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Project Aid Allocation in the 1950s

7-1 Composition of Project Aid

Hello. I am Ryu Sang-yun. Welcome to Korean Economy and Foreign Aid. |
appreciate your interest in the history of Korean economy. This lecture focuses on how
the US project aid to Korea was allocated in the 1950s.

As mentioned in the previous lecture, the major economic development aid in the
1950s was from the FOA/ICA as project aid and non-project aid. Project aid provided
imported goods and consulting services that were needed to conduct certain projects.
Housing and road constructions are examples.

The US, aiming immediate price stabilization, preferred non-project aid that brought
necessary goods to project aid that was less effective in price stabilization and
time-consuming. So, as a result of the agreement between South Korea and the United
States, or more accurately, due to pressure from the US, the proportion of project
funding from South Korea remained at around 30%.

Although the rate of project aid was lower than non-project aid, it was still
meaningful. Project aid provided by the FOA/ICA from 1954 to 1960 amounted to $440
million in total. Every year from 1955 to 1957, Korea received the goods and services
worth  $100 million dollars. Despite the lower rate of project aid compared to
non-project aid, the total amount of it was still immense.
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There were eight sectors in project aid. Let's look at the total aid in each sector
from 1954 to 1960. The highest is transportation (42%) followed by mining and
industry (31%), social welfare and housing (8%), agriculture and resources (6%), health
and sanitary (4%), education (4%), and public administration (1%). Transportation and
mining and industry were dominant sectors.

Let's look at the subcategories of six sectors. Under transportation, there are seven
subcategories: road and bridge, city transportation facility, railroad, port, civil aviation,
ship operation, and others.

Railroad received $150 million, which was 81% of the total $190 million for
transportation. In detail, $70 million, the biggest amount, was spent on coal for train.
The rest was spent on railroad construction, train cars, and diesel trains.

The subcategories of mining and industry are mining, electricity, communications,
manufacturing, civil engineering, and others. $67 million on manufacturing and $46
million on electricity were the major spending out of the total $140 million. In
manufacturing, $39 million was spent on the fertilizer plant construction and $24
million on small plant constructions.

WEe'll look into these two project in the following lecture. In electricity, $28 million
was spent on building thermal power plants and $10 million on restoring the Hwacheon
hydropower plant.

Social welfare and housing sector consists of community development, social
welfare, housing, AFAK, and others. Out of the total $36 million, $16 million went into
social welfare projects, and $10 million into AFAK. Social welfare projects were mainly
relief goods. AFAK stands for Armed Forces Aid to Korea. The FOA/ICA also provided
funds.
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Agriculture and resources is comprised of agricultural research, land and irrigation,
grain and livestock, forestry, fisheries, and others. Out of the total $28 million, land
and irrigation received $14 million.

Health and sanitary consists of infectious disease prevention, urban sanitary,
sanitary and hospitals, and others. Of the total $17 million, urban sanitary projects
received $12 million for water supply restoration.

Education is comprised of technical education, special and higher education, and
others. Out of the total $16 million, $11 million went into special and higher education.
The Minnesota Program was part of it.

Now, we'll look at how project aid was allocated. Trade Yearbooks show project aid
and non-project aid allocation methods titled ‘Procurement Type'in their progress table.
In this 1956 edition, the aid funds were allocated to agricultural research projects and
agricultural development projects following the method A.

Method A is procurement by US agencies. C is by specified end-users. D is by the
Korean Office of Supply. E is special procurement. And there are others. Unlike
non-project aid, project aid did not include the method B, procurement for civilian
demand, Others meant no allocation method was specified. They included technician
dispatch or technical support.

The graph shows the allocation methods from 1954 to 1958. In many cases, it
took vyears for project aid funds to be allocated. Keep in mind that there is a
difference between the figures on the graph and the actual amount received every
year. That is why the graph ends at the fiscal year 1958.

In the sum of the five years, the method A accounted for 45%, D 20%, E 17%, C
90%, and others 9%. By years, E was 59% in 1954, after which it dropped sharply.
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The 59% was due to restoring and constructing power plants and building a
fertilizer plant in Choongju-si. They were major projects under the method E. We'll take
a closer look at the Choongju Fertilizer Plant construction as an example of spcial
procurement next time.

