r e -  
p o r t  on t h e  school  lunch program) d i s c l o s e d  only  minor de- 
f i c i e n c i e s .  

CONCESS I ONAL SALES PROGRAM 

The P u b l i c  Law 480 s a l e s  program f o r  Korea has  i n c r e a s e d  
s i g n i f i c a n t l y .  I n  f i s c a l  yea r  1972, t h e  United S t a t e s  agreed  
t o  supply  $204 m i l l i o n  o f  commodities under t i t l e  I ,  compared 
w i t h  $95 m i l l i o n  i n  f i s c a l  y e a r  1971. According t o  AID, 
t h e  1972 l e v e l  r e f l e c t e d  a  number of s p e c i a l  c o n s i d e r a t i o n s :  
(1) g r e a t l y  i nc rea sed  Korean requ i rements  f o r  imported food 
g r a i n s  (from $136 m i l l i o n  i n  1965 t o  $400 mi1lioj-i i n  l 9 7 l ) ,  
( 2 )  t h e  h i g h e r  l e v e l  of t h e  FWP t r a n s f e r  o f f s e t ,  ( 3 )  a Korean 
r e q u e s t  f o r  s p e c i a l  a i d  t o  coun te r  an economic slowdown i n  
1 9 7 1  and 1972, and ( 4 )  a U.S. p o l i c y  d e c i s i o n  t o  i n c r e a s e  
P u b l i c  Law 4 8 0  suppor t  dur ing  t h e  R O K G t s  Th i rd  Five-Year 
P lan  p e r i o d .  

With t h e  g e n e r a l  r e d u c t i o n  of AID-funded programs i n  
Korea du r ing  t h e  1960s,  t i t l e  I  has become t h e  l a r g e s t  U.S. 
economic a s s i s t a n c e  program i n  Korea and,  t h u s ,  t h e  



p r i n c i p a l  economic t o o l  through which U.S. f o r e i g n  p o l i c y  - 
o b j e c t i v e s  i n  Korea a r e  b e i n g  c a r r i e d  o u t .  

Amendments t o  P u b l i c  Law 480 i n  1 9 6 6 ,  d i r e c t e d  a  t r a n s i -  
t i o n  from l o c a l  cu r r ency  s a l e s  t o  d o l l a r  c r e d i t  s a l e s  by 
December 31, 1971. The amendments a l s o  p rov ided  t h a t ,  t o  
t h e  e x t e n t  such a  t r a n s i t i o n  was no t  p o s s i b l e ,  c r e d i t  s a l e s  

- f o r  l o c a l  cu r r ency  c o n v e r t i b l e  i n t o  d o l l a r s  shou ld  be  used.  
The fo l lowing  s chedu l e  shows t h a t  t h e  Korean program has  . 
s h i f t e d  t o  s a l e s  on a  c o n v e r t i b l e  l o c a l  cu r r ency  c r e d i t  (CLCC) 
b a s i s  and t h a t  s u b s t a n t i a l  amounts o f  t h e  l o c a l  cu r r ency  p r o -  '+ 

ceeds  were used f o r  m i l i t a r y  budget  s u p p o r t  i n  t h e  p a s t .  

T i t l e  I Programs 

In  Terms o f  Currency Uses During F i s c a l  Years 1968-72 

1968 1969 1970 1971 1972 T o t a l  - --- - 

Country uses  : 
M i l i t a r y  budge t  

suppo r t  $53.7 $ 32.0 $ 3 2 . 3  $20 .C  $ - $138.0 
Cooley l oans  2.8 2.9 3 . 2  - - 8 .9  
Economic d e v e l -  

opment (CLCC) - - 82.0 40.5 54.9 162.8 340.2 -- 
T o t a l  56 .5  116.9 -- 76.0 74.9 162.8 4 8 7 . 1  

Uni ted  S t a t e s  uses  22.6 23.7 1 8 . 3  18 .0  3 5 . 3  117.9 -- 
I n i t i a l  payment 

T o t a l  s a l e s  
agreements $79.1  $ 1 4 2 . 2  $94 .3  -- $94.9 $204.2 $614.7 

We b e l i e v e  t h a t  a v a i l a b i l i t y  of a  l a r g e  c o n c e s s i o n a l  
s a l e s  program f o r  a g r i c u l t u r a l  p roduc t s  s e r v e s  a s  a  d i s i n -  

" c e n t i v e  f o r  ROKG t o  s o l v e  problems w i t h i n  i t s  a g r i c u l t u r a l  
s e c t o r  e a r l y .  Inadequa te  ROKG p r i o r i t i e s  f o r  t h i s  s e c t o r  
have a l s o  r e s u l t e d  i n  widening t h e  r u r a l  and urban income 
gap and food g r a i n  p r o d u c t i o n  and consumption gap.  The 
Mi-ssion a t t r i b u t e s  t h e s e  problems t o  t h e  low l e v e l s  o f  i n -  
vestment  f o r  a g r i c u l t u r e  and p a r t i a l l y  t o  t h e  ROKG p r a c t i c e  o f  



i m p o r t i n g  r i c e  on c o n c e s s i o n a l  t e rms  t o  keep  r i c e  p r i c e s  
down. The b l i s s ion  s a i d  t h a t  t h i s  p o l i c y ,  i n s p i r e d  by t h e  
d e s i r e  t o  s t a b i l i z e  t h e  c o s t  o f  l i v i n g ,  r educed  i n c e n t i v e s  
t o  i n c r e a s e  p r o d u c t i v i t y  and encouraged consumpt ion .  

I n  o u r  revie?;  o f  t h e  P u b l i c  Lax 480 co: l .zessional  s a l e s  
program f o r  Korea,  w e  a l s o  found t h a t :  

- - I t  has  been  i n c r e a s e d  and i s  b e i n g  used  i n d i r e c t l y  
t o  o f f s e t  r e d u c t i o n s  i n  a n o t h e r  U.S. a s s i s t a n c e  p r o -  
gram. (See c l a s s i f i e d  supplement  t o  t h i s  r e p o r t  .) 

--Development l o a n s  were  used  t o  i m p o r t  food g r a i n s  
du r ing  1 9 7 1  and 1 9 7 2 ,  a l t h o u g h  t h i s  t y p e  of t r a n s a c -  
t i o n  i s  a  more p r o p e r  f u n c t i o n  o f  t h e  P u b l i c  Law 480 
program. 

- -Al though  t h e  Uni t ed  S t a t e s  has  a  need  f o r  l a r g e  amounts 
o f  l o c a l  c u r r e n c i e s  f o r  p u r c h a s e s  i n  Korea, i t  a l -  
lowed t h e  p e r c e n t a g e  o f  l o c a l  c u r r e n c y  g e n e r a t e d  from 
commodity s a l e s  f o r  U.S. u s e s  t o  d e c l i n e .  

- - F i n a n c i a l  l o s s e s  w e r e  i n c u r r e d  b e c a u s e  o f  l a t e  de -  
p o s i t s  o f  l o c a l  c u r r e n c i e s  g e n e r a t e d  f rom t i t l e  I 
s a l e s .  

--AID h a s  n o t  i n d e p e n d e n t l y  v e r i f i e d  R O K G ' s  u s e  o f  
l o c a l  c u r r e n c y  g e n e r a t e d  under  CLCC s a l e s  a g r e e m e n t s .  

--ROKG has  n o t  f u l l y  compl i ed  w i t h  s e l f - h e l p  p r o v i s i o n s  
o f  s a l e s  a g r e e m e n t s .  

D e v e l o ~ m e n t  l o a n s  f o r  r i c e  i m u o r t s  

Three  A I D  development  l o a n s ,  t o t a l i n g  $66  m i l l i o n ,  
wer'e made d u r i n g  1971  and 1972 t o  f i n a n c e  p a r t  o f  K o r e a ' s  

I - . r i c e  impor t  r e q u i r e m e n t .  The te rms o f  t h e s e  l o a n s  were  
s i m i l a r  t o  t h o s e  o f  r e c e n t  CLCC r i c e  s a l e  a g r e e m e n t s - - d o l l a r  
repayment  o v e r  40 y e a r s  ~ i i t h  an i n t e r e s t  r a t e  o f  2 p e r c e n t  

-a - d u r i n g  t h e  first 1 0 - y e a 7  g r a c e  p e r i o d  and 3 p e r c e n t  o v e r  t h e  

r ema in ing  30 y e a r s .  

We b e l i e v e  t h i s  t y p e  o f  t r a n s a c t i o n  is a  more p r o p e r  
f u n c t i o n  o f  t h e  Food f o r  Peace  program. T h i s  m a t t e r  r a i s e s  
q u e s t i o n s  r e g a r d i n g  t h e  v a l i d i t y  o f  r e q u i r e m e n t s  f o r  
development  l o a n s  t o  Korea which was d i s c u s s e d  i n  Chap te r  3. 



Local cur rency  f o r  U.S. uses  

The United S t a t e s  has s i g n i f i c a n t l y  i nc rea sed  i t s  
P u b l i c  Law 480 conces s iona l  s a l e s  program f o r  Korea wi thout  

- r e q u i r i n g  a s i m i l a r  i n c r e a s e  i n  l o c a l  cur rency  f o r  U.S. uses .  
A s  a  r e s u l t ,  t h e  United S t a t e s  has no t  t aken  f u l l  advantage 
of t h e  o p p o r t u n i t y  the  program prov ides  for  improving U.S. 
bafance-of-payments p o s i t i o n .  

The important  r o l e  which t h e  program could  have on i m -  
proving U.S. ba lance  of payments has been recognized i n  
c e r t a i n  amendments made t o  t h e  Food f o r  Peace l e g i s l a t i o n .  
These amendments inc luded  p rov i s ions  f o r  (1) t h e  t r a n s  i t i o n  
from l o c a l  currency s a l e s  t o  s a l e s  e i t h e r  f o r  d o l l a r  c r e d i t s  
o r  CLCC and (2) i nc rea sed  U.S. use of  l o c a l  c u r r e n c i e s  
genera ted  by t h e  r e s a l e  of  Pub l i c  Law 480 commodities. 

I n  Korea, however, t h e  percen tage  of l o c a l  cur rency  
a l l o t t e d  f o r  U.S. uses  has a c t u a l l y  decreased .  The conces-  
s i o n a l  s a l e s  program, i nc lud ing  t h e  development loans  f o r  
a g r i c u l t u r a l  commodities, expanded from $ 4 7 . 4  m i l l i o n  i n  
1967 t o  $226.2 m i l l i o n  i n  1972. During t h i s  p e r i o d ,  U.S. 
uses p o r t i o n  i nc rea sed  from $9.5 m i l l i o n  t o  $35 .6  m i l l i o n  
whi le  ~ o r e a ' s  country  uses  p o r t i o n  expanded from $37.9 n i l -  
l i o n  t o  $184.5 m i l l i o n .  Thus, t h e  U.S. uses  a c t u a l l y  de- 
c l i n e d  f rom 2 0  p e r c e n t  t o  l e s s  than 1 6  p e r c e n t  p r i m a r i l y  be- 
cause (1) l o c a l  cur rency  payments earmarked f o r  U.S. uses  i n  
t h e  s a l e s  agreements f o r  r i c e  were e l imina t ed  and ( 2 )  t h e  
development loans  f o r  a g r i c u l t u r a l  commodities genera ted  no 
funds f o r  U.S. uses .  

CLCC agreements f o r  r i c e  had no cur rency  use payment 
(CUP) p r o v i s i o n s  u n t i l  1972, b u t  CLCC agreements f o r  a g r i c u l -  
t u r a l  commodities o t h e r  than  r i c e  have con ta ined  a CUP pro-  
v i s i o n  s i n c e  1969. The CUP was between 30 and 35 p e r c e n t  
i n  t h e  agreements f o r  1969 through 1971 b u t  was reduced t o  
2 0  p e r c e n t  i n  t h e  1 9 7 2  agreement. 

The p o t e n t i a l  e f f e c t  on U.S. balance of  payments is 
- obvious,  i n  t h a t ,  dur ing  f i s c a l  yea r  1 9 7 1 ,  t h e  U.S, Army 

Finance Off ice  i n  Korea purchased $72.6 m i l l i o n  i n  l o c a l  
cur rency  from t h e  Bank o f  Korea. We were informed t h a t  t h e  
h igh ly  conces s iona l  n a t u r e  b f  t h e  r i c e  agreements was neces-  
s i t a t e d  by Japanese  compet i t ion  b u t  a f t e r  1972 t h e  s a l e s  
agreements would have hardened terms because J apan ' s  r i c e  



s u r p l u s e s  had d e c l i n e d .  Af t e r  our  review AID s a i d  t h a t  t h e  
p o r t i o n  f o r  U.S. uses  has b e e n ' i n c r e a s e d  t o  25 p e r c e n t  and 
shou ld  c o n t i n u e  t o  show y e a r l y  increases.  

CUP p r o v i s i o n s  under C L C C  agreements p rov ide  t h a t ,  
dur ing  t h e  commodity d e l i v e r y  p e r i o d ,  a s p e c i f i e d  percen tage  
of  t h e  d o l l a r  c r e d i t  extended under t h e  agreement i s  payable  
i n  l o c a l  cur rency  upon n o t i f i c a t i o n  by t h e  United S t a t e s .  
In  t h e  p a s t ,  t h e  Ffission conver ted t h e  d o l l a r  va lue  o f  CUP 
t o  a l o c a l  cur rency  e q u i v a l e n t  be fo re  r e q u e s t i n g  ROKG t o  
d e p o s i t  i t .  The l o c a l  currency e q u i v a l e n t  was based on t h e  
exchange r a t e  a p p l i c a b l e  a t  t h e  time t h e  United S t a t e s  made 
d o l l a r  payments f o r  t h e  commodities. 

From September 1970 through J u l y  1 9 7 1 ,  t h e  Mission r e -  
ques ted  ROKG t o  d e p o s i t  t h e  l o c a l  cur rency  e q u i v a l e n t  o f  
$4,318,000. Because of  de lays  i n  making t h e  d e p o s i t s  and a  
d e p r e c i a t i n g  exchange r a t e ,  t h e  d o l l a r  e q u i v a l e n t  of a c t u a l  
l o c a l  currency d e p o s i t s  was only  $4,182,000 a t  t he  d a t e  o f  
d e p o s i t ,  a  l o s s  o f  about  $136,000 i n  U.S, purchas ing  power. 

An a d d i t i o n a l  l o s s  of about  $268,000 was i n c u r r e d  be- 
cause  ROKG delayed i n  making a  CUP d e p o s i t  and a  deva lua t ion  
of t h e  l o c a l  cur rency  fol lowed a lmost  immediately. On 
A p r i l  2 ,  1 9 7 1 ,  t h e  Mission r eques t ed  ROKG t o  d e p o s i t  
$2 ,336 ,895  i n  l o c a l  cur rency  e q u i v a l e n t .  However, t h e  d e p o s i t  
was n o t  made u n t i l  June 2 1 ,  1971, and t h e  Regional Disburs ing 
O f f i c e r  i n  Manila was n o t  n o t i f i e d  of  t h e  d e p o s i t  u n t i l  
June 2 5 ,  1971. The l o c a l  cur rency  was o n l y  b r i e f l y  a v a i l a b l e  
f o r  U.S. expend i tu re  b e f o r e  t h e  deva lua t ion .  

The U.S. need f o r  t h i s  l o c a l  cur rency  was demonstrated 
by i t s  Eighth  Army's purchase  of  $3 m i l l i o n  o f  l o c a l  cur rency  
on Jufie 1 7  and 2 5 ,  1971, a t  s u b s t a n t i a l l y  h i g h e r  exchange 
r a t e s .  From A p r i l  2 through June 11, 1971, t h e  Eighth  Army 
had made s e v e r a l  o t h e r  purchases  of l o c a l  cur rency ,  t o t a l i n g  
about  $21 .3  m i l l i o n .  

We informed t h e  Mission o f  t h e s e  ma t t e r s  and were t o l d  
t h a t  t h e  b i l l i n g  procedure  f o r  l o c a l  currency d e p o s i t s  had 
been changed s o  t h a t  r e q u e s t s  f o r  d e p o s i t s  would be made i n  
d o l l a r  e q u i v a l e n t s  on ly .  The a p p l i c a b l e  exchange r a t e ,  t h e r e -  
f o r e ,  i s  t h e  p r e v a i l i n g  r a t e  on t h e  d a t e  o f  d e p o s i t .  The 



Mission further s t a t e d  t h a t  ROKG was b e i n g  b i l l e d  f o r  p a s t  
l o s s e s  r e s u l t i n g  from exchange r a t e  d i f f e r e n c e s .  I n  
November 1972 we were t o l d  t h a t  ROKG had been  b i l l e d  f o r  
t h e  equ iva l en t  o f  $ 3 2 4 , 0 2 4 ,  b u t  payment had not been received.  



C o n t r o l  o v e r  u s e  o f  l o c a l  c u r r e n c i e s  
g e n e r a t e d  under  CLCC ag reemen t s  

The law r e q u i r e s  t h a t  l o c a l  c u r r e n c y  g e n e r a t e d -  from t h e  
s a l e  of commodit ies  and d e s i g n a t e d  f o r  c o u n t r y  u s e  under  C L C C  
ag reemen t s  b e  used  f o r  economic development  p u r p o s e s  m u t u a l l y  

- - 
- a g r e e d  upon by t h e  two governments .  O t h e r  t h a n  t h e  a r r a n g e -  

ments made c o n c e r n i n g  i n d i r e c t  use  o f  l o c a l  c u r r e n c y  g e n e r a -  
t i o n s  f o r  m i l i t a r y  p u r p o s e s  ( s e e  p .  4 9 ) ,  A I D  was n o t  i n d e -  
p e n d e n t l y  v e r i f y i n g  t h a t  f u n d s  were a c t u a l l y  b e i n g  used  f o r  
t h e ' a g r e e d  p u r p o s e s  b u t  was b a s i n g  d e t e r m i n a t i o n s  on u n v e r i -  
f i e d  r e p o r t s  r e c e i v e d  from ROKG i n s t e a d .  

