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Non-Capital Project Paper (PROP)

Country: Republic of Korea Project No: 489-15-930-677
Submission Date: Original _ X Revision No.
Project Title: Private knterprise Development

U.S. Ubligation Span: FY 1971 through FY 1975
Physicul Implementation Span: FY 1971 through FY 1976
Gross life-of-project financial requirements:
U.S. dollars: $614,000
Cooperating country cash contribution: K22,500,000
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a, Summary Dgscrigg;on

The Republic of Korea (KUK)®s continusd development depends greatly
uponthe nation's success in fostering the growth of private enterprise
and in attracting ineressed foresign private investuent, especially yx to the
Private sector. So far, Korea hus been relatively successiul in these
areas, and hus laid the groundwork for aduitional progress. Some
improvement hus been made recently in the investment climute ana the KUK
hus shown that it is Capuble of attracting substantial investment. However,
further assistance is nueded to encourage continued private foreign equity . .
investment in priority areas und to advise the Hepublic of Korea Government
(RUKG) om more efficient investmant analysis and procedures.,
al the same time, there is a great need for the modernization of.
business practices and the honegy and capital markets in the RUK. Korea
needs to improve its methods of flanagement ; produetion and marketing in
business and industry in order to produce more goods of better guality and
to be more competitive in the international m.rket. in addition, Korean
- money/capital markets must be expanded and becoms wore.efficient so as to
facilitate the access of private industry to local capital on longer terms
than is now gencrally possible and at reasonable costs. The development of
a capital murket would permit better allocation of investment resources
Jnd increased responsiveness of capital to market mechanisms. 1n addition,
an improved capital murket would &ive the rapidly developing urban middle
class un opportunity ror eyuity investment in the prowing economic prosperity
and, in accora with Title IX of the Forelgn assistance act, would have a
welcome diffusing eirect on the ownership of industry and business.

n Under this proposea project ali will help the RUK estublig oved
Anvestment proccuures to attract increased amounts of private investment

" for the development oi the koy segments of the Korean econowy. This
project will also spur_the growth of the private_sector through the L—
development oI money and cupital mirkets and by the further introduction
Ol modern business practiccs through the Korea rroductivity Center and other
private business organizutions. It is plamned that this project™will fund
up Lo two direct hire udvisors, threec to fouy short-term institutional
contract aavisors and, up to rifteen pdrticipants per yeur, us well as
limted commoditics.,

4 summary of the overall financing of this project is attmched
hereto,

UNCT.SSLFIED
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Non-Capital Project Funding

PRUP bute:

Pro cet Ho: 48Y-15-430-677

bollay Funding (wUy)

Lirect Contract Com- Uther

Jear Hire = _Pndis_ Services PFRurticipants modities Costs Total
Prior thru FY 197u — - - - - - -
FY 1971 36 - 25 32 - - 93
FI 1972 75 - 0 53 - - 148
FY 1973 76 - 16 LY - - 141
FY 1974 78 - 12 45 135.

FY 1975 3. - 8 —2d - TR Y .
Total: 298 8l 230 5 614,

loecal Currency rinaing (z;uoog

Year
Prior thru 1970 -
1971 5,00
1972 5,50V
1973 LySy
2974 4o
1975 —da A

Totals  22,50v

In addition, it is unticipateu that the WUKG will provide additional Wom
from its budget to help support activities rolated to this project.

UNCLusSSLE Tiuw
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B, Setting/Env,rcnment

The Kepublic vy Korea (HUK) has mado great strides in recent
years alcng the puth of econcmic development. in 19569 alcne, the
GiP rate of growth increased 15, ? percent, industrial pruduction and
expcerts centinued te rise, and the level ¢f annual per capita income
reached o new high of $195. Much of this rapid develcpment has been
due to an imprceved invesiment climale in Korea which has led to an
snrlux i foreign private investment in the UK. For exumple, almost
$5 m.llicn in equity was invested 1n Kores in 1469 by private fureign
enterprises, while numercus other investments were made in the form
i private ana g vernment loans and credita.