In 1955 and 1956, more than half of the funds were allocated by the method A,
procurement by US agencies. They purchased coal for train fuel. Purchase by end
users, which jumped to 19% in 1957 was related to the small plant constructions.

Non-project aid funds for purchasing raw cotton were allocated to cotton textile
companies. As such, SMEs plant construction supplies were allocated to the relevant
companies. Unlike the end users of non-project aid, the project aid end users were the
companies that did not have existing facilities but had to build new ones. So, there
was an evaluation process for selecting recipients.

In 1957 and 1958, the method D, procurement by the Office of Supply, increased
to 35% and then 44%. It shows that a big part of the procurement process was
transferred from the US to the Korean government.

So far, we looked at the composition of the FOA/ICA project aid by sectors and by
allocation methods. Next time, we'll look into project aid allocation with example
projects in manufacturing. The first example will be the Choongju Fertilizer Plant and
the discussions between the US and Korean governments.
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7-2 Plan for Fertilizer Plant Construction through Aid

Hello, everyone. In the previous lecture, we looked at project aid by sectors and by
allocation methods. This lecture and the following lecture will discuss the fertilizer plant
construction, which was one of the biggest recipients of the FOA/ICA project aid funds.
Our main material is the 2020 PhD thesis in History of Sungkyunkwan University.

First, let's review the discussions on the construction project between the US and
Korea.

The project was part of the ECA assistance plan that started in July 1949. For
Korea's trade balance, the ECA's three-year plan centered on developing coal mines,
expanding thermal power plants, and constructing a fertilizer plant.

It was to increase coal production and boost electricity generation from coal-fired
power plants. Increased electricity supply could lead to more production at the fertilizer
plant. And more fertilizer meant more rice production for exports.

The factory was originally planned to be completed by 1952. But internal conflicts
in the US government arose. The US Department of the Army and the Supreme
Commander for the Allied Powers went against the ECA's plan. They wanted Korea to
be the consumer of Japanese fertilizer for a new economic order in Asia.

In the end, with support from the US government, the plan was accepted.
Considering the unstable Korean economy, the detailed construction plan was approved
in June 1950, right before the Korean War. But the war broke out, and the plan had
to be discarded.
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With armistice in sight in 1952, Korea went forward with the plan again. A news
article that time says that April meetings gathered government officials, lawmakers,
experts at the office of the Agricultural Minister and formed committees for the
fertilizer plant project. The April meetings resulted in a 3-year plan with spending of
$9 million in 1952, $3 million in 1953, and another $3 million in 1954 on building a
ammonium nitrate fertilizer plant of a 300,000-ton-per-year capacity.

In July, the Cabinet meeting passed the proposal submitted by the Korean Ministry
of Industry. The proposal had the Dongyang Chemicals plant in Samcheok for the
location and scaled down the vyearly capacity to 5 tons of ammonium and other
fertilizers.

Run by a Japanese company during the colonial period, the plant was in large
scale. But most of it was destroyed during the Korean War. So, the plan was to
restore the plant.

Unable to finance itself, the Korea government submitted to the CEB the proposal
to restore and construct plants for fertilizer, steel, and machinery in an August
meeting. The US agreed that the fertilizer plant was needed but held off a decision,
saying a feasibility study was needed.

In September, the US offered feasibility studies on the suggested sites, Dongyang
and Booksam, conducted by a third party. If the sites pass the study, the construction
could start right away. The proposal was agreed upon in October at the CEB meeting.
Booksam Chemicals was another factory run during the colonial period.

Before the FOA/ICA aid started to be delivered, United Nations Command made the
UNKRA fund the site inspection and the construction. In 1953, the UNKRA requested a
US company, Chemical Construction Corporation, to conduct the inspection.
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Chemical Construction Corporation is also called Chemico. Chemico inspected
Samcheok, Choongju, and other locations. In February 1954, Chemico submitted the
report, which was later used as basic guidelines for the construction.

The UNKRA didn't have enough finance after the site inspection. That esd because
the US government started to provide aid directly to Korea without utilizing the UNKRA
as the middle party against the originally purpose of it. At this point, the fertilizer
plant project was handed over to the FOA.

Shortly after the armistice was signed, the FOA commissioned a consulting firm,
Senior Juengling and Knall, to conduct a feasibility study of the fertilizer plant project.
The firm submitted a report to the FOA in December 1953. The report suggested that
Daejeon was a suitable location for the project.