Subsequen t  t o  o u r  r e v i e w  A I D  s a i d  t h a t  i t  no l o n g e r  r e -  
q u i r e s  d e p o s i t s  o f  t i t l e  I count ry-owned p r o c e e d s  i n t o  a  
s p e c i a l  a c c o u n t .  However, f o r  e x i s t i n g  ag reemen t s  which r e -  
q u i r e  t h i s ,  t h e  M i s s i o n  w i l l  m o n i t o r  l o c a l  c u r r e n c i e s  under  
new and t i g h t e r  p r o c e d u r e s .  I n  e i t h e r  c a s e ,  ROKG w i l l  s t i l l  
b e  o b l i g a t e d  t o  submi t  p e r i o d i c  r e p o r t s  c e r t i f y i n g  t h e  r e c e i p t  
and e x p e n d i t u r e  o f  t h e  s a l e s  ' p r o c e e d s .  

S e l f - h e l p  p r o v i s i o n s  

Each P u b l i c  Law 4 8 0  ag reemen t  r e q u i r e s  r e c i p i e n t  
c o u n t r i e s  t o  u n d e r t a k e  c e r t a i n  m u t u a l l y  a g r e e d  s e l f - h e l p  
measures  t o  i n c r e a s e  p e r  c a p i t a  f o o d  p r o d u c t i o n  and improve 
s t o r a g e  and d i s t r i b u t i o n  o f  a g r i c u l t u r a l  commodi t ies .  

P a s t  s e l f - h e l p  measures  have n o t  b e e n  e f f e c t i v e  i n  i n -  
c r e a s i n g  Korean food p r o d u c t i o n .  Korean food  i m p o r t s  i n -  
c r e a s e d  from $136 m i l l i o n  i n  1965 t o  $400 m i l l i o n  i n  1971.  
We reviewed t h e  s p e c i f i c  s e l f - h e l p  measures  u n d e r t a k e n  by 
ROKG i n  compl i ance  w i t h  t h e  1970 t i t l e  I ag reemen t ,  d a t e d  
March 20,  1970,  which d i s c l o s e d  t h e  f o l l o w i n g :  

- - R O K G  a g r e e d  t o  encourage  t h e  p r i v a t e  p r o d u c t i o n ,  
m a r k e t i n g ,  and  d i s t r i b u t i o n  o f  l i m e s t o n e  f o r  u s e  i n  
a g r i c u l t u r e .  I t  d e v o t e d  a p p r o x i m a t e l y  $ 1  m i l l i o n  t o  
d e v e l o p  l o c a l  p r i v a t e  l i m e s t o n e  p r o d u c t i o n  f a c i l i t i e s ;  
however,  p rocuremen t ,  m a r k e t i n g ,  and d i s t r i b u t i o n  o f  
l i m e s t o n e  c o n t i n u e d  t o  b e  s o l e l y  f u n c t i o n s  of  t h e  
Government. 

--ROKG a g r e e d  t o  d i s t r i b u t e  a t  l e a s t  5 0 0 , 0 0 0  m e t r i c  
t o n s  of l i m e s t o n e  f o r  u s e  on f a r m s  i n  t h e  y e a r  a f t e r  



t h e  s i g n i n g  of t h e  agreenent  and t o  make every  
r ea sonab le  e f f o r t  t o  r each  a t a r g e t  of 750,000 m e t r i c  
t o n s ;  ROKG s t a t i s t i c s  showed t h a t  l imes tone  s o l d  
from A p r i l  1, 1970, t o  PIarch 31, 1971, amounted t o  
on ly  440,000 m e t r i c  t ons .  

- - F e r t i l i z e r  a p p l i c a t i o n  was t o  be i n c r e a s e d  by 15  p e r -  
c e n t  i n  t h e  yea r  fo l lowing  t h e  ag reenen t .  The t a r g e t  
was n o t  reached,  i n  f a c t ,  i t  dec reased  by 5 .6  p e r c e n t  
from 535,000 m e t r i c  t o n s  t o  505,000 m e t r i c  t o n s  du r ing  
t h e  yea r  ended March 31, 1971. 

A I D  contends  t h a t  ROKG has  made a  conce r t ed  e f f o r t  i n  
t h e  a g r i c u l t u r a l  s e l f - h e l p  f i e l d  and t h a t  where p r o g r e s s  has 
f a l l e n  s h o r t ,  i t  has o f t e n  been due more t o  over -ambi t ious  
goa l s  t h a n  t o  ROKG f a i l u r e .  We b e l i e v e ,  however, t h a t  t h e s e  
f a c t s  demons t ra te  t h e  need f o r  ROKG and t h e  Flission t o  pursue 
s e l f - h e l p  t a r g e t s  no re  v igo rous ly .  

Conclusions 

We b e l i e v e  t h a t  t h e  l a r g e r  conces s iona l  s a l e s  program 
has  s e rved  a s  a  d i s i n c e n t i v e  f o r  ROKG t o  s o l v e  problems w i t h i n  
i t s  a g r i c u l t u r a l  s e c t o r  e a r l y .  Both A I D  and t h e  Department 
o f  S t a t e  d i s a g r e e ,  p o i n t i n g  ou t  t h a t  ROKG i s  budget ing f o r ,  
and p lann ing  ways t o  n e e t ,  t h e  ambi t ious  r u r a l  development 
o b j e c t i v e s  of i t s  Th i rd  Five-Year Plan.  The p r i o r  P l an  
s t r e s s e d  t h e  r u r a l  s e c t o r  a l s o ,  b u t  i t  a p p l i e d  development 
r e sou rces  p r i m a r i l y  t o  t h e  i n d u s t r i a l  a r e a .  I n  c o n s i d e r i n g  
t h e  s i z e  and makeup of f u t u r e  P u b l i c  Law 480 agreements and 
o v e r a l l  U.S. a s s i s t a n c e  f o r  Korea, t h e  Department of S t a t e  
should g i v e  f u l l  a t t e n t i o n  t o  t h e  a c t u a l  a p p l i c a t i o n  of R O K G .  
r e sou rces .  

A I D  has  t aken  s t e p s  which have done much t o  remedy t h e  
l o c a l  cur rency  problems found dur ing  our review. There fore ,  
we a r e  n o t  making any recommendations on t h i s  m a t t e r .  

MATTER FOR CONSIDERATION BY THE CONGRESS 

I n  cons ide r ing  t h e  u s e s  of funds be ing  gene ra t ed  by t h e  
s a l e s  program, such a s  i n d i r e c t  m i l i t a r y  s u p p o r t ,  t h e  Con- 
g r e s s  may wish t o  i n q u i r e  f u r t h e r  i n t o  t h e  r ea sons  f o r  t h e  
i nc rea sed  P u b l i c  Law 4 5 0  program i n  Korea and t h e  u s e s  t o  
which t h e  s a l e s  p roceeds  a r e  p u t .  



DONATIONS AND DISASTER R E L I E F  PROGRAMS 

T i t l e  I1 o f  P u b l i c  Law 480  a u t h o r i z e s  t h e  d o n a t i o n  o f  
a g r i c u l t c r a l  c o n m o d i t i e s  f c r  h u n a n i t a r i a n  and economic- 
community development  p u r p o s e s ,  T i t l e  I 1  c o n m o d i t i e s  have 
been p r o v i d e d  t o  Korea s i n c e  1954;  abou t  $168 m i l l i o n  were 
p r o v i d e d  d u r i n g  f i s c a l  y e a r s  1968-72.  

A t  t h e  t i n e  of o u r  r e v i e w ,  t i t l e  I1 c o n n o d i t i e s  were 
b e i n g  p r o v i d e d  t o  s u p p o r t  t h e  s c h o o l  l u n c h  program,  r u r a l  
road  development ,  2nd v a r i o u s  v o l u n t a r y  agency programs.  I n  
a d d i t i o n ,  t h r o u g h  1971 t h e  U n i t e d  X a t i o n s  World Food Program 
i n  Korea was s u p ~ c r t e d  e n t i r e l y  w i t h  t i t l e  I 1  commodit ies .  
During 1 9 7 2  t h e  Korean World Food Program r e c e i v e d  i t s  f i r s t  
non-U.S . - source  corn~todi ty ,  abou t  $ 4 . 5  m i l l i o n  wor th  of  canned 
b e e f ,  p r i n c i p a l l y  f r o n  Denmark. 

A d m i n i s t r a t i o n  of t h e  s c h o o l  l u n c h  program 

AID h2s p r o v i d e d  a g r i c u l t u r a l  commodity a s s i s t a n c e  t o  
Korean s c h o o l  c h i l d r e n  s i n c e  1954 ,  l a r g e l y  f o r  h u m a n i t a r i a n  
r e a s o n s .  During f i s c a l  y e a r s  1 9 6 8 -  72,  t h i s  program r e c e i v e d  
abou t  $ 5 2  m i l l i o n .  

I n  1969 ,  A I D  and ROKG a g r e e d  t o  i n s t i t u t i o n a l i z e  t h e  
s c h o o l  l u n c h  program w i t h i n  L o r e a t s  e d u c a t i o n a l  s t r u c t u r e  
and t o  t r a n s f o r m  t h e  \ $ : e l f a r e - o r i e n t e d  s c h o o l  l u n c h  program 
f o r  needy c h i l d r e n  i n t o  a  program c o v e r i n g  a l l  e l e m e n t a r y  
s c h o o l  s t u d e n t s .  The s t r a t e g y  c a l l e d  f o r  d e v e l o p i n g  a  p r o -  
gram which  would be b a s i c a l l y  r e c i p i e n t  funded  b u t  which 
would n o t  e l i m i n a t e  t h o s e  c h i l d r e n  u n a b l e  t o  pay .  The p r o -  
gram c a l l e d  f o r  d e c r e a s i n g  P u b l i c  - L a w  4 5 0  i n p u t s ,  w i t h  f i n a l  
c o n t r i b u t i o n s  i n  f i s c a l  y e a r  1972.  To o f f s e t  t h i s  p h a s e o u t ,  
ROKG-was t o  expand i t s  a s s i s t a n c e  t o  t h e  program and i t  was 
a n t i c i p a t e d  t h a t  some a s s i s t a n c e  would be  p r o v i d e d  by t h e  
World Food Program. 

I n  r e v i e w i n g  t h i s  program i n  1971,  t h e  AG r e p o r t e d  t h a t  
ROKG had f a i l e d  t o  o f f s e t  t h e  p h a s e o u t  and,  as  a  r e s u l t ,  
t h o u s a n d s  of  s t u d e n t s  were d e n i e d  l u n c h e s .  According  t o  
t h e  p r o j e c t  p l a n ,  ' t h e  RdKG p r o g r m  f o r  1 9 7 1  was t o  have  p r o -  
v i d e d  l u n c h e s  f o r  1 , 0 3 0 , 0 0 0  s t u d e n t s ;  1 ,413 ,000  r e c i p i e n t -  
funded and 2 1 7 , O O O  ROKG-subsidized l u n c h e s .  However, t h e  
a c t u a l  ROKG program i n c l a d c d  oi l ly  350,000 r e c i p i e n t - f u n d e d  
and  26,000 ROKG-suSsidized l u n c h e s  o r  25 p e r c e n t  and  



1 2 '  p e r c e n t ,  respectively, of  t h e  p lanned g o a l s ,  and ROKG 
had n o t  a p p l i e d  t h e  a b i l i t y - t o - p a y  c r i t e r i a  i n  s c h o o l s  w i t h  
r e c i p i e n t - f u n d e d  lunch  programs. 

A I D  de layed  r e q u e s t i n g  app rova l  o f  t h e  f i s c a l  y e a r  1972 
program u n t i l  i t  r e c e i v e d  a s s u r a n c e s  t h a t  ROKG would 
s t r e n g t h e n  i t s  s c h o o l  f e e d i n g  program. R O K G t s  a s s u r a n c e s  
i n c l u d e d  s u b m i t t i n g  a  budge t  r e q u e s t  t o  f i n a n c e  a  ROKG- 
s u b s i d i z e d  program f o r  2 3 0 , 0 0 0  s t u d e n t s  d u r i n g  1972 a s  t h e  
program p l a n  r e q u i r e d  and e s t a b l i s h i n g  a reduced g o a l  o f  
4 5 0 , 0 0 0  s t u d e n t s  t o  b e  covered under  t h e  r e c i p i e n t - f u n d e d  
program. I n  a d d i t i o n ,  A I D  was t o l d  t h a t  a s choo l  f e e d i n g  
law would be  i n t r o d u c e d  i n  t h e  Korea N a t i o n a l  Assembly 
d u r i n g  1 9 7 2 .  

ROKGts f a i l u r e  t o  meet program g o a l s  i s  a t t r i b u t a b l e ,  
i n  p a r t ,  t o  t h e  low fund ing  p r i o r i t y  which i t  gave t h e  p ro -  
gram and a  l a c k  of p a r t i c i p a t i o n  by t h e  World Food Program. 
I n  a d d i t i o n ,  t h e  FIission informed u s  t h a t  t h e  g o a l s  e s t a b -  
l i s h e d  f o r  t h e  r e c i p i e n t - f u n d e d  program i n  1969 were  s e t  
u n r e a l i s t i c a l l y  h i g h .  

In  o u r  o p i n i o n ,  A I D  shou ld  have  c o o r d i n a t e d  i t s  c o n t r i -  
b u t i o n s  more c l o s e l y  with ROKGfs p a r t i c i p a t i o n  and p e r f o r -  
mance th roughout  t h e  program's  phase-down p e r i o d .  Not doing 
so  r e s u l t e d  i n  i nadequa t e  ROKG c o n t r i b u t i o n s  which,  i n  t u r n ,  
caused t h e  program t o  f a l l  s h o r t  o f  i t s  g o a l s .  

A I D  ag r eed  and added t h a t  it was working c l o s e l y  w i t h  
the ROKG M i n i s t r y  of  Educa t ion  t o  i n s u r e  t h a t  t h e  f i n a l  y e a r  . 
of  t i t l e  I1 c o n t r i b u t i o n  was p a r t  of an  e n l a r g e d  and b e t t e r  
admin i s t e r ed  e f f o r t .  



CHAPTER 5 

IMPACT OF FfI L I T A R Y  PROGRAMS 

Al though t h i s  r ev iew f o c u s e d  p r i m a r i l y  on U .  S .  economic 
. a s s i s t a n c e  programs and t h e i r  e f f e c t  on t h e  Korean economy, 

.. U.S.  m i l i t a r y  programs have a l s o  had c o n s i d e r a b l e  impact on 
t h e  Korean economy, 

.2 During f i s c a l  y e a r s  1 9 6 8  th rough  1972,  t h e  programed 

i n p u t  from v a r i o u s  U.S. m i l i t a r y  programs t o t a l e d  o v e r  
$ 2 . 6  b i l l i o n .  Not a l l  o f  t h e s e  i n p u t s  d i r e c t l y  b e n e f i t  
Korea e c o n o m i c a l l y ,  y e t  t hey  r e p r e s e n t  a cos t  t o  t h e  Uni ted  
S t a t e s .  

Programed I n p u t s  t o  Korea From U.S. M i l i t a r y  Programs 

F i s c a l  years 
Type of inpu t  - 1968 -- 1969 1970 - 1971 1972 T o t a l  

( m i l l  i o n s )  

M i l i t a r y  a s s i s t a n c e  s e r v i c e  
funded program $393.8 $271.4 $237.6 $187.2 $167.9 $1,257.9 

U P  254.8 138.2 135.8 292.0 152.5 973.3 
T r a n s f e r s  under P u b l i c  Law 91-652 

( n o t e  a) . - 86.2 184.7 270.9 
M i l i t a r y  excess  programs ( n o t e  b)  16.8 41.3 11.3 18.1 14.0 10 1,s 
C r e d i t  s a l e s  - 15.0 17.0 - - - - -  52  .O 

Tot a1 $665.4 $450.g .$u $598.5 $536.1  s X j j . 6  

a 
T r a n s f e r s  o f  U .S. d e f e n s e  a r t i c l e s  which belonged t o  U.S. f o r c e s  wi thdrawing from 
Kore a .  

' ~ r a n s f e r s  o f  excess  p r o p e r t y  a r e  inc luded  a t  o n e - t h i r d  o f  a c q u i s i t i o n  c o s t .  

The above amounts do n o t  i n c l u d e  e x p e n d i t u r e s  by U.S. 
m i l i t a r y  o r g a n i z a t i o n s  i n  Korea (abou t  $ 6 9 0  m i l l i o n  d u r i n g  

- - .. f i s c a l  y e a r s  1968-71) o r  i n p u t s  from U.S. economic a s s i s t -  
a n c e  programs u s e d  t o  s u p p o r t  t h e  Korean m i l i t a r y  b u d g e t .  

. The amounts o f  t h e  economic programs were r e f l e c t e d  i n  t h e  -. - c h a r t  on page  8 .  A s  an  example, t h e  P u b l i c  L a w  480  program 
has been u s e d  t o  p a r t i a l l y  o f f s e t  t h e  ROKG c o s t  f o r  resuming 
t h e  MAP T r a n s f e r  program. The o t h e r  ma jo r  economic a i d  i n -  
put h a s  been t h r o u g h  t h e  m i l i t a r y  budge t  s u p p o r t  program. 



MILITARY BUDGET SUPPORT 

S ince  t h e  Korean War, a  l a r g e  p o r t i o n  of  t h e  U.S. 
a s s i s t a n c e - g e n e r a t e d  l o c a l  cur rency  has  gone t o  suppor t  t h e  
ROKG m i l i t a r y  budget .  During f i s c a l  y e a r s  1968-72, approxi;  
mate ly  $ 2 2 9 . 4  m i l l i o n  i n  l o c a l  cu r r ency  was r e l e a s e d  f o r  
t h i s  purpose;  $150.6 m i l l i o n  was from Pub l i c  Law 480 s a l e s  
and $78 .8  m i l l i o n  was from suppor t i ng  a s s i s t a n c e  c o u n t e r p a r t  
funds .  These funds  were provided a s  gene ra l  budget  suppor t  
and were no t  earmarked f o r  any p a r t i c u l a r  m i l i t a r y  purpose .  