in centributing to the RUK's cconumic development., the U.S. has
pr.vided technical assistance tc herp the HOK create u more favurable
private investment climabe and to attract increased amcunts oi capital.
koth the help cf U.S. advisors and train.ng supplied under an ALl
precct, ent1b@3 vate investment Promctiun, the ROKG has established
scme basic policles; laws, and reLuxatlons to ) praacte foreign private
investment .n Xeres. lhg RUKG's Uttice oi investmenl Promotion (UiP)
waB Set up on the advice of USALD «dvisors and now serves us a
focal pusnt {or administering the Korean fure.gn investment program.
tecuuse the ob ectives of this earlier AlL pro,ect have now been
rargely acecmplished, .t has terminuted, as planned, at the end of
Y 1Y7u.

bhite the abuve progress has been nuteworthy, the RUK at:ll needs
{urther technical assistance in the fields ol private investment
Frimction and private enterprise develcpment in urder to maintain
the naticn's pregress. The Koreun ecuncmy ccntinually requires
additicnal scurces of capital to ussist Kerea's industry and private
business scetor. Uniurbunately, domestic savings, especially from
Lhe provate sector, are guite low and are not inereasing at a rate
sufficient to meet the RUK's investment demanus. 1n additicm, the
nat. cn's cuntinued eccncmic growth could be sericusly threatened by
the substantial debt gervice burden resuiting from recent, heavy
borrewings. whil > the RUKG is now taking scme steps to counter
this situaticn, bJJ.LIﬂLtng the amount c¢i new loans taken un
and reducing the growth rate or GilP to a more manageable level,
it is ulse apparent that Kores must d.ttract more private direct equity
mvestmunt . bot.h fereign and domestic.

UNCLASSLFIED



sLlUfw TORID A=__g g & UNCLASSLFL k) , 6

tne means ci vbtaining thie needed capital is through inc {oreig
-nvestment. bhilo the ROK has alreusdy shown that it is capable of attracting scme

axtornal investment, it has. alsc become evident that numerius problems atill
exist. Koerea's investment promction activities are minimal. in recent years, the
RUK has hud increasing diificulty in successiully cumpeting with other countries
ror the available fureign capital. In addition, the ROKG hus encountered

numercus prcblems in properly identifying priority areqss of investment which are
Luth pocd tusiness ventures and alse important contributions tuv the natiun's
development. finally, the RUXG has had problems in analyzing investment

propesals according to well-established criteria and in expediting the investment
revicw precess.

4l the sume time, the RUKG does not appeur to fully understand what potential
icrelgn 1nvestors are lucking tor in Korea and what services and infcrmation
should be provided to them. Fureign businessmen often experience umnecessury
problems and excessive im socomonaaikiogoookit  “red-tupe® in coumrunicating with
ULP unu the other LUKG off:ces which have respumsibility ior promoting or
:mplementing, investuents. also, government regulaticns regarding taxation,
import centrols, licensing, credit distribution, ana cther areas often serve
48 disincent.ves to increased foreign invesiment.

a4 durther ccmplicating factor in develcp:ng Kirean private enterprise and
in assisviny, the growth oi the nation’s econuyy is thé scarcity of domestic
capital uvasliubie 4t reascnable costs. Local capital in Kobea is still quite
limted and berrow.-ng on the uncrganized money market is very expensive and
hazurucus. The low level of inexpensive dumestic capital has not only adversely
aflected the (rowth oi’ private industry and business but has also tended to
lessen the ability ol the RUK to attract and effectively use foreign investiment.
This situaticn hus alsu encouraged 4 continuing preference for deficit over
equity Rkmx {inancing and «n increase in demand for foreign lcams. So far,
creanized rinance in Koreu has been able to provide only a small portion of
the naticn's increasing capital requircments. Thereftrse, what is now y required | .
us the uevelopment ol a realistic and adequately regulated capital and money
market to help make mere capital available at reasonable ccsts in order to help
Private bus.ness and industry and tu ccntribute to the nation's long-term
eccuricrn ¢ devolopment.. ‘

in additivn, largely because cupital is scarce in Korea and credit expensive,
the RUKG has hid to provide much of the demestic capital and is a partaer in a

number cof industrial and business enterprises. Th _Mm_nmm___
demestic ipdustzies. MMLMW&Mlm of

private business and has alsc fostered the concentratiocn of wealth in the hands
of a E?EZEM Led_olite. 1t not only has an unhealthy effect on the nation's
econcmy, but, in restricting the participatory base of the economy, also impedes
social develupmc,nto The ‘has” indicated that it wants to tranafer.to-the-.
private sector scme of the industrial firms which the Government now °“t?wi' .
contrcls. A mere develcped capital market would greatly facilitate this *