There arose opposition in the FOA. The Bureau of Industry and Resources judged
the report not considering all costs. The bureau also argued that fertilizer producers in
Japan and the US wanted to export their surplus to Korea and that Korea did not
need a fertilizer plant. Before the Korean War, the US Department of the Army had
also suggested importing fertilizer instead of producing it.

The bureaus in the FOA that were aware of the need of a fertilizer plant in Korea
were supporting the project. But others, like the Bureau of Industry and Resources,
were against it. In February 1954, Chemico submitted their feasibility study report to
the UNKRA.

The Chemico report suggested that at least three fertilizer plants were urgently
needed. This report helped the project gain more support from the FOA.

The final decision was made politically. In February 1954, Harold Stassen, the FOA
head, met President Lee in Korea and discussed the fertilizer plant project.
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Stassen pointed out that producing fertilizer could be more expensive than
importing it. Yet, Lee emphasized that it was important for Korea not to rely on Japan.
After the talks, Stassen sent a message to the US officials that the plant construction
was necessary.

With this progress, the FOA now had to decide the location and the types of
fertilizers. According to the Chemico report, Naju was the first choice and Choongju
was the second. So, the Korean government chose Choongju because of its abundant
anthracite deposits.

The Chemico report recommended ammonium sulfate, but Korea preferred
ammonium nitrate. That was because producing ammonium sulfate requiref importing
sulfur, which could cost a lot. Both the report and the Korean government chose urea
as a second choice.

In May 1954, the FOA and Stassen had a decision-making meeting on the types of
fertilizers. Considering the opposition from the Korean government and soil acidification,
ammonium sulfate was rejected. Urea was chosen.

At the same meeting, the amount of construction fund was set at $23 million, and
the National Research Council was designated as a third-party to select a contractor.

The fertilizer plant project aided by the FOA was set to begin. In May 1954, the
Office of Economic Coordinator sent the FOA a 23-million-dollar purchase order, which
was approved in June. Finally, the fertilizer plant, which had long been needed for
Korea, was going to be built.

So far, we've looked at the process of aided project development between the two
countries. Next time, we'll look at the construction process of the Choongju Fertilizer
Plant.
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7-3 Choongju Fertilizer Plant Construction Project

Hello. Last time, we looked at the plan for building the Choongju Fertilizer Plant
through project aid. This lecture will cover the construction process of the project.

In June 1954, the FOA approved the fertilizer plant construction project. The
allocation method for the project was E, spcial procurement. Because the project was
in large scale, the two countries jointly reviewed and analyzed the selection of a
preferred bidder.

The bidding was in August. On August 4, 1954, Small Business Circular, which
announced projects led by the FOA, printed a five-page notice titled Korean Fertilizer
Plant Project. This notice tells us the details of the construction preparation.

The goal of the project was to build a urea production plant in Korea for the
Korean government. The daily production capacity had to be 250 tons. The bidding was
open to only the companies that was actually producing urea as of October 1, 1954.

The notice specified that the parties to the contract would be a contractor and the
Korean government and that the payment would be made by the FOA. Although the
location could be later decided by the two parties, the proposals had to be written
with Choongju as the location to be qualified for submission. It was reflective of the
Korean government's request.

A total of eight companies and consortiums entered the bid. This table shows the
type of process, estimated total cost, and estimated production cost by bidders.
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The FOA commissioned the NRC to evaluate the proposals. There were four criteria.
Actual commercial operation with the proposed process, experience in similar business,
the capital and cost, and the quality of urea. Two bidders retracted their bid during
evaluation.

The two highest scorers, Bechtel-Chemico and McGraw-Hydrocarbon, were selected.
Bechtel-Chemico was a consortium. You might remember that Chemico was the one
who conducted the feasibility study ordered by the UNKRA. McGraw-Hydrocarbon was a
joint company.

The FOA picked McGraw-Hydrocarbon, MHC in short, as the preferred bidder.
According to a related document, the FOA gave MHC the business opportunity because
Bechtel-Chemico had worked on many projects with the FOA. In January 1955, the
selection was notified to the Korean government through the Korean ambassador.

