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ODA Concessional Loan

9-1 First Concessional Loan to Korea

Hello. I am Ryu Sang-yun. Welcome to Korean Economy and Foreign Aid. |
appreciate your interest in the history of Korean economy.

Until last week, we reviewed the aid provided as grant. This week, we will talk
about processional loan to Korea. First, we will understand the concept of concessional
loan and look at the process leading up to the signing of the first concessional loan
agreement in 1959.

ODA concessional loan is a loan between public organizations for development. It is
in favor of the borrower over general loans in the market. The international standards
have been set by the OECD's Development and Cooperation Committee.

The standards applied from the 1970s to 2017 were a discount rate of 10% and a
grant element of 25% or more. Grant element is the difference between the total
amount of the loan and the present value of the interest and principal. The 10%
discount rate is used to calculate the present value.

Grant element depends on interest rate, maturity, and grace period. Interest rate
must be lower than the discount rate of 10%, and the lower the rate, the higher the
grant element. At the same interest rate, longer maturity is more advantageous for the
borrower. For example, for 5% interest rate, each maturity of 5, 10 or 20 years will be
given grant elements of 12%, 19%, and 29%.
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Longer grace period is also advantageous for the borrower. For example, there is a
loan with 5% interest rate and 10-year maturity. If principal repayment begins the
following year, the grant element is 19%. But if it starts after five years, the grant
element is 31%. It is more beneficial than an increase in maturity by 20 years without
a grace period.

The Korean government signed the first concessional loan contract in 1959. ODA
grant to Korea began right after the US occupation and peaked in 1957. Considering
this, processional loan started late. The reason is that internationally concessional loan
started later than grant and that Korea's ability to repay it was unclear.

For concessional loan, the repaying ability of borrowers was crucial. It was hard to
expect that Korea, with no good source of earning income, would be able to repay
loans.

Yet, from the late 1950s, Korea made tremendous efforts to get loans. For
economic development, foreign investment was desperately needed. Because ODA grant
was planned to be reduced.

The US government formed the Development Loan Fund to prepare for the
reduction of ODA grant in 1957. DLF allowed repayment in local currency, which was

favorable to borrowers.

DLF loan was very appealing to Korea. Unlike FOA/ICA aid that set budget for each
recipient every year, DLF loan only set the international total.

DLF received applications and reviewed them for approval. So, it was important to
submit applications in a timely manner.
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Unlike FOA/ICA aid, DLF applications didn't need go through the Office of Economic
Coordinator. Companies were allowed to apply on their own. But the Korean
government wanted to have a similar process as FOA/ICA manufacturing investment
program. It was to control investment order.

The Ministry of Reconstruction picked eight projects of $82 million in total and
sent a letter to the OEC. This is the list that was sent in October 1957 from Minister
Song to William Warne, a coordinator. We can see a hydropower plant project and the
second fertilizer plant project.

On November 17, the CEBORC formed a work group with members from the MOR,
MOCI, and OEC to discuss the matter. Nine projects, the eight projects in the list plus
a communications facility project, were discussed.

In December, the CEBORC, CEBFIN, and CEB plenary session passed the report of
the work group. We can see the priority numbers.

According to the document, the work group considered foreign currency saving or
earning, contribution to economic development, and job creation from each project.

But it wasn't a binding document and was used only for reference at DLF. The
nine projects, agreed at the CEB, was sent to DLF through the Korean embassy to the
US. A news article on 19 January 1958 reported that the total amount applied was
three times the budge.

After receiving the Korean applications, ICA in Washington requested more

information on the projects. DLF and ICA were working closely. DLF didn't have a local
office, so communications went through the ICA office.
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As requested by ICA, the CEB ordered review on the nine projects to an
engineering company, Smith, Hinchman & Grylls in March. It took several months for
the reports to be written, and it delayed the DLF review process.

In April, Regional Director of DLF, Ralph Phillips, visited Korea. Phillips had meetings
not only with the Korean government and OEC but also with the applicant companies
and officials. At the meetings, why and how of the projects were discussed as well as
each company's ability to repay the loan.

More documents were submitted, and two project were approved in October. The
telecommunications project and the cement plant expansion project. On October 2, DLF
sent a letter notifying the approval of the two projects and conditions.

Let's look at the conditions. The conditions for the public telecommunications
project are more favorable than the private cement plant project. Unlike the loan for
the telecommunications project, the loan for the cement plant project wasn't ODA.

The loan agreement for the cement plant project was signed in January 1959 in
Seoul, and the one for the telecommunications project in April in Washington. This is
the concessional loan agreement for the telecommunications project printed in
newspaper. Because the agreement was related to national treasury, the Korean
Congress ratified and passed it in December.

We looked at the inducement of the first concessional loan to Korea. Next time,
we'll look at the institutionalization process of loans after the 1960s.
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m Institutionalization of Loans

Hello. Last time, we looked at the introduction of the first concessional loan to
Korea. This time, we'll look at the institutionalization process of loans after the 1960s.