UNCLASSIFLib
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A further problem affecting the development of private emterprise
in Korea is the use of traditional methods of management, production, and
marketing in business and indistry. With the dikcepticn of & TeW ~—
vutstanding ccmpanies, Korean industry and business is still mampered
by its use of inefficient business prucedures and outdated production
methods. The result has been the production ol relatively low quality,
high cost prcducts which do not adequately meet the growing demands of
a maturing domestic market and which retard Korea's important efiorts
to cumpete effectively in the internaticnal market.

within the context of Korea's develcpment program, it has become
increasingly evident that a prereqguisite for the nation's ccntinued
industr.al and business development and econoimc progress is ah increased
use of the practical operating and management skills and the basic tuols
of day-to-day operaticns, sathout which no manufacturing or commercial
unit can hope to survive in a competitive econcmy. These capabilities
are inseparably identified with any effort to develcp Koreu's cwerall
cconomy, to spur the growth of private industry, and tu achieve
international acceptunce of Koreuan-msde products. Scme U.S. technical
asgistance hus already been dirscted Lowurda thesc areas, particularly
tv the Korea Productivity Center, with moderate suCCEss . However, because
of its vital importance tc the develcpment of the Korean econumy and
private sector, further assistance is required, especially after
FY 1971 when the Industrial. Vevelopment Pro ect terminates.

in recogniticn of the above technical assistance requiremente,
the RUKG has requested additional aid fxrom the U.5. The USA1D has
responded by agreeing to request approval ior a project to proude
advisory services, training and limited commodites for private ~
'enterpnse develcpment cver the course of F the next. flve yeara. )

C. Strateuy
The U.S5. strategy in this project is tu encourage the growth and

.development of private enterprise in Korea in order to accelerate the
nation’s continued economic growth and to Icster the social and
political beneilits that can accrue irom asuch development. Although it
hus been forced to work under severe eccncmic and political handicape,
the private sector in Kocrea has been able tc provide much of the
dynamism behind Korca's recent growth. This project will demonstrate
the U.5.%s continuing concern for private enterprise ani will facilitate
the further development of this impcrtamt sectir of the Korean economy.

UNCLASSIFIED
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At the sume time, this project is intended to assist the ROK in
maintaining its position as an attractive forsign investment arsa. an

econcmy with a well developed private sector and not overly controlled & &

by the Gevernment is more atiractive to private foreign investment,
including U.S. investment. In addition, a ccuntry that has a healthy
outlock towards foreign investment with smoothly operating investment
prucedures hus a greater chance of obtaining increased amounts of
capital for the nation's development program.

in helping to attract foreign .nvestment to Korea under this pro_ect,
increased emphusis will be placed upcn improved procedures for and the
Anducement of private equiiy .nveatment, in order to stay within the
financial gudelines prescribed by the International Monetary Fund and
numerous creditor nations. In this way Kcrea's economy will be assisted
by being better able to stay on a sound financial fouting and by
maintaining a better international credit rating. 1e end result should
be increased equity investment in Kcrea's development. ~~ T v

St11l ancther part of the U.S. strategy assisted in part by this
project is to help introduce into Korea modern financial and businces
.ideas and practices, especially in the privat® sector. 4s Korea
enters the modern business era, it must have up-to-date skilis and
concepts in crder to cope successfully with new and complex problums of
business and finance. By utilizing more modern practices it is
antjcipated that Kcrea's private industrial and commersial sector will
be able to produce mcre and better quality gouds for damsstic consumpticn
and tu increase the nation's exports. In additiom, the expansion and
improvemont of the money/capital market system is intended not only .
tc assisl the development of the private sector, but also tc help
provide more capital for Korean industry and business and thereby
contribute tc the overall growth of the nation's econcmy.

This prcject will be carefully coordinated by the Misgiocn with other
U.S. assistunce projects as well us with any aid which may be supplied
in the ruture by other donor naticns, international organizations, and
private associations.

UNCLASSIF1ED
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b.