A t  one t ime t h e  Uni ted S t a t e s  provided as much a s  
96 p e r c e n t  o f  t h e  ROKG m i l i t a r y  budget .  The l e v e l  has  been 
d e c l i n i n g ,  and by 1970 t h e  Uni ted S t a t e s  was f i n a n c i n g  on ly  
4 5  p e r c e n t  o f  Korea 's  defense  burden. Correspondingly ,  
s u p p o r t i n g  a s s i s t a n c e  g r a n t s  were ended i n  f i s c a l  y e a r  1970, 
and l o c a l  cur rency  f o r  m i l i t a r y  budget  suppor t  was no t  i n -  
c luded i n  f i s c a l  yea r  1972, o r  i n  l a t e r ,  program p l a n s .  

MILITARY ASSISTANCE AND INPUTS 

O f f i c i a l  U.S.  a s s i s t a n c e  has  upgraded Korea 's  defense  
c a p a b i l i t y ,  and a l s o  r e p r e s e n t s  a d i r e c t  economic b e n e f i t  
t o  ROKG t o  t h e  e x t e n t  t h a t  ROKG would have had t o  p rocu re  
t h e  i tems i f  t h e  Uni ted S t a t e s  had n o t  f u r n i s h e d  them. In  
a d d i t i o n ,  Korea 's  " i n v i s i b l e t 1  t r a d e  account has shown l a r g e  
s u r p l u s e s  i n  r e c e n t  y e a r s ,  mainly because of  Vietnam ea rn -  
i n g s  and f o r e i g n  exchange r e c e i p t s  from U.S. Forces s t a t i o n e d  
i n  Korea. 

M i l i t a r y  Ass i s t ance  Program 

From t h e  end of t h e  Korean War through 1971, g r a n t  
a s s i s t a n c e  t o  Korea through MAP amounted t o  more t han  
$ 3  b i l l i o n .  A 5 -yea r  MAP program t o  modernize Korea 's  
Armed Fo rces ,  beginning i n  f i s c a l  y e a r  1971, c a l l e d  f o r  an 
a d d i t i o n a l  $1 .5  b i l l i o n  i n  g r a n t  a i d .  

During t h e  p e r i o d  covered by t h i s  review ( f i s c a l  y e a r s  
1 9 6 8 - 7 2 ) ,  MAP t o t a l e d  $ 9 7 3  m i l l i o n .  Most o f  t h i s  was used 
t o  o b t a i n  equipment, s u p p l i e s ,  and s e r v i c e s  t o  o p e r a t e  and 
ma in t a in  R O K G ' s  e x i s t i n g  f o r c e  c a p a b i l i t y .  The Uni ted S t a t e s  

. a. lso c o n t r i b u t e d  t o  ROKG de fense  a r t i c l e s  w i th  an a c q u i s i -  
t i o n  c o s t  of about $ 5 7 5  m i l l i o n ;  $ 3 0 4  m i l l i o n  of t h i s  
m a t e r i a l  was exces s ive  t o  U.S. needs and $271 m i l l i o n  was 



a u t h o r i z e d  f o r  t u rnove r  t o  ROKG i n  connec t ion  w i th  t h e  
r e d u c t i o n  of U.S. Forces i n  Korea ( P u b l i c  Law 91-652).  

J 

While MAP i n p u t s  r e p r e s e n t  a c o s t  t o  t h e  Uni ted S t a t e s  
and an addition t o  Korea's defense c a p a b i l i t y ,  t h e  ac tua l  
c o n t r i b u t i o n  of t h i s  a s s i s t a n c e  t o  t h e  Korean economy c o u l d  
not be determined.  Likewise ,  t h e  t r a n s f e r s  of  equipment and 
s u p p l i e s  may o r  may not r e p r e s e n t  an economic b e n e f i t  t o  
Korea. T h i s  depends on what domestic r e s o u r c e s ,  i f  any,  
Korea would have used t o  p rocure  and ma in t a in  t h e  same o r  
a l t e G a t e  i t ems .  

M i l i t a r y  Ass i s t ance  S e r v i c e  
Funded Program 

ROKG deployed a f o r c e  o f  about 4 8 , 0 0 0  m i l i t a r y  person-  
n e l  t o  Vietnam, p r i m a r i l y  between February 1965 and J u l y  
1 9 6 7 .  During n e g o t i a t i o n s  p reced ing  deployment, ROKG sought  
U.S. commitments t o  i n s u r e  t h a t  t h e  deployments would no t  
impair  Korea 's  defense  o r  adve r se ly  a f f e c t  t h e  l e v e l  of  U.S. 
m i l i t a r y  a s s i s t a n c e .  Another n e g o t i a t i n g  premise  was t h a t  
t h e  t roop  d i s p a t c h  should  no t  a d v e r s e l y  a f f e c t  Korea 's  
economic development. 

In r e t u r n  t h e  Uni ted S t a t e s  agreed  t o  p rov ide  Korea 
w i th  v a r i o u s  forms of  m i l i t a r y  and economic a s s i s t a n c e .  The 
m i l i t a r y  a s s i s t a n c e  p o r t i o n  was funded p r i m a r i l y  through a  
M i l i t a r y  A s s i s t a n c e  Se rv i ce  Funded program. From i t s  incep-  
t i o n  i n  1966 through f i s c a l  y e a r  1972, t h i s  program t o t a l e d  
o v e r  $1.6 b i l l i o n  i n  Korea. A p o r t i o n  o f  i t s  expend i tu re s  
r e s u l t e d  i n  f o r e i g n  exchange ea rn ings  t o  Kt~rea .  

Other major i n ~ u t s  

During f i s c a l  y e a r s  1 9 6 8 - 7 2 ,  U .  S .  d e f e n s e  expend i tu re s  
e n t e r i n g  Korea 's  i n t e r n a t i o n a l  ba lance  o f  payments were 
e s t i m a t e d  a t  $1.6 b i l l i o n .  Th i s  economic b e n e f i t  was about 
even ly  d iv ided  between spending i n  suppor t  o f  and by U.S. 
Forces  s t a t i o n e d  i n  Korea and f o r e i g n  exchange e a r n i n g s  from 
Korea 's  p a r t i c i p a t i o n  i n  Vietnam. 

Defense expend i tu re s  i n  Korea 

The c o s t  of  ma in t a in ing  U , S .  Forces i n  Korea from t h e  
end o f  t h e  Korean War through f i s c a l  y e a r  1972 ,  amounted t o  



an e s t ima ted  $ 9 . 8  b i l l i o n  w i th  an e s t i m a t e d  $ 3  b i l l i o n  
e n t e r i n g  Korea's i n t e r n a t i o n a l  ba lance  o f  payments. These 
expend i tu re s  inc luded  purchases  by U.S. pe rsonne l  and t h e i r  
dependents ;  e x p e n d i t u r e s  by nonappropr ia ted  fund a c t i v i t i e s ;  
l o c a l  n a t i o n a l s r  s a l a r i e s ;  and l o c a l  procurement of  m a t e r i a l ,  
s u p p l i e s ,  and c o n s t r u c t i o n .  

Expendi tures  by U.S. Fo rce s ,  Korea, averaged $172  m i l -  
l i o n  annua l ly  between 1968-and 1971. In f i s c a l  y e a r  1971,  
however, t h e  Uni ted S t a t e s  reduced a u t h o r i z e d  t r o o p  s t r e n g t h  * 

from 63,000 t o  43,000. I t  has  been e s t i m a t e d  t h a t  20,000 
U.S. t r o o p s  spend about $ 6 0  m i l l i o n  annua l ly  i n  Korea. I n  
a d d i t i o n  t o  t h i s  d i r e c t  l o s s  o f  f o r e i g n  exchange income, 
l o c a l  procurement and employment o f  Korean n a t i o n a l s  a t  U.S. 
m i l i t a r y  i n s t a l l a t i o n s  w i l l  be  reduced. 

Vie tnam-re la ted  i n u u t s  

The Mission e s t i m a t e d  t h a t ,  from 1966 through June 1972, 
Korean f o r e i g n  exchange ea rn ings  from Vietnam t o t a l e d  about  
$ 9 2 5  m i l l i o n .  T h i s  amount c o n s i s t e d  of  $397  m i l l i o n  f o r  
U . S .  m i l i t a r y  -commodity procurements,  s e r v i c e  c o n t r a c t s ,  and 
c o n s t r u c t i o n  c o n t r a c t s ;  $356 m i l l i o n  i n  r emi t t ances  by 
Korean personne l  i n  Vietnam; $81  m i l l i o n  f o r  commercial ex- 
p a r t s  t o  Vietnam; $ 7 2  m i l l i o n  f o r  t h e  n e t  a d d i t i o n a l  cos ts  
program and s p e c i a l  l e t t e r  of c r e d i t s  d i s b u r s e d ;  and 
$18 m i l l i o n  i n  dea th  and d i s a b i l i t y  g r a t u i t i e s  f o r  Korean 
f o r c e s  s e r v i n g  i n  Vietnam. 

Need f o r  con t inued  m i l i t a r y  suppor t  

Our d i s c u s s i o n  o f  t h e  need t o  c o n t i n u e  U.S. m i l i t a r y  
suppor t  t o  Korea i s  inc luded  i n  a c l a s s i f i e d  supplement t o  
t h i s  r e p o r t .  



CHAPTER 6 

OTHER U. S. PROGRABIS AND EXTERNAL ASSISTANCE 
- --  

EXPORT-IMPORT BAXK OF THE UNITED STATES 

The Expor t -  Import  Bank p rov ide s  d i r e c t  l o a n s  and 
f i n a n c i a l  gua ran t ee s  t o  develop a d d i t i o n a l  e x p o r t  markets  
f o r  U.S. goods and s e r v i c e s .  The Bank ha s  had a  l o a n  p ro -  
gram i n  Korea s i n c e  f i s c a l  y e a r  1967 ,  and as  of  June  30 ,  
1972, t h e  a u t h o r i z e d  l oans  t o t a l e d  ove r  $213 m i l l i o n .  Loan 
funds  have been used f o r  pu rpose s ,  such  a s  a  n u c l e a r  power 
p l a n t  and j e t  pa s senge r  a i r c r a f t .  Loans a r e  g e n e r a l l y  made 
f o r  a  p e r i o d  of  8 t o  1 0  y e a r s  a t  an i n t e r e s t  r a t e  o f  6 pe r -  
c e n t  p l u s  0 . 5  p e r c e n t  annual  c o m i t m e n t  f e e .  

The Bank's l o a n  g u a r a n t e e  program p r o t e c t s  l oans  made 
by commercial banks t o  e x p o r t e r s  o r  f o r e i g n  bor rowers .  I t  
can cove r  e i t h e r  commercial r i s k s ,  such a s  i n so lvency  o f  t h e  
buyer ,  o r  p o l i t i c a l  r i s k s ,  such a s  e x p r o p r i a t i o n  o r  c o n f i s c a -  
t i o n ,  Guarantees  a u t h o r i z e d  a s  o f  June  3 0 ,  1972, t o t a l e d  
about  $131.9 m i l l i o n .  

OVERSEAS PRIVATE IKVESTMENT CORPORATION (OPI C )  

OPIC i s  a U.S. Government c o r p o r a t i o n  e s t a b l i s h e d  i n  
1971 t o  assume t h e  o v e r s e a s  inves tment  i n c e n t i v e  programs 
p r e v i o u s l y  admin i s t e r ed  by AID. These i n c e n t i v e  programs 
i n c l u d e  ( I )  i n su r ance  a g a i n s t  t h e  p o l i t i c a l  r i s k s  o f  expro-  
p r i a t i o n ,  cu r r ency  i n c o n v e r t i b i l i t y ,  war,  r e v o l u t i o n ,  o r  i n -  
s u r r e c t i o n  and ( 2 )  f i n a n c i a l  gua ran t ee s  of l o a n s  o r  e q u i t y  
inves tment  a g a i n s t  d e f a u l t  o r  l o s s  from any cause  o t h e r  
t h a n  f r a u d  o r  m i s r e p r e s e n t a t i o n  by t h e  i n v e s t o r .  OPIC1s 
c h a r t e r  s t a t e s  t h a t  i t  i s  t o  be  s e l f - s u s t a i n i n g  i n  i t s  
f i n a n c i n g  and i s  t o  apply  t h e  p r i n c i p l e s  of r i s k  management 
t o  i'ts i n s u r a n c e  program. 

A s  o f  June  30, 1972,  80 Korean p r o j e c t s  were covered 
by t h e  insurance-guarantee program,  These p r o j e c t s  had about  
$ 1 0 0 . 9  m i l l i o n  i n  U.S. e q u i t y  i nves tmen t ,  $381.1  m i l l i o n  i n  
l o a n s ,  and $ 9 . 3  m i l l i o n  i n  r o y a l t i e s ;  and t o t a l  cumula t ive  
coverage  amounted t o  approx imate ly  $539.2 m i l l i o n  f o r  con- 
v e r t i b i l i t y ,  $512.6 m i l l i o n  f o r  e x p r o p r i a t i o n ,  and 
$536.1 m i l l i o n  f o r  war. 

The Korean program makes up a l a r g e  p o r t i o n  of  OPIC's 
t o t a l  worldwide coverage .  A t  t h e  end o f  f i s c a l  v e a r  1 9 7 2 ,  
i t  ciade up aboils 5 p e r c e n t  o i  OPlC's c o t a i  I n su rance  
p o r t f o l i o  f o r  c o n v e r t i b i l i t y ,  8 . 1  p e r c e n t  o f  i t s  



e x p r o p r i a t i o n  i n su rance ,  13 .3  p e r c e n t  o f  i t s  war coverage 
i n s u r a n c e ,  and 25.6 p e r c e n t  o f  i t s  gua ran t ee s .  

PEACE. C O R P S  

More t han  6 0 0  v o l u n t e e r s  have s e rved  i n  Korea s i n c e  
t h e  Peace Corps program was e s t a b l i s h e d  i n  1966,  and t h e  
p r e s e n t  l e v e l  o f  250 t o  300  v o l u n t e e r s  i s  expec ted  t o  con- 
t i n u e  f o r  t h e  nex t  s e v e r a l  y e a r s .  A s  o f  June 30 ,  1972,  
cumulat ive  o b l i g a t i o n s  fox  t h e  program t o t a l e d  about  
$10.5 m i l l i o n .  I npu t s  i n  1971 and 1972 amounted t o  about  
$ 2  m i l l i o n  annua l ly .  

From t h e  beg inn ing ,  Peace Corps programs have focused 
p r i m a r i l y  on e d u c a t i o n a l  a c t i v i t i e s ,  such a s  t e ach ing  
E n g l i s h  a s  a  second language a t  c o l l e g e  and middle s choo l s .  
Other a r e a s  of  c u r r e n t  emphasis i nc lude  t u b e r c u l o s i s  c o n t r o l ,  
s c i e n c e  t each ing ,  t ou r i sm,  and v a r i o u s  p r o f e s s i o n a l  h e a l t h  
and s o c i a l  s e r v i c e s .  We were adv ised  t h a t  a r e c e n t  i n t e r n a l  
a u d i t  d i s c l o s e d  on ly  minor a d m i n i s t r a t i v e  d i s c r e p a n c i e s .  

U. S. INFORMATION SERVICE 

To c a r r y  o u t  i t s  program i n  Korea, t h e  U.S. In format ion  
Se rv i ce  employs a s t a f f  of about  1 4  Americans and 96 Koreans 
and has  an annual  budget  o f  approximately  $1.5 m i l l i o n .  
The Se rv i ce  i s  invo lved  i n  ( I )  r a d i o ,  t e l e v i s i o n ,  and p u b l i -  
c a t i o n s ,  (2)  motion p i c t u r e s ,  ( 3 )  l i b r a r i e s  and c u l t u r a l  
programs,  and (4 )  r e s e a r c h .  

SURPLUS P R O P E R T Y  C R E D I T  

In 1948 t h e  Uni ted S t a t e s  t r a n s f e r r e d  s u r p l u s  p r o p e r t y  
t o  Korea valued a t  $24 .9  m i l l i o n .  ROKG agreed  t o  re imburse  
t h e  Uni ted S t a t e s  f o r  t h i s  amount p l u s  i n t e r e s t  a t  2 - 3 / 8  
p e r c e n t .  Late  i n  1948, c e r t a i n  r e a l  p r o p e r t y  was t r a n s f e r r e d  
t o  t h e  United S t a t e s  which reduced t h e  amount t o  $20 .9  m i l -  

- l i o n .  No f u r t h e r  payment was made u n t i l  1971. 

Under an agreement reached between t h e  Uni ted S t a t e s  
and ROKG i n  1971,  an a m o r t i z a t i o n  schedule  was e s t a b l i s h e d  
f o r  repay ing  t h e  p r i n c i p a l  p l u s  $8.4 m i l l i o n  i n  i n t e r e s t .  
Payments were t o  be made i n  1 4  annual  i n s t a l l m e n t s .  The 

- f i r s t  payment of  $1 m i l l i o n ,  due J u l y  1, 1971, was made i n  
September 1971 and t h e  second payment was made i n  January  
1 9 7 3 .  



MULTILATERAL AND THIRD-COUNTRY ASSISTANCE 

Since 1968, multilateral organizations and third 
countries have become an increasingly important source of 

- financial assistance for Korea, as shown in the table below. 
- The World Bank and Asian Development Bank, in particular, 

have shown great interest in Korea, and loans from these 
- organizations are expected to play an increasing role in 

d future Korean development. Since the United States is a 
large contributor to those organizations, their programs 
constitute a form of indirect U.S. assistance, 

Inflow of Foreign Capital From 
Multilateral Organizations and Third Countries 

1968 1969 1970 1971 Total - - - -  
(millions) 

Multilateral organizations: 
World Eank Group 
Asian Developmeat Bznk 
United Nations 

Total $ 21.5 $103.7 $ 85.9 $153.1 $ 364.2 

Third Countries: - - - - - - - . . - . - - - 

Japan: $140.5 5145.4 $140.8 $ 2 1 3 ~ ~  $ 640.6 
Official loans and grants (note a] 50.8 52.3 41.7 101.9 246.7 
Private inputs (note b) 89.7 93.1 99.1 112.0 393.9 

Gennany: 
Official  loans Cnote b l  - 
Private inputs 34.8 39.3 37.8 15.7 127.6 

Other countries : 
Official loans 
Private inputs ---- 63.2 124.6 113.9 35.0 336.7 

Total $242.8 $311.1 $294.8 $288.2 51,136.9 

a 
Includes $122.9 million in grants as part of the June 1965 Property and Claims 
Agreement. 