The FOA, Korea, and MHC started to negotiate the contract terms. The parties
were split on construction period and quality assurance, which caused a delay. The
Korean government requested articles that could hold MHC liable for a delay in
completion or inadequate performance. MHC rejected the request until April.

In May, Tyler Wood, an economic coordinator, stepped in. He offered two additional
conditions. One, an increase in penalty for inadequate performance. Two, a quality
assurance letter signed by the FOA to the Korean government.

Let's look into the penalty. The contract was on CPFF, cost-plus-fixed-fee. The fee
to the contractor is fixed, and the actual construction cost is added. At the inception
of the contract, the construction cost was $21.6 million, and the fee was 4.5%,
$980,000.

The fee was paid in steps. The construction lasted for years, and the payment
followed the progress of the project.
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Before mediation, Korea had offered the term that the fees on the steps 9 and 10
wouldn't be paid in case of inadequate performance. Then, Wood combined the steps 8
and 9. If performance was poor at that point, MHC was to give up the rest 25% of
the fee. MHC agreed on this.

The quality assurance letter was approved by the FOA and sent to the Minister of
Commerce and Industry of Korea on May 12. The letter said that the FOA was funding
the project in confidence that MHC could carry it out successfully.

The day after receiving this letter, the two parties signed the contract. In July
1955, the ribbon-cutting ceremony was held.

A turn of events, a month later, the Korean government tried to alter the contract.
Korea wanted to use domestic anthracite to fuel the power plant in the fertilizer plant.
So, they secured the contract and then tried to revise it.

MHC counter-offered that they would change the design if anthracite was going to
be used. Seeing that using domestic anthracite was going to save Korea $1 million per
year, Wood agreed on changing the design. The only problem was that the change
could cost additional $3.5 million.

Hearing this, the ICA ordered EBASCO, an engineering consultant, to conduct a
feasibility study. And the report was submitted in January 1956.

The report said that using anthracite would contribute to Korea's economic

independence in the long term, though it would be otherwise in the short term. It also
stated that $3.5 million was an overestimation.
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In the end, the ICA approved the design change at additional cost of $2 million. In
July 1956, the contract addendum was signed. Korea finally earned an anthracite-fired
power plant. Only, it came with a 6-month delay.

Even after that, there were many hurdles. There was a copyright dispute and
conflicts among the MHC supervisors. The biggest hurdle for the US was yet another
increase in construction cost.

Three months after the addendum was signed, MHC requested additional $10
million. The steel price hike was their reason. The ICA did not accept the request.
Then, MHC claimed that the capital shortage was causing an extra delay.

In March 1957, the ICA even considered terminating the contract. However,
terminating the contract meant starting the process over from a contractor selection,
causing more delays. One option was to utilize the $19 million fund assigned for the
second fertilizer plant to cover the increased cost.

The second plant was being planned based on the Chemico report that said Korea
needed three plants. Meanwhile, the US Government Accountability Office released the
audit report on US Economic Assistance to Korea, saying the project was problematic.
They pointed out that the second project hadn't had a technical investigation.

Despite the call for the second plant, the assigned $19 million was decided to go
into other necessary expenses. So, it was decided to use it for the Choongju Fertilizer

Plant that MHC was building.

The Korean government had no choice but to accept the change for the Choongju
plant. And Korea had to give up the second plant.
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The ICA approved this financial change. In September 1957, MHC and the Korean
government signed the second addendum on the additional $10 million for the project.
After that, MHC requested another extra $4.7 million because of the inflation. And a
long discussion followed.

In February 1958, the parties agreed on an extra $4 million under the condition
that there shouldn't be any more financial request.

Originally, $20 million was assigned for the project. After the two increases, the
final cost was $33 million, a whopping 70% jump. It lasted longer than the plan. The
original completion date of March 1958 was pushed back to June 1959. Nonetheless,
the plant was actually completed in April 1961. What a journey it was!

We finished reviewing the construction process of the Choongju Fertilizer Plant

aided by the FOA/ICA. Next time, we'll look at the construction process of SMEs
manufacturing plants.
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7-4 SMEs Plant Construction

Hello. In the previous lecture, we reviewed the construction process of the
Choongju Fertilizer Plant. In this lecture, we'll look at the SMEs plant construction
projects aided by the FOA/ICA. First, let's talk about the types of projects and the
allocation process.