Piannod Targets, Results and Output

This project is deaigned to achieve the following objectives:
Co

a)

b)

c)

d)

e)

f)

g)

h)

i)

assist the UIP to identily, evaluate and develcp investment
-pportunities in priority areas where privafé enterprise would
be m.st conducive to ROK development (by end of FTI 1971 und
cont:nung);

help the RUKG intensify private investment. rromotion cperations
80 as to attract increased umcunts of private foreign capital
substantially beycnd present levels (by end of FY 197l and
centinuw ng);

establ.sh and imprcve standard procedures for the RUKG's prompt,
elfective analysis uand evaluation oi fureign investment
propesals (by end of FY 1971);

aseist the RUKG in prov:ding suitable follow-up assistance
to private foreign investors in order to facilitate the
implementation ot investment projecis and also attract
addit:.cnal investments {by end of FY 1971 and continuing);

urge the KUKG fo assume a more modest roie in business and to
adept fiscal, tux and trade policiee which would make it less
competitive with and mure helpiful to private enterprise

(by FY 1975);

186ist the Ministry of Finance (MUF) and private business in
setting up & commercial paper market (by end or FY 1971);

auvise the MOF on ways of increasiug the aupply cf and
demand for securities and asaist in improving the methods of
trading these securit.es (by end of FY 1972);

provide continuing advisory services to private business
orgamzations on improved businese practices so as to furthor
help the growth of Korea's private sector (by FY 1971 end
continuing); and

advise the Korean Productivity Center about wuys to further
improve the quality of its consulting services to Korean
private business (FY 1972 and contimuing)

r

UNCLASSIFIED
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E. Course of Action

The USAID proposes to achieve the aforementioned targets through the provision of
technical advice, training, and limited commodities, Where appropriate the USAID
may utilize AID's Feasibility Study Development Loan (489.H-030) and the pre-
investment survey pProgram in connection with this project. This technical assistance
project will alsc he carefully coordinated with the programs of other organizations,
suck as tie Inlﬁmtmlﬂxec'n&e.Sewieeﬁvrps (IESC). The ROKG, Korean
financial institutions, and Private Korean organizations will make comparable
contributions as well.

This project will finance the services of up to two direct-hire technicians. One
advisor, a apecialist in finance and investment, will apsist the appropriate ROKG
offices cn investment review and analysis and private enterprise development. A
second advisor, a specialist in international trade and investment, will help advise
the ROKG on increased investment pPromotion and policies and administrative pro-
cedures to facilitate the flow of investments into Korea. These advisore will also

» make a.surycy of present foreign investors in Korea to help determine what problems

exist in order to recommend needed changes in the ROKG s foreign investment pro-
motion activities,

Tke above USAID advisors will also administe;f AID's Specific Risk Guranty Program,
In addition, a business and industrial plant operations specialist, now funded under the
Industrial Development Project which termim tes at the end of FY 1971, will work
with this new prcject to help promote Korea's private sector. This advisor will help
private firms in improving their operations and asgsist in promoting joint ventures and
technical and trade agreements with foreign private firms,

This project will fund the short-term services of various specialists, mainly. in money
and capital markets. These advisors will assist the Koreans in implementing programs
to help provide morc credit to private business, to reducg undue reliance on the
unorganized money markets, and to strengthen the capital market structure and
operations., During FY 1971, a banking and financial specialist, funded under the
Technical Support Froject, will help provide advisory services to the ROKG on money
and capital markets,

It is alsc proposed that this project finance training and obnemz;m,tg_gg in the U, S.

and third countries for up to 15 Korean participante per year. These participants,
selected especially from the Private sector, will see first hand what private invest-

ment promotion work is be ing done by other countries, confer with U.5. business
associations concerning U. S, investment in Korea, observe :maey and capital

market operations in the U, S,, and ~cceive training in American business know-

how and industrial practices for adaptation in Korca. It is also Aanticipated that some [ —
funds under this project may be used to purchase library materials, textbooks,

. and professional journala for Korean organizations, UNCLASSIFIED
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Upcn termination of this Private Enterprise Development Project,
;4 18 expected that the RCKG will have achieved significantly more

expertise (n private enterprise promotion and investment analysis.

+t 39 also anticipated that Korea's private buaingss sector and

and cap;tal markets w.l] have been sgreatly assisted by the efforts mude
under this proguct,

Further details on this project will be set forth in Project
imp. anentation Plans or in any revisions to this PRUP,

UilCLasal FLED
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