C - 
b~onsists of commercial loans and direct investment. 



Consultative Group for Korea 

The World Bank sponsors an international economic 
consultative Group for ~orea' which is a forum on Korea's 
economic progress and continued capital needs. The first 
meeting was held in December 1966 in Paris and meetings have 
been held annually since 1968. 

The meetings feature World Bank, International Monetary - 
Fund, and ROKG statements on economic performance, plans, 
policies , and potential. Donor country representatives make 
short statements pointing out areas of accomplishment and 
concern and outline bilateral assistance plans for the fol- 
lowing year. The Korean delegation also circulates a shop- 
ping list of projects for which foreign assistance is desired. 

World Bank 

During fiscal years 1968 through 1972, the World Bank 
group2 had authorized about $311.9 million for Korea. Of 
this amount, $227.5 million was provided through seven long- 
term loans at prevailing business interest rates, $76.4 mil- 
lion was extended as concessional International Development 
Association credits, and $8 million was invested in Korea 
through the International Finance Corporation. 

Loans were made for railways, irrigation, education, 
highway construction, and to fund intermediate credit insti- 
tutions. In addition, at the October 1971 meeting of the 
Consultative Group the World Bank agreed to participate in fi- 
nancing Korea1 s Third Five-Year Plan. 

- 
.A 

l~embershi~ normally includes Australia, Belgium, Canada, the 
Republic of China (Taiwan), France, Germany, Italy, Japan, 
the United Kingdom, the United States, with the International -- 
Monetary Fund and the United Nations Development Program par- 
ticipating, Representatives of the Asian Development Bank 
have been present as observers. 

2~nternational Bank for Reconstruction and Development and 
its associated agencies--International Development Associ- 
ation and International Finance Corporation. 



Asian Development Bank 

Asian  Development Bank l o a n s  t o  Korea amounted t o  
$133.9 m i l l i o n  a s  of June  30 ,  1972. O f  t h i s  amount o v e r  
$ 5 1  m i l l i o n  was a u t h o r i z e d  i n  f i s c a l  y e a r  1972. A s  i n  t h e  
c a s e  of t h e  World bank t h e  Asian Development Bank agreed  t o  
h e l p  f i n a n c e  Korea ' s  T h i r d  Five-Year P l a n .  

I n  September 1971 a $10.6 m i l l i o n  l o a n  was a u t h o r i z e d  
f o r  expanding power t r a n s m i s s i o n  f a c i l i t i e s .  The l o a n  was 
f o r  2 0  y e a r s  a t  7 -1 /2 -pe r cen t  i n t e r e s t .  P r i o r  l o a n s  were 
made f o r  (1)  a  pe t rochemica l  p l a n t ,  ( 2 )  sub loan ing  by i n t e r -  
media te  c r e d i t  i n s t i t u t i o n s ,  (3)  a  f e a s i b i l i t y  s t u d y  of  a 
mu l t i pu rpose  dam p r o j e c t ,  and ( 4 )  c o l d  s t o r a g e  f a c i l i t i e s .  
Loan terms ranged from 6-7 /8 -  t o  7 -1 /2 -pe r cen t  i n t e r e s t  w i t h  
repayments s chedu l ed  over  p e r i o d s  of  1 0  t o  2 0  y e a r s .  

Uni ted  Nat ions  a s s i s t a n c e  programs 

The Uni ted  Na t ions  Development Program and r e l a t e d  
Uni ted  Ka t ions  economic and t e c h n i c a l  a s s i s t a n c e  programs con- 
t r i b u t e d  about  $ 2 8  m i l l i o n  t o  Korea ' s  development du r ing  
1968-71, P r o j e c t s  were c a r r i e d  o u t  i n  f o r e s t r y ,  f i s h e r i e s ,  
a g r i c u l t u r e ,  r e g i o n a l  and urban p l a n n i n g ,  p r e c i s i o n  i n s t r u -  
ment t r a i n i n g ,  p u b l i c  h e a l t h ,  and e d u c a t i o n a l  p l ann ing .  

Aid from Japan  

Other  t h a n  t h e  Uni ted  S t a t e s ,  Japan  h a s  been Korea ' s  
l a r g e s t  s o u r c e  o f  g r a n t  a i d .  One of t h e  p r i n c i p a l  r e s u l t s  of  
t h e  n o r m a l i z a t i o n  o f  Japan-Korea r e l a t i o n s  i n  1965,  was t h e  
P r o p e r t y  and Claims Agreement which ha s  major  s e c t i o n s  d e a l -  
sing w i t h  g r a n t  a i d ,  l o a n s ,  and commercial c r e d i t s .  

Regarding g r a n t  a i d ,  t h e  agreement p rov ided  f o r  a t o t a l  
o f  $ 3 0 0  m i l l i o n ,  w i t h  approx imate ly  10 p e r c e n t  t o  be  r e l e a s e d  
& m u a l l y  over  t h e  10 -yea r  p e r i o d  1966-75. These funds  have 
been used  f o r  pu rchas ing  c o n s t r u c t i o n  and t e x t i l e  raw m a t e r i -  
a l s ,  deve lop ing  t h e  Korean f i s h i n g  i n d u s t r y ,  and o t h e r  p r o j -  
e c t s .  Although ROKG would l i k e  t h i s  r a t e  a c c e l e r a t e d ,  i n d i -  
c a t i o n s  a re  t h a t  J apan  w i l l  m a i n t a i n  t h e  p lanned  inc rements .  
By December 1971, $185.8 m i l l i o n  o f  t h i s  g r a n t  a i d  had been 
a u t h o r i z e d .  

U n d e ~  the  l o a n s  s e c t i o n ,  Japan  ag reed  t o  f u r n i s h  
$ 2 0 0  m i l l i o n  I n  government-to-government l o a n s  over  a  



10-year  p e r i o d .  A s  w i t h  t h e  g r a n t  funds ,  Korea would l i k e  t o  ! 

a c c e l e r a t e  a r r i v a l  of t h e s e  loans .  However, it i s  expected 
t h a t  t h e s e  w i l l  con t inue  t o  come i n  a t  t h e  r a t e  o f  approx i -  
mate ly  $20 m i l l i o n  annua l ly .  About $109 m i l l i o n  had been p r o -  
v ided  by December 1 9 7 1 .  These l o a n s  have been used f o r  i n -  
f r a s t r u c t u r e  improvements such a s  r a i l r o a d s  and communications. - . 

f 
A t h i r d  s t i p u l a t i o n  i n  , the  agreement p rov ided  f o r  1 

$300 m i l l i o n  i n  commercial c r e d i t s  extended over  a  10-year  -- . 

pe r iod .  In  1967, t h i s  amount was i n c r e a s e d  by $ 2 0 0  m i l l i o n .  
The c r e d i t s  a r e  n o t  extended on a  f i x e d  s chedu le ,  and t h e  
e n t i r e  $500 m i l l i o n  w i l l  p robab ly  be expended b e f o r e  t h e  end 
of t h e  10-year  p e r i o d .  These c r e d i t s  have f i nanced  a  v a r i e t y  
of p r o j e c t s ,  p a r t i c u l a r l y  i n  t e x t i l e s ,  f i s h e r i e s ,  e l e c t r i c  
power, and aluminum sme l t i ng .  I 

In  a d d i t i o n  t o  t h e  agreement a s s i s t a n c e ,  Japan p rov ides  
government loans  and t e c h n i c a l  a s s i s t a n c e  t o  Korea. A t  t h e  
f i f t h  annual  conference i n  J u l y  1971, t h e  Japanese  pledged 
between $ 3 4 0  m i l l i o n  and $ 4 3 0  m i l l i o n  i n  government l oans  t o  
suppor t  Korea 's  -Third Five-Year P lan .  As a  member of a mul- 
t i d o n o r  group ( t h e  Colombo P l a n ) ,  Japan has  been p rov id ing  
about  $500,000 a n n u a l l y  i n  t e c h n i c a l  a s s i s t a n c e ;  Korea has 
asked t h a t  t h i s  be i n c r e a s e d  t o  a m i l l i o n  d o l l a r s  annua l ly .  

Other a s s i s t a n c e  

A s s i s t a n c e  t o  Korea from sou rces  o t h e r  t h a n  t h e  Uni ted 
S t a t e s ,  Japan ,  and m u l t i l a t e r a l  o r g a n i z a t i o n s  has  been most ly  
i n  t h e  form of p u b l i c  and commercial l oans .  During t h e  pe-  
riod 1968-71, commercial l oans  t o t a l e d  about  $ 4 7 2  m i l l i o n  and 
p u b l i c  loans  about $31.9 m i l l i o n .  Grant  a i d  from t h e s e  o t h e r  
sou rces  h a s  been i n s i g n i f i c a n t ,  and l i t t l e  improvement i s  ex-  
pec t ed  i n  t h e  nea r  f u t u r e .  

Most of  t h e  commercial l oans  have been s u p p l i e r  c r e d i t  
t r a n s a c t i o n s  having t h e  o f f i c i a l  gua ran t ee  of t h e  e x p o r t i n g  
count ry .  For t h e  p e r i o d  1968-71, $126.9 m i l l i o n  came from 
West Germany, $ 1 4 0 . 5  m i l l i o n  from France and I t a l y ,  $81.9 m i l  
l i o n  from t h e  Uni ted Kingdom, and $122.8 m i l l i o n  from o t h e r  
c o u n t r i e s .  These l oans  f inanced  a  v a r i e t y  of p r o j e c t s  b u t  
t e x t i l e s  r e c e i v e d  s p e c i a l  emphasis.  Terms f o r  t h i s  p r i v a t e  
deb t  averaged 8 -pe rcen t  i n t e r e s t  w i t h  repayment over  a  10- 
yea r  p e r i o d .  



O f  t h e  $31 .9  m i l l i o n  i n  p u b l i c  loans  r e c e i v e d  i n  t h e  
1968-71  p e r i o d ,  West Germany p rov ided  $ 2 4 . 7  m i l l i o n .  In t h e  
p e r i o d  1 9 6 2 - 6 7 ,  Kest  Germany had a u t h o r i z e d  some $36 m i l l i o n  
f o r  r a i l r o a d  r o l l i n g  s t o c k ,  te lecommunicat ion ,  c o a l  mine de-  

- velopment,  waterworks ,  and sma l l  i n d u s t r y .  These l o a n s  and 
t h e  remainder  o f  t h e  p u b l i c  d e b t  a r e  r epayab l e  o v e r  1 5  y e a r s  
a t  7 -pe r cen t  i n t e r e s t .  

\ 

In  a d d i t i o n ,  Korea i s  a member o f  t h e  I n t e r n a t i o n a l  
Monetary Fund and has a s tandby  ar rangement  t o  borrow up t o  
$30  m i l l i o n .  As of  A p r i l  30, 1971 ,  t h e  end of  t h e  Fund's 
f i r c a l  y e a r ,  Korea had n o t  used any o f  t h e  $ 3 0  m i l l i o n .  



CHAPTER 7 

KOREA'S TRADE RELATIONS , 

WITH THE UNITED STATES AND JAPAN 

One o f  Korea 's  most p r e s s i n g  problems i s  i t s  e x t e r n a l  
t r a d e  d e f i c i t .  During i t s  Thi rd  Five-Year Plan p e r i o d ,  Korea .' 

hopes t o  improve t h e  s i t u a t i o n  by ma in t a in ing  a  h igh  expor t  
growth r a t e  whi le  r e s t r a i n i n g  imports .  The fo l lowing  t a b l e  
i l l u s t r a t e s  how t h e  t r a d e  d e f i c i t  has  grown and s h i f t e d  i n  c- 

t h e  p a s t  decade. 
Excess o f  Korea's Comercial 

Imports Over Exports 

1962 1969 1970 1971 
Percent Percent Percent Percent 

Amount o f  to ta l  Amount o f  to ta l  Amount of to ta l  Amount of to ta l  

(n i l l i ons )  (mill ions) (n i l l i ons )  (mill ions) 

United States  $208.4 56.8 S 214.5 17.8 S 189.6 16.5 $ 146.5 11.0 
Japan 85.7 23 .3  620.5 51.7 575.0 50.1 691.8 52.2 
Third countries 72.9 19.9 366.1 - 30.5 384.2 - 33.4 488.4 - 36.8 

Total S w  t ~ ~ ~ 0 1 . 1  s1.148.a $1,326.7 

The l a r g e  t r a d e  d e f i c i t  w i t h  Japan developed because  
Korea r e l i e d  h e a v i l y  on Japanese  goods when expanding i t s  
own i n d u s t r i e s ,  whi le  Korean expor t s  t o  Japan  s u f f e r e d  because  
of  Japanese  import  r e s t r i c t i o n s  and h igh  t a r i f f  r a t e s .  

The t r a d e  d e f i c i t  w i th  t h e  Uni ted S t a t e s  d e c l i n e d ,  how- 
e v e r ,  because (1) U.S. i t ems  imported under t h e  b i l a t e r a l  
economic a s s i s t a n c e  programs d e c l i n e d ,  ( 2 )  U.S. f i rms  d i d  n o t  
compete e f f e c t i v e l y  w i t h  o t h e r  n a t i o n s  i n  t h e  Korean commer- 
c i a l  import  market ,  and ( 3 )  t h e  Uni ted S t a t e s  became t h e  
p r i n c i p a l  o u t l e t  f o r  Korean p roduc t s .  I n  a  somewhat r e l a t e d  
m a t t e r ,  U.S. bus ines se s  r ece ived  on ly  a  sma l l  p o r t i o n  of t h e  
f o r e i g n  exchange procurement awards made from funds  loaned 
t o  Korea by i n t e r n a t i o n a l  l e n d i n g  i n s t i t u t i o n s ,  even though 
t h e  Uni ted S t a t e s  had been a l a r g e  c o n t r i b u t o r  t o  t h e s e  i n -  .. 
s t i t u t i o n s .  Again Japan has  been t h e  pr imary b e n e f i c i a r y .  

DIRECTION OF TRADE ..- 

A s  U.S. g r a n t  a i d  d e c l i n e d ,  Korean imports  were f i nanced  
t o  a  g r e a t e r  e x t e n t  w i t h  f o r e i g n  exchange and Korea looked 
i n c r e a s i n g l y  toward Japan as t h e  s o u r c e  f o r  its o f f s h o r e  
needs.  



I n  1 9 6 2  Japan was t h e  l a r g e s t  buyer of  Korean e x p o r t s  
and t h e  United S t a t e s  was t h e  l a r g e s t  s u p p l i e r  of  Korea 's  
import  requ i rements .  By 1 9 7 1  t h e  s i t u a t i o n  had reversed .  

Percen t  of t o t a l  
1962 1971 - 

Imports  from: 
Japan 26  40  
United S t a t e s  52 28 

Expor t s  t o :  
Japan 4 3  25 
Uni ted S t a t e s  2 2  50 

TFNIE WITH THE UNITED STATES 

Over t h e  1962-71 p e r i o d ,  Korea 's  t r a d e  d e f i c i t  w i t h  t h e  6 

United S t a t e s  was reduced from $ 2 0 8  m i l l i o n  t o  $ 1 4 7  m i l l i o n .  
The main reasons  were t h a t :  

--The Uni ted S t a t e s  became t h e  p r i n c i p a l  o u t l e t  f o r  
Korea 's  r a p i d l y  expanding expor t  i n d u s t r y .  Korean ex- 
p o r t s  i n c r e a s e d  from $ 1 2  m i l l i o n  i n  1 9 6 2  t o  $532 m i l -  
l i o n  i n  1971, and t h e  U.S. s h a r e  i n c r e a s e d  from 
2 2  p e r c e n t  t o  50 p e r c e n t .  

- -U.S.  goods imported under c e r t a i n  U.S. economic as- 
s i s t a n c e  programs, such  as A I D ' S  s u p p o r t i n g  a s s i s t a n c e  
program, dec l ined .  

--U.S. f i r m s  were no t  competing e f f e c t i v e l y  w i t h  t h o s e  
o f  o t h e r  c o u n t r i e s ,  p r i m a r i l y  J apan ,  i n  f u r n i s h i n g  
t h e  b a s i c  raw m a t e r i a l s ,  machinery,  and equipment 
needed f o r  Korea 's  expanding i n d u s t r i a l  s e c t o r .  

Following i s  a  l i s t  of  s e l e c t e d  c a t e g o r i e s  of Korean 
f o r e i g n  exchange impor t s  du r ing  1 9 7 0 .  

United 
States Japan Others Total - 

(millions) -. 
Textile yarn and fabrics $0.5 $84.2 $41.0 $125.7 

- Machinery, not electrical 6.4 38.4 62.3 107.1 
Machinery, electrical 1.6 7.0 26 .9  35.5 
Transport equipment 1.5 46.6 25.7 73.8 
Iron and s t e e l  1.0 48.2 13.8 63.0 
Chemical elements and con- 

pounds 1.2 18.7 51 .5  71.4 



Machinery products, transportation equipment, and chem- 
icals are beginning to replace agricultural products and 
semimanufactures as Korea's leading imports. Therefore, the 
outlook for an improvement in the U.S. trade picture seems 
doubtful unless the following competitive disadvantages can 
be overcome. 

1. The United States is geographically more distant from 
Korea than Japan is, which affects both shipping costs 
and delivery time. 

2. Computation of tariffs on delivered cost rather than 
on acquisition cost favors Asian suppliers. 

3. U . S .  follow-on servicing and spare parts stockage is 
not as good as Japanese firms. 

4. Korean businessmen are more experienced in dealing 
with the Japanese. ,. 

5. The AID Mission has stated that U.S. items of com- 
parable quality cost as much as, if not more than 
items available from other countries. 

The inability of U.S. firms to overcome these competi- 
tive disadvantages was demonstrated by the lack of U.S. 
participation in offshore procurement awards resulting from 
loans made by international lending institutions. 