The US was aware that Korea needed not only big facilities such as the Choongju
Fertilizer Plant but also small manufacturing plants. In 1954, right after the Korean
War, the UNKRA was in charge of small manufacturing plant constructions. So, no aid
came from the FOA in this area.

Then, in 1955, the FOA/ICA started to aid some small plant projects. The total
amount of $10 million in 1955, $4 million in 1956, $15 million in 1957, $5 million in
1958 was spent on restoring the war-struck factories, refurbishing existing facilities,
and building new plants.

This aid was named SMEs Fund or Small Industry Fund. The competition over the
SMEs Fund was great. In 1957, the competition rate was 12 to one.

Actually, non-project aid also had fund for SMEs equipment purchases. It was for
buying industrial machinery. What was the difference between the SMEs Fund and the
machinery purchase fund?

It was similar to the difference between project aid and non-project aid. The
machinery purchase fund was only allocating the right to import machines. It offered
no support for installation or operation. There was a bidding exchange rate, and
companies had to pay in Korean currency based on the exchange rate.
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On the other hand, project aid covered construction and operation. So, the SMEs
Fund provided aid for importing equipment, domestic cost, and technical support.

Domestic cost meant giving a long-term loan in Korean currency at a low interest
rate. Another benefit of project aid was the official exchange rate.

So, the Fund was popular among companies. Selection process was important.
There were different selection processes by times and scales. We'll look at a case of
selection process for the 1957 fund for medium-sized companies. It was given to
projects with sub-projects costing over $50,000.

The Ministry of Reconstruction started accepting applications in October 1956 after
$12 million was assigned for the 1957 SMEs Fund. A total of 518 applicants applied
for $130 million in total. The success rate was 12 to 1.

The ministry selected business types and aid scales. The applications gave the
ministry information on financial demand. In November, the ministry and related
agencies formed a committee and drew the first proposal on business types and aid
scales.

The proposal was submitted to the Overall Requirements Committee, who later
formed a working group among officials at the OEC for review. At an CEBORC meeting
in December, the proposal reviewed by the working group was revised and approved.
The proposal then was sent to the plenary session through the CEBFIN.

The CEB plenary session was held in February and the CEBORC provided
information on each project. At the end of February, business types and aid scales
were decided. Engine, cement, and other 20 types were selected. The fund was $8.4

million in total.
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The next step was selecting companies. The CEBORC working group inspected the
sites and companies recommended by the Korean government. In mid-April, nine
companies in eight business types were picked as candidates. Two engine companies
were in the list. At the end of April, the CEB approved the list.

Seven companies were selected in May, and the same as in June. However, being
selected didn't mean being paid right away. There were more steps.

The working group and selected companies went through time-consuming
discussions on detailed plans. They had to agree on the types of machines and goods
and work schedule.

The detailed project proposal to be submitted to the ICA was called PPA. The first
PPA of the 1957 medium-sized company fund was written in November for a farm
machinery factory. It took 5 months since their selection in June.

The CEBORC's inspection report submitted in March 1958, 28 sub-projects finished
writing PPAs and the total amount was $7.7 million. There were many projects that
were still being discussed at the OEC.

Out of the 28 PPAs, one was written in November 1957, one in December, nine in
January 1958, 14 in February, and three in March. A majority of them were written in
1958. The ICA also needed time to review the PPAs. It took a long time to start the
projects.

Behind these multiple steps and the lengthy process were the failure to select
right recipients for the SMEs Fund until 1955.
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The US GAOQ's audit report on US Economic Assistance for Korea in 1957 pointed
out issues of the SMEs projects. The issues were delays in importing equipment,
inability to self-finance, and technical problems.

The projects in 1954 and 1955 were done before the mentioned process was set.
That was because the OEC then didn't have experts in feasibility study or technical
consulting, and neither did the Korean government.

The companies were unable to finance themselves. The US provided financial aid
for importing goods only, and the companies had to pay for purchasing, handling, and
installation in Korean currency. But most companies couldn't afford it and relied on the
Korea Development Bank's loans. This added difficulties to the projects.

Among many examples in the report, we'll look at KIA Industries. KIA, back then,
was manufacturing bicycles. They were planning to expand to tricycles with the aid.

They were assigned with $400,000 in June 1955, but no purchase contract was
signed for over a year. They couldn't decide what equipment to buy. The plan was to
benchmark European and US companies with no concrete action plans.