Korea worked for loans from the late 1950s and the Lee administration reformed
related laws. The law reforms that time covered a wide range of sectors, beyond
concessional loans.

The Law on the Promotion of Foreign Investment, based on the proposal by Noel
Sargent, Secretary of US National Association of Manufacturers, was passed by the
Korean Congress in January 1960. But this law was mainly about benefits for foreign
investors, not much about concessional loans. It was Korea's misjudgment.

The Jang administration had a series of negotiations with Germany, which was
fruitful in the Park administration. Yet, laws were still behind.

The Park administration, which took office by a military coup, introduced the first
five-year economic development plan in 1962. Implementing the plan required capital.
The administration reformed currency in June 1962. The result was not successful, and
foreign investment was needed more than ever.

In October 1961, before the currency reform, the government set up the Foreign
Investment Agency and announced the Guidelines for Foreign Investment Management.

The guidelines specified the role of the agency and guaranteed repayment of loans.
It stated that the government guarantees the repayment of loans, through a cabinet
meeting, of the projects that the Foreign Investment Promotion Committee deems
necessary among the projects listed in the five-year economic development plan.
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The Committee was formed based on the Foreign Investment Promotion Law and
was resided by the Chief of the Economic Planning Board. The committee members
were the Minister of Finance, Minister of Commerce and Industry, Minister of
Agriculture and Forestry, Governor of Bank of Korea, Governor of Korea Industrial Bank,
Chairman of Korea Chamber of Commerce and Industry, and other three appointed by
President.

The Guidelines for Foreign Investment Management were planned to add a term
regarding repayment guarantee by reforming the Foreign Investment Promotion Law.
Actually, in July 1962, the Law on the Repayment Guarantee for Concessional Loans
was enacted.

Applications went through reviews by the committee for getting guarantee. The
approving body was different before and after the coup.

Article 11 stats that loans from foreign government agencies or international
organizations were considered repayment-guaranteed. It shows that official loans from
such bodies were preferred.

That is because those public loans had interest rates lower than 4% while foreign
commercial loans had 6-7% interest rates. Unlike commercial loans, public loans had
much longer maturity, 10-40 years. These conditions were much preferable.

Although the borrowers were private companies, the guarantee by government

made the loans a deal between public organizations. For example, an AID loan to a
Korean private company could be an ODA concessional loan if conditions are met.
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Foreign agencies and international organizations wanted direct transactions with
private companies. Back then, the US and countries in West Europe thought
government investment was inefficient. So, the Korean government's role was to
support and protect the companies with laws and institutions.

The Special Law on the Inducement of Capital Goods by Long-term Payment was
introduced in July 1962. The law was mainly about commercial loans. Then, many
companies of developed countries were providing so-called Plant Loan to companies of
developing countries.

Plant loan was capital goods sold to companies of developing countries on a
years-long installment plan. The Special Law allowed plant loans to be accepted as
loans through a review by the Foreign Investment Promotion Committee.

But commercial loans increased too much. In general, commercial loan creditors
obtain guarantee from the government or a national insurance company and request a
20% deposit from the borrower.

This caused a financial issue, and the Korean government cut down on commercial
loans for unplanned projects. And they promoted public loans.

Although the Park government ambitiously promoted loans, repayment was
challenging. So, both public loans and commercial loans weren't that successful in the
early 1960s. Then, the Treaty on Basic Relations Between Japan and Korea was signed
in June 1965.

Japan agreed to provide claim funds to Korea: $300 million of grant and $200

million of public loan. For efficient use of the funds, Korea established the Law on the
Use and Management of Claim Fund in February 1966.
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And the Claim Fund Management Committee was formed under the Prime
Minister's Secretariat. The grant was used for goods and services for agriculture,
forestry, and fisheries. The loan was used for projects for SMEs, mining, industry, and
infrastructure.

Korea spent $90 million of the loan on the Pohang Iron and Steel Company
construction. Plus, $3 million of the grant went into the construction. Public loans were
used for infrastructure.

After the treaty, Korea got more commercial loans from Japan. To better manage
loans, in August 1966, the government integrated the three laws: the Law on the
Promotion of Foreign Investment, the Law on the Repayment Guarantee for
Concessional Loans, and Special Law on the Inducement of Capital Goods by Long-term
Payment.

The Foreign Investment Inducement Law, combining the three, promoted direct
investment and limited loan guarantee by the government. The Foreign Investment
Promotion Committee also changed to the Foreign Investment Review Committee.

Repayment of interest and principal guaranteed by the government was limited to
9% of the total foreign investment income of each year. The procedure for disposing
of collateral provided by the company, whose payment was guaranteed was carried out
as quickly as in the case of national tax arrears. Also, board members of the
companies that caused losses to the government were liable for reimbursement. And
the company whose repayment the government guaranteed was required to offer
shares to the public within five years.
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However, the borrower companies performed bad and the Korea Industrial Bank
spent more for repaying their interest and principal. So, the government introduced the
Comprehensive Plan for Foreign Investment Rationalization in November 1967. The plan
limited the interest and principal repayment per year to 9% of the total foreign
investment of the year.