Value of Awards Fiscal Year 1991 

Asian Development 
Total World Bank Bank 

Amount Percent Amount Percent Amount Percent 

{millions) (millions) (millions) 

Japan $16.59 73.5 $5.74 52.3 $10.85 81.2 . <. 
Others 5.67 25.1 3.33 36.2 2.34 17.5 
United States .31 - 1.4 - - 1 4  - 1.5 019 - 1.3 - 

Total 



The i n a b i l i t y  o f  U.S. f i r m s  t o  compete e f f e c t i v e l y  w i t h  
o t h e r  c o u n t r i e s  f o r  Korean o r d e r s  i n d i c a t e s  t h a t  t h e  o v e r a l l  
U.S. t r a d e  p o s i t i o n  w i l l  p r o b a b l y  worsen a s  i t  moves away 
from b i l a t e r a l  a s s i s t a n c e ,  which r e q u i r e s  t h a t  t h e  commodit ies  
i n v o l v e d  be o f  U.S. o r i g i n ,  t o  m u l t i l a t e r a l  a s s i s t a n c e ,  which 
does n o t  d e s i g n a t e  t h e  commodity's o r i g i n .  

I n  commenting on o u r  d r a f t  r e p o r t ,  t h e  Department  o f  
S t a t e  and A I D  s t a t e d  t h a t ,  s i n c e  t h e  r e a l i g n m e n t  o f  wor ld  
c u r r e n c i e s  i n  December 1971,  t h e  J a p a n e s e  exchange  r a t e  ad-  
v a n t a g e  o v e r  U.S. p r o d u c t s  i n  Korean m a r k e t s  has  been  r educed  
by a b o u t  1 6  p e r c e n t .  S u b s e q u e n t l y ,  i n  Februa ry  1973,  t h e  ex-  
change r a t e  a d v a n t a g e  was a g a i n  r educed .  On t h e  b a s i s  of  
t h e  new r a t e s  o f  exchange ,  Korean i m p o r t e r s  s h o u l d  f i n d  t h a t  
U.S. p r o d u c t s  a r e  more c o m p e t i t i v e ,  a l t h o u g h  J a p a n e s e  com- 
p a n i e s  may r e d u c e  p r o f i t s  t o  r e t a i n  t h e i r  m a r k e t s .  T t  t a k e s  
t ime  f o r  s h i f t s  i n  r e l a t i v e  exchange r a t e s  t o  make an  impact  
on t h e  d i r e c t i o n  o f  t r a d e ,  b u t  i n  t h e  l o n g  run  i t  . should  h e l p  
U.S. e x p o r t s  t o  Korea. 

TRADE WITH JAPAN 

K o r e a 7 s  c h r o n i c  t r a d e  d e f i c i t  w i t h  J a p a n ,  which accoun ted  
f o r  more t h a n  h a l f  t h e  t o t a l  d e f i c i t  i n  r e c e n t  y e a r s ,  i s  a  
s e r i o u s  s t u m b l i n g  b l o c k  i n  K o r e a ' s  e f f o r t s  t o  improve i t s  
t r a d e  b a l a n c e .  Korea ' s  p r i n c i p a l  e x p o r t s  have  changed from 
p r i m a r y  p r o d u c t s  ( b a s i c  o r  u n f i n i s h e d  goods)  t o  manufac tu red  
goods. Korean manufac tu red  goods do n o t  s e l l  w e l l  i n  t h e  
J a p a n e s e  m a r k e t ,  t h e r e f o r e  i t s  e x p o r t s  t o  J a p a n  have  c o n t i n u e d  
t o  be  m a i n l y  p r i m a r y  p r o d u c t s .  

Accord ing  t o  a  s t u d y  by t h e  Korea Exchange Bank, K o r e a ' s  
t r a d e  b a l a n c e  c o u l d  b e  improved i f  J a p a n  would (13 f u r t h e r  
l i b e r a l i z e  i m p o r t s  . o f  p r i m a r y  p r o d u c t s ,  ( 2 )  r e d u c e  t a r i f f  
r a t e s  on ma jo r  Korean e x p o r t  i t e m s ,  (3) i n c l u d e  more Korean 
e x p o r t  p r o d u c t s  under  t h e  J a p a n e s e  p r e f e r e n t i a l  t a r i f f  s y s -  
tem, and ( 4 )  i n c r e a s e  t h e  number o f  Korean i t e m s  f a v o r e d  w i t h  
a r educed  v a l u e  added t a r i f f .  

J a p a n  h a s  l i b e r a l i z e d  i t s  i m p o r t  r e s t r i c t i o n s  ( q u o t a s )  
i n  r e c e n t  y e a r s ,  b u t  a s  o f  September 1971  t h e r e  were  s t i l l  
r e s t r i c t i o n s  on 4 0  i tems--more  t h a n  i n  o t h e r  e c o n o m i c a l l y  ad-  
vanced c o u n t r i e s .  For  example,  t h e  U n i t e d  S t a t e s  c o n t r o l l e d  
5 items, Canada 4 i t e m s ,  I t a l y  1 8  i t e m s ,  G r e a t  B r i t a i n  25 
i t e m s ,  and West Germany 38 i t e m s .  



O f  t h e  4 0  r e s t r i c t e d  i t ems ,  28 a r e  pr imary p roduc t s .  
This  adve r se ly  a f f e c t s  Korean-Japanese t r a d e  because  primary 
p roduc t s  make up more than  h a l f  o f  Korea 's  expo r t s  t o  Japan.  
Major pr imary product  e x p o r t s  t o  Japan s t i l l  on t h e  import  
r e s t r i c t i o n  l i s t  i n c l u d e  l a v e r ,  f i s h ,  d r i e d  c u t t l e f i s h , .  and 
a n t h r a c i t e  coa l .  

Japanese  t a r i f f  r a t e s  a r e  among t h e  h i g h e s t  of any ad- 
vanced count ry ,  and i t s  Government is a p p a r e n t l y  r e l u c t a n t  t o  
lower t h e s e  r a t e s ,  p a r t i c u l a r l y  f o r  t h e  pr imary produc ts  t h a t  
a r e  Korea 's  major expor t s  t o  Japan.  T a r i f f  r e d u c t i o n  meas- 
u r e s  t aken  by Japan i n  1971 a f f e c t e d  s e v e r a l  Korean expor t  
p roduc t s ,  bu t  t h e s e  measures d i d  no t  apply  t o  such major 
Korean expor t  i t ems  a s  l a v a r ,  f i s h ,  raw s i l k ,  woven s i l k  
f a b r i c s ,  foo twear ,  and plywood. 

Japan a l s o  has a  value-added t a r i f f  whereby t a r i f f s  a r e  
imposed on t h e  v a l u e  added t o  goods processed  o u t s i d e  t h e  
coun t ry ,  i . e . ,  raw m a t e r i a l s  expor ted  from Japan t o  ano the r  
count ry  f o r  p roces s ing  and l a t e r  r e t u r n e d  a s  f i n i s h e d  p roduc t s .  
Only 1 4  i t ems ,  most ly  e l e c t r o n i c ,  a r e  e l i g i b l e  f o r  e i t h e r  
r e d u c t i o n  o r  exemption from t h e s e  d u t i e s ,  and Korean-Japanese 
t r a d e  on t h e s e  i tems i s  minimal. On t h e  o t h e r  hand, c l o t h i n g  
--and e s p e c i a l l y  t h e  Japanese  s a s h  which is  processed  
mainly i n  Korea and i s  t h e  n a t i o n t s  l a r g e s t  s i n g l e  expor t  t o  
J a p a n - - i s  n o t  favored  under t h e  Japanese  system. 

I n  commenting on our  d r a f t  r e p o r t ,  A I D  and t h e  Department 
o f  S t a t e  s t a t e d  t h a t ,  a f t e r  GAOts  f i e l d  review,  Japan reduced 
bo th  t h e  number o f  b a s i c  i t ems  w i t h  import  r e s t r i c t i o n s  from 
4 0  t o  33 and t h e  t a r i f f  r a t e s  on c e r t a i n  imports .  The t a r i f f  
r a t e  r e d u c t i o n  measure, which became e f f e c t i v e  i n  November 
1 9 7 2 ,  has  a  number of  r e s t r i c t i o n s  however, and t h e r e  a r e  
i n d i c a t i o n s  t h a t  i t  w i l l  n o t  a f f e c t  Korean e x p o r t s  a s  much 
a s  t h e  Koreans had o r i g i n a l l y  contemplated.  

CONCLUSIONS 

When t h e  Uni ted S t a t e s  imposed q u o t a s  on t e x t i l e  impor t s  
and a temporary 10 -pe rcen t  s u r t a x  on a l l  impor t s ,  t h e  adverse  
e f f e c t s  on Korea and o t h e r  deve lop ing  c o u n t r i e s  r e c e i v e d  
widespread a t t e n t i o n .  A r e l a t i v e l y  l e s s e r  known b u t  more 

. s e r i o u s  o b s t a c l e  i n  KoreaJs e f f o r t s  t o  improve i t s  t r a d e  i m -  
ba lance  i s  Korea 's  c h r o n i c  d e f i c i t  w i t h  Japan .  I n  r e c e n t  
years  Japan accounted f o r  more than  h a l f  o f  Korea t s  t o t a l  
t r a d e  d e f i c i t ,  and i t  appears  l i k e l y  t h a t  Korea 's  o v e r a l l  



d e f i c i t  w i l l  remain i f  t h e  unfavorab le  t r a d e  ba lance  wi th  
Japan does not  improve cons ide rab ly .  

U.S. expor t s  t o  Korea have d e c l i n e d ,  as a  p e r c e n t  o f  
t o t a l  Korean impor t s ,  a s  t i e d  a i d  has decreased, and U.S. 
bus ines se s  have been g e t t i n g  a  very  sma l l  p o r t i o n  of t h e  
f o r e i g n  exchange purchases  from t h e  i n t e r n a t i o n a l  l end ing  
i n s t i t u t i o n s  l o a n s ,  There fore ,  except  f o r  s u b s i d i z e d  
a g r i c u l t u r a l  commodities, U.S. commercial t r a d e  p r o s p e c t s  
appear dim, 



CHAPTER 8 

SCOPE OF REVIEW 

This review of U.S. contributions to the Korean 
economy emphasizes official economic assistance programs 
for fiscal years 1968-72, Our in-country review was per- i 

formed primarily at the U.S. ?.lission to Korea and the joint 
U.S. Military Advisory Group in Seoul, Korea. Work was 
also done at other locations in Korea, including the of- 
fices of the Peace Corps, the U.S. Information service, 
and the International Monetary Fund Representative; at the 
Regional Disbursing Office, Manila, the Philippines; and 
in Washington, D.C., at the Departments of State, Defense, 
and Agriculture, and AID. 

We reviewed agency files and records, including the 
testimony of agency officials appearing before congres- 
sional committees, and conducted extensive interviews with 
the officials in charge of U.S. programs in Korea. In ad- 
dition, we examined special studies commissioned by AID 
and reports and other economic data compiled by various 
Korean sources. 
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Dear Mr. Stoval l :  
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Auditor General 
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DEPAR-TMENT OF STATE 

AGENCY FC)R I N T E R N A T I O N A L  DEVELOPMENT 

WASHINGTON. D.C. 20523 

ASSISTANT 
ADMINISTRATOR 

MEMORANDUM FOR: M r .  Edward F. Tennant 
Audit or General 

OCT 2 7  1 9 7 2  

SUBJECT: General Accounting Office Draft Report, 
"U.S. Assistance f o r  the Economic Develapment 
of the  Republic of Korea" 

The G A O t s  d r a f t  reportf'u.s. Assistance f o r  the Economic Development of 
the Republic of ~ o r e a "  i s  based on a comprehensive review and examination 
of U.S. economic assistance a c t i v i t i e s  in Korea during the years 1968 
through 1971. We have appreciated the chance t o  review the Report p r io r  
t o  i t s  publication. Our detai led comments, keyed t o  the chapters and 
sections of the draf t  report ,  are  attached. The comments a l so  represent 
the views of the Department of S ta te  which has asked A.I.D. t o  respond 
t o  the GAO on a jo in t  State-A.I.D. basis. 

We understand the Departments of Defense and Agriculture are submitting 
separate statements. However, the  attached State-A.I.D. comments have 
been reviewed and concurred i n  by the Agriculture Department. 

In general, we have found the Report t o  be balanced and f a i r  and we 
have taken few exceptions t o  GAO judgments and findings as t o  past  
actions. In many cases, GAO conclusions coincide with our own. Our 
differences a re  la rge ly  over po l ic ies  which a f f ec t  the future  of U.S. 
economic assistance t o  Korea. In t h i s  regard, we a re  hopeful t ha t  the 
GAO w i l l ,  in i ts  report  t o  the Congress, include as f'ull a statement of 
our views as i s  possible. 

We f e e l  t h a t  most of the Report and our response there to  can be 
unclassified.  We agree with the  c lass i f ica t ion  of the  U.S. objectives - 
i n  the  f i r s t  chapter. Only those sections of chapter 4 which give 
spec i f ic  de t a i l s  of future  mi l i t a ry  budget plans and present o r  a t u r e  
negotiations with the BOKG need be c lass i f ied.  We would recommend . - 
"Confidential" f o r  these portions. We have l e f t  t o  the  Department of 
Defense c m e n t s  on chapter 5. In chapter 6, there a re  comments on the 
U.S. Information Service which should be c lass i f ied  as  is  shown in the 
attachment. The section on a id  from Japan, in chapter 6, can be 
considered unclassified.  
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We hope the attached comments will be of assistance, 

Attachment: 

 fired D. White 
A c t i n g  Assistant A d m i n i s t r a t o r  
Bureau for A s i a  
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Detailed Connnents on 
Report Eatitled 

"U.S. Assistance for the Zconomic Development 
of the  Republic of Korea" 

Digest and Chapter 1, Introduction (pages 1-11) [See GAO note  2 ,  p .  95. ] 

[See GAO no te  1, p. 95.1 

Chapter 2, Korean E c o n d c  Developen% and the  Role of U.S. Assistance 
(Pages 12-22) 

Itorea8s Ekte& Debt: (Pages 14-15) 

We w e e  that Korea's external debt w i l l  continue t o  require close 
attention. Korean borrowing overseas has been substantial and it i s  
expected t o  continue t o  be at high levels during the 1972-1976 'Phird Five 
Year Plan period.- Restraint i n  foreign borrowing, part icular ly i n  the  short- 
term category, Illaximization of domestic savings, and continued strenuous 
efforts t o  increase foreign exchange earnings rill all be necessary. We do 
not feel, however, t h e  Korean debt s i tua t ion  is as worrisome as  the  &I0 
report suggests. In our opinion, there are  reasonable grounds for  optimism 
i n  the  $orean case that forefgn exchange earnings dl1 continue t o  grow as 
in the past and that debt obligations wil l  be properly m e t .  

[See GAO note  I, p .  95.1 



A P P E N D I X  I 

[See CAO n o t e  1 ,  p .  95.1 

Other Areas (page 16) 

The Report 's  c m e n t ,  page 16, t h a t  t he  R O E  continues t o  s t r e s s  
industrial expznsicn despite professions t o  the contrary, is not  supportable, 
i n  our view, considering recent  ac t ions  taken by t h e  ROKG i n  t h e  ag r i cu l t u r a l  
sector .  As t h e  GAO noted, the Korean Third Five-Year Plan ( F Y P )  s t r e s s e s  
"balanced economic s t ruc tu re"  and accords top  p r io r i ty  t o  the  development of 
the  agr icu l tu re1  sector .  For exam~le ,  the 1972 and proposed 1973 budgets 
r e f l e c t  a subs tan t ia l ly  increased ccmitment t o  deve lopen t  of t h e  r u r a l  
sector .  In  the  year i973, agr icu l tu re  and f i s h e r i e s  w i l l  receive about 31% 
of the deve lopen t  bud.@i. Moreover, t h e  ROKG's "New Comunity" program ( ~ a e  
~ ~ e u l ) ,  a massive e f f o r t  designed t o  s t imulate  t he  r u r a l  sec to r ,  was i n i t i a t e d  
i n  1971 and i s  nosr being substa i l t ia l ly  expmded i n  resources and scope. Such 
ac t ions  should help achieve Third Five-Year Plan object ives  f o r  the  sgr icu l -  
t u r a l  sector.  

GAO Vievs on t h e  U.S. Role: (Pages 19-20) 

The Report 's opinion on such matters as t h e  need f o r  continuing A.I.D.'s 
development loen program and the  terms of t he  PL 480 programs are commented 
upon i n  those sections of t h i s  parJer dealing with these  areas.  

A.I.D. Ternination Plan: (f ages 20-22) 

[See G4O n o t e  1, p .  95.1 

The USAID d id  agree t h a t  
t h e  concessional e lesen t  of U . S .  ass i s tance  should be progressively phased 
down and t e n i n a t o d  as soon as such ac t ion  becmss consis tent  with U.S. 
object ives .  There i s  co in ten t ion  on GUT Hiss ionfs  o r  on the Agency's pa r t  
t o  prolong U.S. econcdc  assisfYance beyond thf: point  when it ceases to be 
necessary for t h e  attairmeat of U.S. object ives  or  would c r ea t e  d is incent ives  
t o  Korea's self-6uTflciency. It i s  OLE? opinion, however, t h a t  i n  the  l i g h t  
of t h e  irrqglar pe r fo rance  of t he  Korean econmy over t h e  past year and of 
recent  events xhich have clouded the Korean economic outlook, the timing f o r  
a phase down of U.S. econonic a id  should r e m i n  f l ex ib l e .  - - . 

The 1972-1976 period of t he  Third Five-Year Plan may w e l l  prove t o  be  
t he  most c r u c i a l  of Korea's recent hiatory. While past economic progress has 

-'* 'Deen s igx i f i can t ,  t h e  achievement of Third P lm  object ives  - such as balance 
of payments inprovement and b e t t e r  d i s t r i bu t i on  of economic benef i t s  throughout 
Korean society - is  by no m~a.ns assured. The U.S. i n t e r e s t  i n  an independent 
and economically v iab le  Xepablic of Korea r e m i n s  c lea r .  



I n  summary, we bel ieve tha t  the U.S. economic ass is tance program can make 
its long-term contribution by supporting, t o  the extent possible, the  goals of  
the  ElOKG's Third Five Year Plan. This support should involve continued A.I.D. 
development lending, PL 480 long-term credits on c o n c e s s i o ~ s l  terms, and tech- 
nical assistance. The provision of such assistance through t h e  period of the 
Plan could be the capstone of the US. economic and security assistame to 
Korea and should lead t o  the acceptance and establishment of a firm foundation 

. for  an economic, soc ia l  and p o l i t i c a l  order which rulfills the requirements of 
U.S. basic policy objectives. 