Reviewing the GAO report, the US council was concerned. So, they set up a
ROK-US joint review committee. After that, the selection process was more thorough.
Only, that thorough process caused delays. At the time, as the Korean economy was
rapidly changing, a delay of 1-2 years could have resulted in significant differences in
the business environment.

Meanwhile, the Ministry of Reconstruction audited the project aid recipients in
1958. The MOR audit revealed that, as of June 1958, 45% of the 90 recipients of
1956 kept the imported equipment at bonded warehouses. It was obvious that the
selection process needed fixing.
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The Korean government and the OEC upgraded the SMEs Fund, but delays or
failures continued. In the early 1960s, failed companies had to be closed.

Business may not have been government officials'strong suit. Even with a strict
process, including detailed action plans or site investigations, it wasn't easy to
cherry-pick the best possible applicant among many.

Adding all these issues to the delays of Choongju project, it looks like the
government's failure. Unlike non-project aid, project aid was allocated by decisions

made by governments.

So far, we looked at the features of project aid for SMEs. Next time, we'll learn
about the business types of recipient companies of the SMEs Fund.
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7-5 Status of SMEs Projects

Hello. Last time, we covered the SMEs plant construction projects through project
aid. In this lecture, we'll look at the recipient companies of the SMEs Fund.

In the case of project aid, unlike non-project aid which is distributed once and is
done, continuous support is required until the factory is up and running, so the Korean
government monitored the progress of the project on a regular basis. This is the
Status Report of the ICA Civil Projects. The latest of the records at the NARA was
writed in May 1959.

Let's look at constructions and operations. The number of projects was four in
1954, 61 in 1955, 23 in 1956, 90 in 1957, and 66 in 1958. As for constructions, 128
were pending and 67 were complete. Nine completed plants were out of business.
Delays were still a big problem.

Now, let's look at the company information. Business type, company name, status,
address, approval, contract, arrival, customs clearance fee, construction status,
operation status, equipment, and capital.

This is Heunga, a tire maker with a new factory in Busan. It received $470,000.
The construction was from December 1955 to August 1956. It was in operation.

External funding was 70 million hwan, and internal 70 million hwan.

KIA, as the GAO report mentioned, received $270,000. The funding was received in
1955, but the construction started in August 1957.
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Land purchase and building construction were finished in May 1959. However, only
46% of the factory construction and 10% of equipment purchase were completed.
Apparently, they were unsure what equipment to buy.

Among the reports written in Korean, the May 1955 issue is the latest one. Among
English versions, two were issued in the early 1960s. Let me refer to the 2020
Dongguk University Ph.D thesis, which covers this in depth.

The English versions are titled Industrial Projects. One was issued in June 1961,
and the other in April 1963. These are kept at the NARA. Their document group is
286, not 469.

The document group 469 includes all foreign aid records of the ICA and agencies
before that. The 286 group includes documents after the ICA until the current agency,
USAID. So, in this lecture, most documents from the 1950s are marked 469, and the
ones after the 1960s are marked 286.

While Korean versions have tables with each company's data in each row, English
versions, titled Industrial Projects, have one company's data on one or two pages. |
guess they wanted room for notes and comments.

Let's take a look at a Heunga Tire's English version report. Production goal was
60,000 sets of tires per year. After the commercial sale started in August 1956, they
produced fifty to sixty thousand sets per year.

But there was a financial shortage and quality issues. Production ceased in May

1960. At the bottom, it says that production must resume or a new operator is
needed. This happened to a good company, Heunga.
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There are more than 200 projects. So, let's summarize the report by fiscal years. In
1954, there were four projects, all in chemicals. Heunga Tire, Korea Pesticide, Bosaeng
Rubber Recycling, and Hyerim Aluminum Sulfate.

In 1955, there were 46 projects. One of them was planning to build 17 silk
factories. So, the actual number was 62. There were 14 chemical companies, 13
machinery companies, and 10 food companies.

Six out of the 13 machinery companies were in shipbuilding. They were Hankuk
and Daehan in Busan, Bangeojin in Ulsan, Incheon Shipbuilding, Daeyang in Yeosu, and
Korea Shipbuilding in Gunsan. Except for Daehan, which was ambitious enough to build
a 10,000-ton ship, the rest were small-sized wooden ship builders or repair shops.