Chapter 3, A h i n i s t r a t i o n  of the A.I.D. Program 

Private Enterprise Development: 

We agree t h a t  the 80KG exercises strong control  over major segments of 
the  economy and i n  a number of instances does so through d i r ec t  goverrment 
m e r s h i p  of fims. Goverment m e r s h i g ,  however, has been reduced sig- 
nif icant ly over t he  years. I n  199,  the ROKG m e d  or partially owned 103 
campanies; by tne  end of 1971 this number had been reduced t o  63. For t he  
G40ts reference, the following is a l i s t  of major enterpr ises  which reflect 
t h e  disposi t ion of stock holdings i n  the  pas t  four years. 

Korea Express Co. 
Hsnkuk Machinery Co. 
Korea Shipping Colp .  
Korea Shipbuilding Co . 
Inchon Heavy fnd. 
Dse Ban Iron Ore Co. 
BCorem Air l ines  
Korea O i l  Cow. 
Korea Smelting Cop. 
Korea Salt  Cory.  
Camaercial Bank of Korea 

G a d .  m e r s h i p  
prior  t o  disposal 

51.1 
69.4 
61.7 
76.1 
47.5 
100 
96.8 
75.0 
100 
87.0 
75- 7 

Present Govt. 
ownership 

None 
Rone 
None 
lone 
None 
None 
Plone 
5 6  ma 
None 
None 
21.6$* 

*ha ROXG is currently attempting to dispose of the balance of its 
ownership. The stock i n  t h i s  bank has already been subscribed more than 705 
by the private sector since the shares becme avai lable  i n  July 1972. 

[See GAO n o t e  1, p.  95,] 

While A.I .D.  funds have 
.been of s u b s t m t i a l  benef i t  t o  some enterprises i n  which the Korean Government 
has an ownership i n t e r e s t  - notable examples have been t h e  Korea Elec t r i c  
Compsny, the Korean National Railrosd and the Chungju Fertilizer Coqorat ion - 
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it should be noted t h a t  (1)  the  f i e l d s  were of ten ones i n  which only 
t h e  Government had adequate c a p i t a l  f o r  t h e  na jor  investrr_ents required; 
(2)  U.S. p r iva te  firm vere able  t o  become equi ty  par tners  i n  j o in t  
ventures with ROKG-o~med firm by vir tue '  of AD-OPIC investment insurance 

- and guaranties,  and (3) f a r  g rea te r  am~unts  of A.I.D. do l l a r  and l o c a l  
currency funds over the  years have aided Korean p r iva t e  en te rpr i ses  

- through the  loans of t h e  Korean develcpaent banks and t h r o y h  the  pro- 

.:. vis ion  of foreign exchange f o r  iaported machinery and r a w  materials .  

The Government and the  F e r t i l i z e r  Industry: (page 27)  

[See GAO n o t e  1, p .  9 5 . 1  

A s  the  Report s t a t e s  "U.S. ass i s tance  was I a g e l y  responsible f o r  t h e  
establishment of t h i s  industry." The pr7ime objective was t o  increase Korean 
use of chemical f e r t i l i z e r .  Tine government-mmed Chmg Ju F e r t i l i z e r  
Corporation was es tabl ished i n  th?  l a t e  1950's when it was decided by the  
ROKG t o  develop an indigenous Korean f e r t i l i z e r  industry. U.S. a id  t o  t he  
new industry was therefore  channeled t o  the  Chung Ju Corporation. 

When the  petrochenical  industry was being planned i n  t h e  mid-1960's a 
time-consuming, in-depth search was mcde by ROKG t o  loca te  p r iva t e  e n t i t y  
Korean par tners ,  but with l i t t l e  r e s u l t .  It soon became evident t h a t  only 
Chung Ju  had t he  t e c h i c a l  capab i l i ty  and c a p i t a l  t o  take t h e  lead i n  t he  
petrochemical develoment. It i s  s t i l l  t he  goverment ' s  s t a t ed  in ten t ,  however, 
to dives t  i t s e l f  of omership  i n  thn petrochemical cozpn iee  but, we under- 
stand, not at the  exTeme of lengthy delays i n  the  development of these 
import-substi tut ive indus t r i es .  

The Goverment and Agriculture : (page 28) 

c A s  t h e  GAO noted, A.I .D. has from tiroe t o  time aided the  National 
Agr icu l tu ra l  Cooperative Federation (IMCF). This is because RACF is  t h e  only 

' i n s t i t u t i o n  now ex i s tkg  in Korea wlnich of fe r s  agricultu-ral c r ed i t  a t  r e l a -  - .-  
t i v e l y  l o w  r a t e s  of irr terest .  The oriLy major a l t e rna t i ve  sources of c r e d i t  
for  Korean f a rne r s  mx pr iva te  money lenders,  who have charged i n t e r e s t  r a t e s  
running a s  ~ m c h  as 576 t o  1C$ per  month. The i n t e r e s t  r a t e s  charged by the  
NACF noma l ly  run from 3.5 t o  15% per annux, with t he  r a t e  hepending on t he  
purpose of the  loan and sowce  of funding. Korean c o m e r c i a l  banks do not 
provide a g r i c u l t u r a l  c r ed i t  loans. 
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NACF is a l so  the only organization able t o  provide a number of basic 
agr icu l tura l  services fo r  f a m e r s  such as  marketing, processing of agr icu l tura l  
products, sa le  of f e r t i l i z e r ,  e t c .  I t s  operations admittedly have indicated a 
number of nalagement shortcmings which the ROKG, A.I.D. and other donors hope 
t o  see corrected. On A . I . D . ' s  pa r t ,  a study of the NACF was carr ied out t h i s  
year by Xichigan S ta te  University under an A.I .D.  contract. The MSU team 
recmended  a major reorganization of FACF, for  greater  eff ic iency and b e t t e r  
service t o  farmers. The World B a n k  under a recent $10.5 mil l ion loan t o  
WCF f o r  agr icu l tura l  c red i t ,  w i l i  be financing managenient consulting services : 
f o r  NACF, t o  improve management information systems and recommend organizational 
changes. Moreover, the ROKG has indicated i ts  intent ion t o  a c t  on recomenda- 
t ions  for  reorganizing NACF so  it i s  our ex-pectation t h a t  the operations of 
the KACF w i l l  show a great  iniprovement in the  years t o  come. 

Loans f o r  % a l l  and Medium Sized F i r m :  (pages 29-31) 

The t o t a l  of AID developnent loans t o  intermediate c red i t  i n s t i t u t i ons  
(ICJ 's ) was, before deobligat ion of unused funds and sub-loan cancellations,  
$45 mill ion (not $53 mil l ion)  as follows: 

.. Million $ 

Korea Development Bank 
3 -loans t o t a l l i n g  

Medium Industry Bank ( 1  loan) 8.0 

Korea Development Finance Corp ( 1  loan) 

*Deobligations, etc. ,  have reduced t h i s  amount t o  $38.1 million. 

The development loans were made available t o  the  three ICI 's  t o  finance 
small and medium-sized firms which needed foreign exchange and t o  promote 
economic development. The Report a s se r t s  t h a t  a "s ignif icant  amount" of the  
A.I.D. loan funds helped la rge  well-established f i r s .  It i s ,  of course, 
arguable as  t o  what is  "s ignif icant"  and what const i tutes  a "large, well- 
established ?inn."  The de ta i led  c r i t e r i a  governing every I C I  sub-loan, however, 
required spec ia l  a t ten t ion  be given t o  the s i z e  of the firms requesting sub- 
loans, the s ize  of the  sub-projects, spec i a l  circumstances f o r  lending - i n  

. s p e c i a l c a s e s  - t o f i r m s w h i c h w e r e  subsidiar ies  o f l a r g e r f i r m s ,  coordination - 
\ 

among banks and many other matters, t o  assure t h a t  f inanc ia l ly  sound and 
economically meritworthy projects  were financed by the development banks 
with A.I.D. funds. I n  sone instances too  high a degree of f i nanc ia l  r i s k  - - 
mitigated against  I C I  and A.I.D. approval f o r  par t icu la r  sub-projects 
despite developmental a t t ract iveness ,  

With respect t o  A.I.D. program loans and the  AID Auditor General's 
f indings a s  t o  circumvention of l i n i t a t i o n s  on maximum sub-loan s i ze  
(discussed in pp 30 and 31) refund claims of $3 mil l ion have been f i l e d .  
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[See GAO n o t e  1,  p .  9 5  . ]  

Res t r ic t ions  on Export Limitations: (pages 32-33) 

Regarding t he  q ~ a r t e r l y  repor t s  from t e x t i l e  machinery purchasers 
using the  program l o a ,  our Mission has acknowledged t h a t  since a number 
of c e r t i f i c a t i o n s  of non-export were not received as  required, follow- 
up inqu i r ies  were i n  order t o  assure continued rece ip t  of these  c e r t i f i -  
cations.  

The Report suggests t h a t  an attempt be made t o  go beyond the  
c e r t i f i c a t i o n  and t o  independently v e r i f y  t h a t  equipnent financed by 
A . I . D .  not be used t o  mamfacture items f o r  U.S. export.  While such a 
monitoring task  night not prove too  d i f f i c u l t  in the  context of a pro jec t  
loan, where a l l  the  productive f a c i l i t i e s  a r e  financed with A . I . D .  funds, 
it is extremely d i f f i c u l t  i n  the  case of a program cr I C I  loan where 
only one or two pieces of equipment have been financed by A.I .D.  

Finally,  we should point  out t h a t  with respect  t o  the  Korean-U.S. 
agreements on cotton,  woolen and man-made f i b e r  t e x t i l e s ,  ROKG exports . -  

s a r e  monitored by the ROKG using a t e x t i l e  v i s a  system, and, of course, 
by the  U.S. Customs Bureau, 
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Control over Local Currency Generations: (pages 33-35) 

A. I .D. recognizes i t s  responsibility under t h e  1966 Foreign Loan Repayinent 
Specia l  Account Agreement with Korea and has increased i ts  surveil lance over 
t h i s  account. New operating procedwes have now been es tabl ished which w i l l  
ensure t h a t  there  w i l l  be continuous follow-up with senior  ROKG o f f i c i a l s  and 

- adequate repor t s  w i l l  be received as t o  use of U.S. generated l o c a l  currency 
within specif ied sectors  and a c t i v i t i e s  a s  progranmed. 

The Report, page 35, is  correct  with reference t o  the  Seoul Sewerage 
Treatment p ro jec t ;  a najor ,  or  a t  l e a s t  s ign i f ican t  fac to r ,  i n  the  delay of 
t h i s  p ro jec t  was a lack of l o c a l  currency. The problem centered around a 
dispute between the  ?rational Gn-ernment and the  City of Seoul over which 
l e v e l  of government should support the  project .  The problem was e -~en tua l l y  
solved when the  ROKG released funds a f t e r  a strong A.I .D.  p ro tes t  t h a t  the 
p ro jec t  and t he  use of t he  A.I.D. do l l a r s  were being un ju s t i f i ab ly  delayed. 

Need f o r  Development Loan Program: (Pages 35-36) 

[See GAO n o t e  I ,  p .  95  . ]  
The plans are  zo comlnue A.L.U. Qevelopment lending on a 

modest s ca l e  during the  Korean Third Five Year Plan period (1972-1976) 
(I) because of t he  U.S. i n t e r e s t  in the  continuation of Korean development 
and (2)  because foreign c a p i t a l  needs during the  Third Plan period w i l l  be 
very large ,  probably in excess of $4 b i l l i on .  While other donors a r e  expected 
t o  contribute subs t an t i a l  mounts of c a p i t a l  f o r  Korean development in the  years 
ahead t he r e  i s  no assurance t h a t  fore ign c a p i t a l  t a rge t s  w i l l  be met. 

[See GAO n o t e  1, 

We general ly  agree with t he  opinion t h a t  f inancing of ag r i cu l t u r a l  con- 
modities i s  more properly a function of PL 480 than development loans. A s  
indicated above, hobever, Korea's need f o r  long-term concessional c r e d i t  must 
be viewed from the  perspective of t o t a l  c a p i t a l  requirements and which ins t ru -  
ments c m  be used t o  meet such requirements. Korea's need f o r  commodity imports, 

. moreover, is  c l ea r ly  g rea te r  than t h a t  which can be provided through the  PL 480 . 
program, Cwunodity Credit  Corporation c r ed i t  sa les ,  or from non-U.S. sources. ' 

The th ree  r i c e  loans c i t ed  i n  the  GAO Report (page 36) met Korean needs . - .  
f o r  r i c e  on concessional terms, at  points  i n  time, when it appeared t h a t  the 
PL 480 budget could not accormodate fu r ther  r i c e  s a l e s  and when financing 

. arrangem?nts had t o  be completed f o r  the  Koreans t o  be assured t h e i r  r i c e  
.import requirements would be met. Additionally, t he  f i r s t  r i c e  loan, 
$35 mil l ion,  made i n  January 1971, served t o  insure t h a t  the  Korean r e s idua l  
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requirenent f o r  r i c e ,  200,020 metric tons - Seyo~ci t he  400,000 !.IT 
pledgzd e a r l i e r  by t h a  Japanese and 200,000 financed within the 
PL 480 budget - wculd be accornmodsted. 

It is, of coursq cor rec t ,  a s  the  Report s t a t e s  on Page 36, t h a t  con- 
cess ional  c a p i t a l  i s  avai lable  f o r  Korea from scurces besides A.I.D., such 
as the  World B a r k  and t'ne A s i m  Development Bank.  However, not a l l  of the  
sources c i t e d  by C-AO lend on a long-tern n a t x r i t y  bas is ,  i . e .  over 20 years. 
The U.S. Eqo r t - Inpo r t  Ewk, f cr exanple, and some of t he  lending sources i n  
Japan and West Serm,ny do not lend an. c o n c e s s i o ~ a l  terms. Again the  question 
of whether AID concessional loan f m d s  a r e  needed has t o  be judged i n  terms of 
Korean t o t a l  c a p i t a l  r ? q u i r e ~ e n t s ,  hox ~ u c h  can be e,ul;ected t o  be forthcoming 
from others and ?;hat cocs t i t u t e s  xi acceptable mix of shor t ,  medium and long 
t e r n  foreign c a p i t s l  f o r  t he  Korean s i tua t ion .  

It is  cur opinion t h a t  modest l e v e l  of A .I.D. development lending 
continues t o  be Sus t i f i ed  on t h i s  bas is .  

With respect  t o  t he  ~ F T O  development loans mentioned at  the  bottom of 
page 36 and t he  top or' page 37, the two i n d u s t r i a l  petrochemical p ro jec t s  - 
an a c r y l o n i t r i l e  p l m t ,  x i t h  a U.S. investor  involved, and an m o n i a / u r e a  
i ' e r t i l i z z r  projecr; - were high p r i o r i t y  i n d u s t r i a l  undertakings and although 
f i n a c i c g  had been see-xed f o r  the  m j c r  por t ion of t he  p ro jec t s  from European 
and Korean SQLrcis, A.I.D. funds were required t o  complete the  f inancing 
packages. This was because SOT? of t he  e q u i p ~ e n t  and services  had t o  be 
secured f ron  t3e  U.S. axd no other U.S, source could be found despi te  
strong e f f o r t s  by tk  project  sponsors. 

Follow-up on Pr io r  GAO Fecort : (page 37) 
Project  Delays : (pages 37-38) 

It is t r u e  t h a t  some A.I.D. p ro j ec t s  have been delayed i n  t he  pas t ;  it 
is probably unavoidable t h a t  some pro jec t s  w i l l  be delayed i n  the  fu ture ,  f o r  
various reasons, despi te  our be s t  e f f o r t s .  We note t h s t  the  Report o f f e r s  
no spec i f i c  c r i t i c i s a  other  than t h a t  delays occurred. Delays are  of ten 
brought about by the  str ingency of A.I.D. ru l e s  and procedures which were 
designed t o  assure t h a t  U.S. loan ~Zznds a r e  spent prudently. In our view, 
A.I.D. would bs nore j u s t i f i a b l y  c r i t i c i z e d  i f  shor t  cuts  were taken t o  
avoid ru l e s  and procedures s imp ly  t o  expedite p ro jec t s .  

SUPPORTING fLSSISTAEXE ( ~ a g ~ s  41-44) 

Deposits of Local Currency: (page 42) 

A s  noted in the  GAO repor t ,  Strpporting Assistance-generated counterpart 
deposi ts  were sometines d e l ~ y e d  i n  the  pas t .  Except f o r  a small  l o s s  t o  t h e  
5 percent U.S. use's accomt, t he  delayed deposi ts  have resu l ted  pri inari ly i n  
l e s s  l o c a l  currency Tor the  95 percent country use purposes. The ROKG has 
made up t h i s  s h o r t - f a l l  by providing from i t s  o m  resources the  di f ference 
between t he  programed amounts and the  counterpazt a v a i l a b i l i t i e s .  
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Tho A.I.D. Y.llssion is cmt inu ing  t o  p ress  the  ROKG f o r  prompt deposit  
of all coun te rpu t .  A l thxgh  our F i s s i o ~  has had d i f f i c u l t y  r e c o n c i l i ~ g  
the  GAO f i g w z s ,  the ROK3 h s s  m2e  la rge  iieposits sine3 the  GAO review a d  
has subs tan t ia l ly  reduced th-. counterpart delinquency. To prevent any lo s s  
t o  t he  U.S., ie now i n s i s t  t h a t  the  ROKG mzke immediate deposits  of the  U.S. 
uses counteirpmt. ,T'is U.S. port ion of deposits  is  now current .  

Refund Cla im:  (pages 43-44) 
b 

The continuation of pending refund claims against  the  ROKG is a 
p a r t i c u l a r l y  t roub lesme issue between A.I.D. and the  ROKG. We have made 
numerous requests f o r  set t lement without, s o  f a r ,  much success. We w i l l  
continue t o  p ress  f o r  e a r l y  l iqu ida t ions  of the  amounts due. 

The reprogramming of refunds, i n  t h e  cases the  GAO c i t e s ,  is  not a 
s e t t l e d  issue.  A s  t h e  Report notes, we have not ye t  received t he  funds 
owing t o  A.I.D. We vould expect t o  exmine ca re fu l ly  any proposal t o  
reprogrm the  funds t o  deternine whether it would be i n  the best  U.S, 
i n t e r e s t s .  

The GAO observation t h a t  the  goals and objectives of scme technica l  
ass is tance pro jec t s  hav2 been too  broadly sta,t,ed t o  permit a meaningful assess-  
ment of success, is  a ?air c r i t i c i sm.  Ln the  summer of 1971, the  A.I .D.  Mission 
began a progran t o  i n sk i t u t e  new pro jec t  design and evaluation concepts m d  i n  
oLr opinion, t h i s  has g r ea t l y  c l a r i f i e d  p ro jec t  objectives.  During FY 1972, 
fourteen technica l  ass is tance pro jec t  evaluations (continuing and terminating 
pro jec t s  m d  sub-projects)  were conducted by the  A l l j  Mission's p ro jec t  review 
panel. The main b s r o d u c t s  of t h i s  e f f o r t  have been a r ede f in i t i on  and 
i den t i f i c a t i on  of: ( a )  programing goals, l ink ing  them d i r e c t l y  t o  ROKG Third 
Five-Year Plan p i o r i t i e s ;  (b )  manageable and achievable t echn ica l  ass is tance 
pro jec t  purposes; ( c )   hat conditions we expect at  t he  successful  completion of 
p ro jec t s ;  and (d)  schedules f o r  inputs t o  meet changed conditions. 

Need f o r  Increased ROKG Support: 

The GAO Report has draw- the  conclusion t h a t  the  ROKG has not adequately 
supported AID technica l  ass is tance pro jec t s  and a t t r i b u t e s  p a r t  of the  cause t o  
"ROKG p r i o r i t i e s  not coinciding with those of the  United Sta tes ."  The Report is  
c r i t i c a l  of ROKG e f f o r t s  i n  t he  s o c i a l  sector ,  pa r t i cu l a r l y ,  noting t h a t  a 
planned AID t echn ica l  ass is tance pro jec t ,  which was t o  encompass a number of 6 

social welfase areas,  w a s  abandoned i n  October 1971. 

A t  the  outset ,  it should be noted t h a t  administrat ion of U.S. economic " 

ass is tance i s  within the  content of U,S. f o r e i  P l i c y  objectives and t h a t  
one of the  p r inc ip les  of t h e  Wixon Doctrine is8&opment decisions a r e  made 
by the  host  government. A s  we have s t a t e d  e a r l i e r ,  t h e  ROKG has addressed 
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soc ia l  problem's i n  t h e i r  Third Five-Year P lm,  though the Plan i s  admittedly 
vague in  p r o g r m a t i c  terms. A s  regards the proposed A.I .D.  Social  Welfare 
project,  the project plans were abandoned by A,I .D. owing principally t o  our 
own judgment tha t  the  project w ~ s  too vast i n  scope ar,d tkea tened  t o  be 
unmanageable. Moreover, we found the ROKG reaction t o  the proposal t o  be non- 
commitBal,indicating tha t  an American-desiwed soc ia l  welfare-project was f e l t  

- by the Koreans t o  be e i ther  inappropriate or of low p r io r i ty ,  

s The Public Sector: (pages 46-47) 

The GAO believes tha t  the A.I.D. participznt t ra ining program f o r  Koreans 
r e f l ec t s  an inappropriate emphasis on individuals i n  the ~ u b l i c  sector.  A.1.D- 
par t ic ipant  t ra ining program ac t iv i t i e s ,  i n  the first instance, represent only 
a portion of the foreign t raining tha t  Koreans ava i l  themselves of. For 
example, many private f i m s  arrarrge fo r  t h e i r  employees t o  receive t raining 
overseas witheut recowse t o  the ROKG or A.I.D. In  addition, many Koreans in 
private  firm receive overseas t ra in ing  mder arrangements with contractors 
and suppliers, some of which are under loan ccntracts financed by A.I.D. and 
other donors. Also, Koreans from private organizations receive t raining under 
the U. S . Government Fulbright Program and through private f our-dat ions, such as 
the Asia Foundation, which are  supported i n  p a t  by the U.S. Government. 

The A.I.D. e f fo r t s  t o  incresse the number of private sector individuals, 
under the grant-financed tec'nnical assistance program, have been complicated 
by questions of the propriety of ass i s t ing  cer tain pr ivste  companies - e.g. 
where the firms are  competitive i n  world markets wi th  U,S, firms or where the 
firms are able t o  pay f o r  the training themselves. We have established arrange 
ments whereby companies may now self-finance participant t ra ining under the 
A.I.D. program. 

Coordinating Donor Inputs : (Page 47) 

We agree with the GAO view t h a t  coordination among a id  donors and with 
ROKG is e s sen t i a l  i f  technical assistance resources are t o  be used where they 
are  needed most. However, it should again be noted tha t  donors do not have a 
free hand t o  plan technical assistance without regard f o r  ROKG p r i o r i t i e s  and 
considerations. - In Korea, the Economic Planning Board (EPB) serves i n  a 
coordinating capacity as the senior cabinet ministry within the ROKG. The 
EPB receives donor proposals, coordinates resowrce inputs and leads the Korean 
delegation t o  the meetings of the internat ional  consultative group on Korea. 

0 
The role  of the donor is  thus supportive rather  than determinative. 

- Health and Family f laming:  (pages 47-54) 
i, 

While ROKG budget support fo r  the population/family planning program 
has in  the past been l e s s  than A.S.D. might have desired, it nonetheless has 

. been suf f ic ien t  t o  support the program i n  an impressive manner. A s  the Report 
s t a t e s ,  the ROR National Assembly cut the CY 1972 budget f o r  family planning; 
however, the reduction i s  naw i n  the process of being restored; it has received 
cabinet approval =d is  being submitted in a supplemental budget, a budgetary 
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device used successfully in  previous years. In  a year of austere  
budgeting, we see t h i s  as a s ign i f ican t  indicat ion of the  importance 
attached t o  t h i s  c r i t i c a l  endeavor by the ROKG. Also noteworthy is 
the  f ac t  t h a t  the  e n t i r e  budgetary support f o r  the  program w i l l  be 
s t r i c t l y  from ROKG revenue sources, unlike pas t  years when much of the  
budgetary funding was derived from counterpart funds. 

Remedial ac t ion has been taken t o  correct  the commodity u t i l i z a t i o n  
def ic iencies  noted by the A. I .D.  Auditor General and c i t e d  i n  the  repor t ,  
pp. 49-50. Our Mission i s  cur ren t ly  working with the 14inister of Health and 
Socia l  Affai rs  t o  i den t i fy  s i tua t ions  where family planning commodities a r e  
not  being properly u t i l i z e d  and are making arrangements t o  s h i f t  these 
c a m o d i t i ~ s  t o  un i t s  which w i l l  use the  items f o r  the  family planning 
purposes intended. 

Additionally, a de ta i l ed  review of fu tu re  comodi ty  needs has l e d  t o  
a cutback of $232,000 i n  FY 1972 planned obligations and has eliminated some 
items e n t i r e l y  from fu ture  budgeting. The A.I.D. Mission i s  present ly  re -  
viewing the  s t a t u s  of a l l  commodities current ly  i n  the procurement pipel ine  
t o  re-examine the  e s s e n t i a l i t y  of the  commodities on order. As a r e s u l t  02 
t h i s  review, the  A.I .D.  Mission intends t o  cancel those not in shipment 
s t a tu s  t h a t  a r e  no longer considered e s sen t i a l  t o  p ro jec t  needs and w i l l  
take the  necessary act ion t o  deobligate the funds. The USAII) has a l s o  
eliminated fwd ing  f o r  commodity support f o r  the  program i n  FY 1973. 

The Report s t a t e s  ( p g e  51) t h a t  large  amounts of T i t l e  X funds have 
been obligated a t  year ' s  end. While t h i s  has been t rue  i n  pas t  years, f o r  a 
var ie ty  of reasons, FY 1972 funds f o r  the  Health and F m i l y  Planning pro jec t  
were obligated i n  Noveaber 1971, This e a r l y  obligation of funds resu l ted  
from a concerted attempt by the A.I.D. Mission t o  improve programming 
pract ices .  

We share some of t he  doubts re f lec ted  i n  the  Report about the  accuracy 
of Korean population s t a t i s t i c s .  Recognizing the shortcomings i n  Korean 
v i t a l  r eg i s t ra t ion ,  A.I.D. has, i n  the pas t  two years, FY 1971 and 1972, 
provided technica l  ass is tance under the  Health and Family Planning pro jec t  
t o  improve population s t a t i s t i c a l  data. 

We agree t h a t  the  TFYP goal  of reducing the  population growth r a t e  t o  
1.5 percent per year by 1976 is an ambitious t a rge t .  Nonetheless, we would 
submit t h a t  the  t a r g e t  is a t t a inab le ,  i f  fu tu re  long-range requirements of 
the  program are  c l ea r ly  iden t i f i ed  and a su f f i c i en t  amount of resources a r e  ?I 

directed thereto .  Toward t h i s  end, A.I.D. population o f f i c e r s  will pa r t i c ipa t e  
- t h i s  f a l l  i n  a multi-donor consortium sponsored and led  by the  United Nations *.  

Fund fo r  Population Ac t iv i t i e s  (UNFPA) t o  review and evaluate, with t he  ROKG, 
progress of a l l  donor family planning programs i n  order t o  i den t i fy  fu ture  

- requirements of the  Korean f a a i l y  planning program f o r  t he  next f i v e  years. 
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Chapter 4, Administration of the Food f o r  Peace Program: ( ~ z g e s  55-68) 

PL 480 and Military Support: (pages 58-60) 

[See GAO n o t e  1, p .  9 5 . 1  

Section 103(b) of the PL 480 Act provides t h a t  no agreements fo r  sales  
f o r  loca l  currencies be signed a f t e r  the December 31, 1971 deadline and 
therefore, In the absence of loca l  currency sales ,  there would normally not 
be any cmrencies available fo r  the purposes outlined in Section 104. How- 
ever, the Congress a l so  enacted the so-called "Purcell h ienbent , "  the 
proviso a t  the end of Section 103(b), ~rhich specif ical ly  s t a t e s  with respect 
t o  dol la r  or convertible loca l  currency credi t  sales  tha t  "except where 
(the President) determines it would be inconsistent with the objectives 
of the Act, (he) s h a l l  determine the amount of foreign currencies needed 
f o r  the uses specified i n  subsections (a),  (b), (c),  (e), and (h)  of 
Section 104, and the agreements for  such credi t  sales  s h a l l  provide fo r  
payment of such amounts in dol lars  or in  foreign currencies. . . ." 
Section 104(c) i s  of course the section re la t ing  t o  common defense, including 
in terna l  security. Thus, it i s  permissible, where deemed appropriate, 
t o  continue t o  grmt loca l  currencies under the Purcell  Amendment t o  aid- 
recipient countries fo r  mil i tary assistance purposes i n  the common defense. 

In Korea, however, the U.S. i s  now adhering t o  another arrangement 
under PL 483 which is a lso  permissible under t h a t  legis lat ion.  b s t e a d  
of granting l o c a l  currencies back t o  Korea under Section 103(b), the U.S. 
requires tha t  a l l  loca l  currency proceeds from the sa le  of commodities 
financed under PL 480 agreenents be fo r  economic develupment purposes. As 
with many foreign assistance inputs, t h i s  additional resource gives the h s t  
country additional options with respect t o  the use of i t s  own resources. And, 
as is  t rue  with any such input or' foreign aid, as long as tha t  input i s  used 
i n  accordance with governing legis lat ion,  as i s  t r u e  of the loca l  cuzrencies 
generated here, there  is  nothing i l l ega l ,  d i r ec t ly  or indirect ly ,  i n  whatever 
use t h i s  permits with respect t o  the aid-recipient 's  own resources, 

f Furthermore, as we have noted, while it would have been lega l ly  permis- 
sible, by vir tue of Section 103(b) above, t o  have granted U.S. owned l o c a l  

- - C 
currencies accruing t o  the U.S. under PL 480 t o  the ROKG f o r  t h i s  purpose, 
i n  t h i s  case the PL 480 currencies come from the "country use" portion of 
the PL 480 agreements, t ha t  i s  the sales  proceeds f o r  the ROKG of the corn- 

- modities financed under the credi t  agreements. These proceeds belong t o  the 
ROKG since it is  obligated t o  pay f o r  the commodities in  dollars.  



[See GAO no te  3 ,  p .  9 5 . 1  

Development Loans f o r  Rice Imports: 

The asser t ion tha t  the Development Lorn program has been used t o  over- 
come budgetary l imitations under PL 480, T i t l e  I has been answered in our 
remarks re la t ing  t o  the DL program. 

, 

Local Currency Generations f o r  U.S . . Uses : (pages 60-62) 

In commenting on the need for  loca l  currency f o r  U.S. uses, the GAO 
Report correctly notes tha t  the U.S. has s ignif icant ly increased the PL 480 
sales  program f o r  Korea. In f i s c a l  year 1972, the U.S. agreed t o  supply a 
t o t a l  $204 million of commodities under PL 480 Ti t le  I as compared with the 
FY 1971 l eve l  of $93 million. This substant ial ly  higher l eve l  ref lected a 
number of special  considerations--greatly increased Korean requirements fo r  
imported food grains, the higher l eve l  of the  MAP transfer  offset  i n  FY 1972 
(see ea r l i e r  comments), a Korean request fo r  special  a id  t o  counter an 
economic slawdown i n  1971 and 1972 and a policy decision by the U.S. Govern- 
ment t o  increase PL 480 support during the Third Five-Year Plan period. It 
was f e l t  t ha t  despite Korean success i n  achieving the goals of i ts  Second 
Five-Year Elan signif icaxt  economic obstacles l ay  ahead and tha t  the U.S. 
in te res t  was c lear ly  t o  a s s i s t  in the attainment of the overal l  objectives 
of the Third Plan - notably a great ly  strengthened balavlce of payments. 
Korean food imports had grown from $136 million in 1965 t o  $400 million i n  
1971. PL 480, which has helped Korea over the years in meeting its f o a l  
needs on concessional terms, was selected t o  be the major element of the 
increased U.S. support. 

Events of 1971, i n  par t icular ,  cast  doubt t h a t  Third Five-Year Plan 
goals could be achieved. The trade gap turned out t o  be $200 million more 
than expected. In addition, the agreement the U.S. reached with Korea i n  
1971, t o  l imi t  Korean exports of woolen and man-made f ?'-ber t e x t i l e s  t o  the 
U.S., threatened t o  reduce Korean foreign exchange earnings by $325 million 
aver f ive  years, according t o  estimates by U.S. Government economists. 
There were reduced foreign exchange earnings as a consequence of the 
reduction of U.S. troop strength i n  Korea and the 1% MAP deposit require- 
ments was introduced in to  the a id  legis lat ion.  

With respect t o  the loca l  currency provisions of PL 480 agreements, 
- at the same time the decision was reached t o  increase the l eve l  of PL 480 

- support, it was a l so  decided t o  aid Korea fo r  a limited period 5y increas- 
ing the "country use" portion of the sales  proceeds generated under PL 480 
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agreements. The increase was not substant ia l ,  however, when you take 
i n t o  account a l l  fac tors ,  including the  terms of the  MAP t r ans f e r  offset .  
and the  r i c e  sa les .  This act ion temporarily reversed the  trend of 
previous years towards higher U.S. uses and lower c o a ~ t r y  uses. The 
trend has been resumed again, however, and we expect U.S. use t o  show 
y e a r l y  increases. 

-. Deposits of Local Currency: (pages 62-63) 
L 

The problem of losses  due t o  l a t e  deposit of l o c a l  currency, which has 
concerned USG o f f i c i a l s  f o r  m y  months, has in our  pinion nm been - 
s a t i s f a c t o r i l y  resolved. A s  a r e su l t  of discussions with the  U.S. Treasury, 
the  b i l l i n g  procedure f o r  the deposit of l o c a l  currency has been changed. 
Requests f o r  deposits  are  now made i n  U.S. do l l a r  equivalent only and the  
applicable exchange r a t e  w i l l  be the prevai l ing r a t e  on the  date the  deposit 
is made by the  Korean Government. The r a t e  used i s  the  telegraphic t r ans f e r  
s e l l i n g  ra te ,  the  highest r a t e  which can be l ega l l y  used f o r  currency ex- 
changes. Theref ore, i n  the  f'uture, even if  a deposit s h d  be delayed, it 
will not r e s u l t  i n  a reduced amount of Korean Won received (barring an 
increase i n  the  Won's value) because the  r a t e  used w i l l  be the  highest r a t e  
possible on t he  day the  payment is  made. I n  any event, the  ROKG i s  now 
making the  proper l o c a l  currency deposits  promptly a f t e r  rece ip t  of 
b i l l i n g  f?rom the U.S. 

Additionally, the  Korean Government is  being b i l l e d  f o r  the  Won 
difference between the r a t e s  of exchange s t a t ed  i n  p r io r  b i l l i n g s  and the 
r&te  of exchange in e f f ec t  on the dates payments were made. Thus, any losses  
incurred on previous b i l l i n g s  as  a r e s u l t  of l a t e  deposits  aze being col lected 
f'rm the Korean Government. The ROKG has already been b i l l e d  f o r  the  Won 
equivalent of $324,024.60 f o r  losses  due t o  l a t e  deposits  before the b i l l i n g  
procedure was changed. Apprq r i a t e  payment is  expected promptly. 

Control Over Use of Local Currencies Generated Under CLCC Agreements: (page 64) 

It is  no longer A.I .D.  pol icy t o  require  deposits  of T i t l e  I country- 
owned proceeds i n t o  a spec ia l  accomt. However, where we have ex i s t ing  
agreements which require %his,  the  l o c a l  currencies w i l l  be aonitored by the 
A.I.D. Mission under new and t i gh t e r  control  procedures. In  e i t he r  case, 
the  Korean Goverment w i l l  s t i l l  be o t l iga ted  t o  submit periodic repor ts  
ce r t i fy ing  t o  the  rece ip t  and expenditure of the  s a l e s  proceeds. 