In 1956, there were 19 projects. Eight were chemical companies, three machinery,
and three textile.

In 1957, there were 72 projects. They were 26 machinery companies, 17 chemicals,
and 15 textile. Nine out of 15 were post-processing companies such as dyeing,
bleaching, and processing. After the war, many non-project aid funds went into
importing textile raw materials. They thought producing textile would be easy once
materials were imported.

It was important to produce woven and knit fabrics, but the quality varied greatly
depending on the post-processing. In the late 1950s, textile production significantly
increased in quantity, but not in quality due to insufficient post-processing. To address
this issue, SMEs Fund was provided.

In 1958, there were 60 projects: 20 chemicals, 17 machinery, and nine textile.

So far, we looked at the SMEs Fund recipients. Next time, we'll summarize project
aid allocation in the 1950s.
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7-6 Summary

Hello. In the previous lecture, we looked at the SMEs Fund recipients. In this
lecture, we'll summarize project aid allocation in the 1950s.

The FOA/ICA project aid was smaller than non-project aid. Still, the amount was
$90 million per year in the mid 1950s and $50 million in the late 1950s.
Transportation was the biggest recipient, and mining and industry was next. Plus, there
was social welfare and housing, agriculture and resources, health and sanitary,
education, and other sectors.

Aid to the transportation sector was mainly made in the mid 1950s, after the
Korean War, for restoring railways. Most aid to the mining and industry went into
building the fertilizer plant and SMEs plants. The sector was the biggest beneficiary in
the late 1950s.

Unlike non-project aid, project aid allocation was complicated. Take the fertilizer
plant and SMEs plants projects. First, the fertilizer plant. All fertilizer plants built during
the colonial period were in the north. After Korea's liberation in 1945, South Korea
relied on imported fertilizers.

So, the Korean government wanted a domestic fertilizer plant. For this, US aid was
crucial. The Korean Cabinet decided to plan the construction in July 1952. But there
were many hurdles until the funding was approved by the FOA in May 1954. The FOA
and UNKRA each ordered an independent agency to conduct a feasibility study. The
reports were submitted in December 1953 and in February 1954, respectively.

Despite the favorable results of the studies, some in the FOA disagreed on the
construction and argued that Korea could import Japanese fertilizers.

51

S

S\TERHRE

2z < Y RN




B2 M 2 of o

SEQUL NATIONAL UNIVERSITY

The final decision was made by the higher ranking group. In February 1954, the
FOA head, Stassen, agreed on the construction after a meeting with President Lee. In
May 1954, the first purchase approval for the project was issued.

But there were many challenges. McGraw-Hydrocarbon won the international bid in
January 1955, but it took two months to sign the contract due to quality assurance
issue. The contract was revised three times. First, because of Korea's request for using
domestic anthracite, Second and third, MHC's requests for more capital.

The final cost jumped from $20 to $20 million, and from 1.5 to 2.8 billion hwan.
And there was a 15-month delay in construction completion. In April 1961, the plant
finally started production.

Next, the SMEs plants projects. To address the supply shortage, manufacturing
plants were much needed. The US project aid supported manufacturing SMEs from
1954 to 1958, and many SMEs applied for it.

By the early 1960s, there had been 244 recipients. In 1957, 90 companies received
the aid. In 1955 and 1958, there were 60 companies.

The process of recipient selection was complicated. Let's look at the medium-sized
company fund of 1957 as an example. A total of 518 companies applied in October
1956 asking for $130 million in total, ten fold of the budget.

Through meetings among the Korean government, the CEB's ORC and FIN, and the
plenary session, 22 business types were selected in February 1957. More CEBORC
meetings and plenary sessions followed, and nine recipients were chosen in April 1957.
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The CEB and selected companies wrote detailed plans to send the ICA, which was
a time-consuming step. The first PPA was approved at the CEB plenary session in
November 1957. Many PPAs were still in the writing process in the early 1958.

The selection process had been upgraded to be more thorough to better filter out
incompetent companies, but it ended up being too time-consuming. The SMEs Fund

was still controversial in the early 1960s with some recipients’ poor performance.

We summarized the project aid allocation in the 1950s. And this is the end of
Week 7. Week 8 will deal with US agricultural surpluses to Korea. Thank you.
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