6 Self-Help Provisions: (page 64) 

The Report questions the  contribution of se l f -help  measures male t o  - T (a) increasing food production; (b ) the encouragenent of limest one product ion 
by pr iva te  producers; and ( c )  the  mt?eting of the  ROKG se l f -help  goals f o r  
limestone d i s t r i bu t i on  and f e r t i l i z e r  application. 
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We c a l l  the GAO's  a t tent ion t o  the detai led comments of the AID Mission 
during course of the 6CIO review, Ln br ief ,  t he  Mission noted tha t  with 
respect t o  food production: 

[See GAO note 1, p.  9 5 . ]  

3 .  Production increases a re  par t icu lar ly  d i f f i c u l t  t o  achieve i n  
Korea because of land limitations,  which has been recently 
aggravated by additional farm areas l o s t  t o  increased 
industrialization, urbanization and road construction. Also 
the available land i s  already being intensively cultivated and 
producing yields among the three or four highest in the world. 

With respect t o  limestone self-help targets ,  the Mission noted: 

1. The production of limestone by pr ivate  producers has i n  f a c t  been 
encouraged by the ROKG. But mmketing and dis t r ibut ion have been 
handled by the NACF mits of government because of the subsidy 
involved t o  promote i ts  use and the circumstance tha t  only the NACF 
has a nationwide out le t  system. 

2. Although the ROKG did not achieve the 1970-1971 t a rge t  of d is t r ibut ing  
500,000 me-kric tons of limestone t o  farmers, the 440,000 metric tons 
they did s e l l  represented 88 percent of the goal. 

In response t o  the Report's comment tha t  f e r t i l i z e r  usage was not 
increasing, as  one of the self-help targets  called for ,  the A D  Mission 
noted tha t  : 

"In the l a s t  analysis f e r t i l i z e r  application depends largely on the 
farmer, since it i s  he who decides how much f e r t i l i z e r  t o  use. The ROKG con- 
t inues t o  provide a substant ial  f e r t i l i z e r  subsidy, however, and usage continues 
t o  grow. Mission information shows that  f e r t i l i z e r  usages i n  CY 1970 was 

- 563,000 metric tons, or an increase of f ive percent over the CY 1969 usage; 
and i n  fac t ,  f e r t i l i z e r  application has increased every year since 1966. It 3 

is more meaningful t o  compare the CY 1970 achievement with CY 1969, rather  
- than with a PL 480 Agreement year which combines fract ions of two separate 

calendar years . " - 
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W e  endorse the judgment provided t o  the GAO e a r l i e r  by the Mission: 
tl ... the ROKG has made a concerted e f fo r t  i n  the agr icu l tura l  seU-help 

f i e ld .  Where progress has f a l l en  short ,  it has often been due more t o  over- 
ambitious goals being s e t  rather than the ROKG f a i lu re  t o  achieve meaningful 
r e su l t s  

- ConcZus ions and Recomendat ions : (pages 65-66 ) 

We do not agree with the GAO conclusion tha t  the s ize  of the PL 480 
concessional sales  program has served as a disincentive for  the ROKG t o  seek 
solutions t o  problems within i ts  agriculture sector.  The s ize  of the program 
re f l ec t s  a nmber of U.S. and Korear considerations: among them are the need 
of Korea f o r  substant ial  amounts of concessional financing during the Third 
Five-Year Plan, the desire of Korean ci t izens t o  see t h e i r  economic progress 
t ranslated in to  higher standards of l iving, the U.S. desire  t o  continue 
supporting Korem economic progress, as well  as  the U.S. desire t o  expand 
markets fo r  Anerican agricul tural  commodities. 

Furthermore, we see no lagging in t e res t  on the part  of the ROKG t o  increase 
A Korean agr icu l tura l  production or promote the welfare of i t s  r u r a l  population, 

e i ther  as a consequence of PL 480 concessional sales  or, as the Report suggests 
i n  an ea r l i e r  section, because of an alleged preference for  industr ia l izat ion 
over agricul tural  de-~elopment. As discussed ea r l i e r ,  the ROKG is taking concrete 
budgeting and planning steps t o  implement the ambitious r u r a l  development 
objectives of i ts  Third Five-Year Plan. 

Thus, it is  our judgment, concurred i n  by the Departments of State  and 
Agriculture, t ha t  continued substant ial  PL 480 assistance t o  Korea is fully 
jus t i f i ed  i n  terms of both U.S. and Korean interests .  

[See GAO n o t e  1, p. 95 .1  

Administration of the School Lunch Program: (pages 67-68) 
- - 
c We agree with the GAO opinion tha t  we should have coordinated our program 

contributions more closely with the ROKG1s part ic ipat ion and performance. We 
are working closely with the Korean Ministry of Education t o  assure t h a t  the 

'* - f i n a l  year of T i t l e  I1 contribution t o  the ROKG school lunch program is 
par t  of an enlarged and bet te r  actministered ef for t .  
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Chapter 5 ,  Impact of Military Programs: (pages 69-76) 

A sepaxate reply t o  the GAO report on the military programs in Korea 
-has been prepared by the Department of Defense. 

Chapter 6, Other United States  Programs and External Assistance: (Pages 77-86) 

The United States Information Agency has asked tha t  we pass along t o  
CrAO a suggested revision of the paragraphs a t  the bottom of page 79 and the 
top of page 80. 

U.S. Information Service: (page 79) 

[See GAO n o t e  3 ,  p .  95.1 

Page 80 - To carny out i t s  program, USIS employs a s t a f f  of about 14 Americans 
and 96 loca l  nationals and has an annual budget of approximately $1.5 million. 
Specific... .reseazch. 

Chapter 7, Korea's Trade Relations v i t h  Japan and the United States:  (pages 87-94: 

With respect t o  Japanese import res t r ic t ions ,  it is  suggested tha t  the 
information i n  your draf t  report  be updated t o  show tha t ,  since April  1972, 
there are 33 basic items, rather  than 40, t o  which import res t r ic t ions  apply. 

[See GAO n o t e  1, p .  95.1 

Moreover, i n  regard t o  the sec t ion- in  you.r-draft 
report  on competitive disadvantages in trade with Korea, it is  suggested tha t  
you add a statement along the l ines  of the following: 

Since the realignment of world currencies in December 1971 
the Japanese exchange r a t e  advantage over U.S. products in   ore an 
markets has been reduced by about 16%. On the basis of the new 
ra t e s  of exchange, Korean importers should f ind  tha t  U.S. products 
are more competitive, although Japanese competitors may reduce 
prof i t s  i n  order t o  r e t a in  t h e i r  markets. The impact of the s h i f t s  
i n  re la t ive  exchange ra tes  takes time t o  be f e l t ,  but over the 
longer term it is  v i r tua l ly  cer tain t o  help our exports t o  Korea. 
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[See GAO no te  1, p .  9 5 . 1  

GAO n o t e s :  

De le ted  comments r e l a t e  t o  m a t t e r s  i n  t h e  d r a f t  
r e p o r t  which a re  omi t t ed  from, o r  modif ied  i n ,  t h e  
f i n a l  r e p o r t .  

Page number r e f e r e n c e s  r e f e r  t o  pages o f  t h e  d r a f t  
r e p o r t  and may n o t  b e  t h e  same i n  t he  f i n a l  r e p o r t .  

Dele ted comments c o n t a i n  c l a s s i f i e d  i n fo rma t ion .  
They were used t o  t h e  e x t e n t  cons ide red  a p p r o p r i a t e  
i n  p r e p a r i n g  t h e  c l a s s i f i e d  supplemental  r e p o r t .  
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DEPARTMENT OF AGRICULTURE 
OFFICE O F  T H E  S E C R E T A R Y  

WASHINGTON. D. C. 2 0 2 5 0  

M r .  Oye V. S t o v a l l  
Direc tor  
United S t a t e s  General 

Accounting Office 
Washington, D. C. 20548 

November 2 1 ,  1 9 7 2  

Dear Mr. S t w a l l :  

This is in response to your request  f o r  Department comments an the  
proposed GAO repor t  t o  t h e  Congress on t h e  review of "U.S. Assistance 
f o r  the  Economic Development of the  Republic of Korea." 

We have reviewed and concurred i n  t h e  comments being submitted t o  
you by the Department of S t a t e  and t h e  Agency fo r  In te rna t iona l  
Development. Their detai led coments  deal  wi th  o v e r a l l  U.S. economic 
ass i s t ance  a c t i v i t i e s  i n  Korea and include conmrents on various 
aspects  of Publ ic  Law 480. 

Because of our r e e p o n s i b i l i t y  with respect  t o  P.L. 480 programs, w e  
a r e  submitt ing our coE.t2nta on p a r t s  of t h e  repor t  r e l a t i n g  t o  the  
adminis t ra t ion  of Publ ic  Law 480. 

The s e c t i o n  on P.L. 480 and m i l i t a r y  support on pages 58-60 conta ins  
a statement that the T i t l e  I, P.L. 480 l e g i s l a t i o n  does no t  allow 
proceeds generated under the  program t o  be used f o r  purposes o ther  
than economic development rand that "the Congress passed an amendment 
to  t h e  law which precluded the  use of P.L. 480 f o r  o ther  than economic 
development purposes a f t e r  December 31, 1971." This  statement r e l a t e s  
t o  the claim t h a t  P.L. 480 T i t l e  I was used as an i n d i r e c t  means of 
support ing t h e  H i l i t a r y  Assistance Program (MAP). Although sales f o r  
fore ign currencies  are not permitted a f t e r  December 31, 1971, sec t ion  
103(b) of P.L. 480 provides: 

"...except where he determines t h a t  it would be 
inconsis tent  with the ob jec t ives  of the  Act, the 
Pres ident  shall deterrnine t h e  amount of fore ign 
currencies  needed f o r  t h e  uses spec i f i ed  i n  
subsections ( a ) ,  (b), (c), (e), and (h) of 
s e c t i o n  104 and t h e  agreements f o r  such c r e d i t  
sales sha l l  provide f o r  payment of such amounts 
i n  d o l l a r s  or  i n  fore ign currencies  upon 
del ivery of the a g r i c u l t u r a l  comuodities...." 
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I n  the cese of the P.L. 480 acreement with Korea beinc reviewed, i t  
was decided t o  provide for  c r e d i t  arrangements f o r  80% of t h e  amount 
financed under the agreement and 20% of the  amount financed t o  be 
paid on demand and used for p a p e n t  of U.S. ob i iga t ions .  It was 
decided not  t o  provide f o r  a d d i t i o n a l  amounts t o  be pa id  on demand 
for the purposes s p e c i f i e d  under s e c t i o n  f04 (c )  (i,e., t o  be made 
a v a i l a b l e  a s  a g ran t  f o r  the c m o n  de fense )  i n  o rde r  t o  o b t a i n  a 

1 - 
3 

better r e t u r n  t o  the  United S t a t e s .  

Your review of t h i s  agreement a l s o  implies t h a t  the proceeds from 
1 

the s a l e  of c o m o d i t i e s  f inancsd under P.L. 480 on c r e d i t  terms m u s t  
be used f o r  economic development purposes a d d i t i o n a l  t o  those For 
which funds ere a v a i l a b l e  i n  the  r e c i p i e n t  c o u n t r y ' s  budget. The 
P.L. 480 statute does not  r e q u i r e  t ha t  t h e  economic development pur-  
poses t o  which t h e  sa les  proceeds are devoted be a d d i t i o n a l  t o  those 
which would otherwise  be c a r r i e d  out .  

On pages 60-62, t h e  proposed r e p o r t  i n d i c a t e s  t h a t  t h e  U.S. has 
s i g n i f i c a n t l y  increased  t h e  P.L. 480 concess iona l  s a l e s  proFrarn f o r  
Korea without r equ i r ing  a similar i nc rease  i n  thp, generation of l o c a l  
currency for U.S.  use, and i n  f a c t ,  the  percentage of l o c a l  currency 
generated f o r  t h e  U.S. has decreased.  The s u b s t a n t i a l l y  h igher  level 
of P.L. 480 progran ing  r e su l t s  frcm a number of cons ide ra t ions  such 
as increased  Korean requirements  f o r  food g r a i n  imports ,  t h e  r eques t  
by Korea f o r  special a s s i c t m x  because of an economic slcvdown in 
1971-72 and a d e c i s i o n  by t h e  U.S.  t o  i nc rease  P . L .  480 support 
during the Third Five-Year Plan  period. A t  the sme t h e ,  it was 
decided t o  a s s i s t  Korea f o r  a  l imi ted  period by reducing  t h e  po r t ion  
of the amount financed by the  United S t a t e s  which must be pa id  on 
demand f o r  U.S. u s e s .  Taking i n t o  account the  r ice s a l e s  and o t h e r  
f a c t o r s ,  inc luding  t h e  >LAP t r a n s f e r  o f f s e t ,  the decrease i n  payments 
for U.S. uses was not  s u b s t a n t i a l .  We have a l r e a d y  resumed the t r end  
of previous  years toward higher U.S. u s e s  i n  r e c e n t  agreements,  and 
w e  plan to continue to n e g o t i a t e  annual i n c r e a s e s  i n  U.S. use p o r t i o n s  
of P.L. 480 agreements with Korea. 

Me apprec i a t e  t h e  oppor tun i ty  t o  c m e n t  on the proposed r e p o r t .  
Concerning your questions 0i-1 the c l a s s i f i c a t i o n  of our c ~ m e n t s  and 
the r e p o r t ,  we concur i n  the r e c ~ e n d a t i o n s  made by ~tete/AID, and 

. the caments of t h i s  Department can be unclassified. 
i' 

Sincerely, 
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PRINCIPAL OFFICIALS HAVING 

MANAGEMENT RESPONSIBILITIES OVER MATTERS 

DISCUSSED IN THIS REPORT 

SECRETARY OF STATE: 
William P. Rogers 
Dean Rusk 

Tenure of office 
To From 

DEPARTMENT OF STATE 

Jan. 1969 
Jan. 1961 

ASSISTANT SECRETARY FOR EAST ASIAN 
AND PACIFIC AFFAIRS: 
Marshall Green Apr. 1969 
William P. Bundy Mar. 1964 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

ADMINISTRATOR: 
John A. Hannah 
~utherford M. Poats (acting) 
William S. Gaud 

ASSISTANT ADMINISTRATOR, BUREAU 
FOR ASIA (note a) : 
Donald G, MacDonald 

DIRECTOR, OFFICE OF EAST ASIA 
DEVELOPMENT PROGRAMS (note a) : 
Willard H. Meinecke (acting) 

ASSISTANT ADMINISTRATOR FOR 
EAST ASIA (note a) : 

Roderic L. 07Connor 
Robert H. Nooter (acting) 
John C. Bullitt 

Mar. 1969 
Jan. 1969 
Aug. 1966 

Feb. 1972 

Aug. 1971 

July 1969 
May 1969 
May 1967 

- 

Present 
Jan. 1969 

Present 
Apr. 1969 

Present 
Feb. 1969 
Jan. 1969 

Present 

Jan. 1972 

July 1971 
July 1969 
May 1969 



Tcnurc  o f  o f f i c e  
From To - 

AGENCY FOR INTERNATIONAL DEVELOPMENT ( c o n t i n u e d )  

ASSISTANT ADMINISTRATOR, BUREAU FOR 
SUPPORTING ASSISTANCE: 

L 

: - 
. L  Rober t  I I .  Nooter  Aug. 1972 

Roder ic  L. O'Connor Aug. 1971 

U.S. MISSION TO KOREA ( n o t e  b)  

U. S . ANBASSADOR : 
P h i l i p  C. Habib 
Wil l iam P o r t e r  
Winthrop G .  Brown 

Oct. 1971 
Aug. 1967 
Aug. 1964 

DIRECTOR, AID/KOREA ( n o t e  c )  : 
Michael ti. B. A d l e r  May 1971  
Howard E.  Houston J a n .  1970 
Mi les  Nedeman ( a c t i n g )  Nov. 1969 
Ifenry J .  Costanzo  S e p t .  1967 
J o e l  B e r n s t e i n  J u l y  1964 

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE: 
E l l i o t  R icha rdson  
Melvin R.  L a i r d  
C l a r k  M. C l i f f o r d  
Robert  S. McNanara 

J a n .  
Jan.  
Mar. 
Jan.  

ASSISTANT SECRETARY OF DEFENSE 
(INTERNATIONAL SECURITY AFFAIRS): 

Lawrence S. E a g l e b u r g e r  
( a c t i n g )  Jan.  

G .  Warren N u t t e r  Mar. 
Pau l  G .  Warnke Aug . 
John T.  McNaughton Mar. 

P r e s e n t  . 

Aug. 1972 

Presen t  
Aug. 1 9 7 1  
J u n e  1967 

P r e s e n t  
Apr. 1971 
Jan.- 1 9 7 0  
Nov. 1969 
Aug. 1967 

P r e s e n t  
J a n .  1 9 7 3  
J a n .  1969 
Feb.  1968 

P r e s e n t  
J a n .  1 9 7 3  
Feb. 1969  
J u l y  1967 
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Tenure o f  o f f i c e  
From - To - 

DEPARTMENT OF DEFENSE (con t inued)  

' f IEF,  J O I N T  MILITARY ASSISTANCE 
ADVISORY GROUP, KOREA: 

1 

Major General  H. S. 
Cunningham Sept .  1972 

Major General John S. Lekson Mar. 1 9 7 0  
Major General  L iv ings ton  N,  

Taylor  June 1968 
Major General  Raymond B. 

Marlin June 1966 

DEPARTMENT OF AGRICULTURE 

P r e s e n t  t 

Sept .  1972 

Mar. 1970 

June 1 9 6 8  

SECRETARY OF AGRICULTURE: 
E a r l  L. Butz 
C l i f f o r d  M. Hardin 
O r v i l l e  I,.- Freeman 

Dec. 1971 
Jan .  1969 
Jan.  1961 

P r e s e n t  
Nov, 1971 
Jan.  1969 

August 1971 and February 1972,  A I D  r e v i s e d  i t s  organ iza-  
t i o n a l  s t r u c t u r e .  The changes i n  t i t l e s  a r e  ref lected ac- 
cord ing ly .  

Embassy and AID/Korea f u n c t i o n s  a r e  combined i n  t h e  
U.S. Miss ion t o  Korea. 

' ~ l s o  a c t s  as Counselor f o r  Economic A f f a i r s  f o r  t h e  U.S. 
Embassy i n  Korea. 
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