In 1969, a new measure made it hard for private sector to get public loans. The
Guidelines for Cash Loan Management, announced in September 1969, specified that
the government allowed public loans only when the conditions are favorable to public
companies. Obviously, it was to prevent bad borrowers from getting government
guarantee.

In 1970s, more institutions were introduced for public loans. The Foreign
Investment Inducement Law was not applicable to public loans. So, in the 1960s, public
loans were seen as treaties, which required the Congress’ approval. And it let to delays
and inefficiency.

The Inducement and Management of Public Loans Act was established in February
1973. The Act defined Public Loans as loans that were borrowed from a foreign
government by Korean legal entities, specified by the Korean government, local
governments, governmental investment institutions, and Presidential decrees. The 1975
ordinance limited the borrowers to open entities.

There are three criteria for projects eligible for public loan. One, contribution to
rural resource development or rural community’s income. Two, relation to industry or
infrastructure expansion. Three, contribution to social welfare or public services. The
Chief of Economic Planning Board, who signed public loan agreements, had to establish
yearly plans and get approval from the Congress.

We looked at the institutionalization process of loans after the 1960s. Next time,

we'll look at the statistics of public loans, including concessional loans, of the 1960s.
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9-3 Statistics of Public Loans in the 1960s

Hello. Last time, we looked at the institutionalization process of loans after the
1960s. This time, we'll look at the statistics of public loans of the 1960s.

Only public loans could be ODA loans, but not all public loans were ODA loans. The
requirements were an interest rate of 10% and the grant element over 25%.

By the early 1970s, most public loans were ODA loans. This is a comparison of
Korea's statistics and OECD's statistics of gross loans to Korea. They were similar until
1972, and the gap grew toward the early 1980s.

OECD DAC started data collection from the late 1960s. So, data before that year
may not be accurate. The Korean government, in 1960s, started data collection and
reformed relevant laws. So, Korea's statistics of public loans may be more accurate.

Also, criteria, an interest rate of 10% and the grant element over 25%, was not
the best way to distinguish concessional loans from non-concessional loans. It is hard
to say that a 25% grant element contributes to the Korean economy and a 25%
didn't.

WEe'll look at the data on public loans to Korea up until the early 1970s from
Thirty-year History of Korea's Foreign Capital Inducement published by the Ministry of
Finance and Korea Industrial Bank in 1993,

The book defines the year from 1962 to 1965 as a time for promoting economic
development and institutionalizing foreign capital inducement, and from 1966 to 1972
as a time for securing growth foundation and selecting foreign investment. We'll follow
the categories to look at data by countries and industries.
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The publication says the total amount by 1961 was $5 million. Then, the four-year
total from 1962 to 1965 was $63 million. The confirmed amount before 1961 was $15
million, and the following four-year total was $180 million. Until 1961, most loans were
from the US.

During the period of 1962 to 1965, $36 million, which was 60% of the total, was
from the US. Also, $14 million was from the International Development Association and
IDA, and $11 million was from West Germany. We can see there were more investors.

But foreign capital inducement wasnt on the track vyet. Instead of growing
continuously, after peaking in 1963, the amount decreased. Three consecutive
administrations worked hard to get more public loans, but it wasn't fruitful yet.

Let's look at the industries. It's at the bottom. Before 1961, $2 million for
manufacturing, and $3 million for infrastructure. In specific, $2 million for cement, $1
million for electricity, and $2 million for communications.

The projects were the Dongyang Cement plant expansion, Choonju Hydropower
plant, and telecommunications facility. The projects were agreed between DLF and the
Korean government in 1959. Dongyang Cement, a private company, received quite a lot
of investment.

From 1962 to 1965, $52 million went into infrastructure. It was 83% of the total.
Manufacturing received $7 million, and mining received $4 million. In infrastructure,
transportation was $21 million, and electricity was $19 million. Telecommunications
received $11 million. The US, West Germany, and World Bank provided aid to
developing infrastructure.

We'll look at major projects. It took some time from signing an agreement and
receiving the capital, though. First, we'll look at projects from 1959 to 1961.
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In 1959, loans were given to the Dongyang Cement plant expansion, Choonju
Hydropower plant, telecommunications facility, and Dongyang Sodium Carbonate plant.
In 1960 and 1961, loans were given to the Industrial Bank's sub-lease for SMEs and
Kolon Nylon plant construction.

From 1962 and 1965, for transportation sector, Korea National Railroad received
loans from the AID and IDA to purchase diesel trains, passenger trains, and cargo
trains. And Korea Electric Power Corporation received an AID loan for building thermal
power plants in Busan and Gunsan.

A KFW loan was given to the Ministry of Communication for expanding
telecommunications facilities. For manufacturing, an AID loan went into building the
third and fourth fertilizer plants. For mining, Korea Coal Corporation received AID and
KFW loans for anthracite mine development.

Next, from 1966 to 1972, the total amount of public loans was $1.13 billion, nearly
$200 million per year. It was a big increase compared to the yearly average $16
million of the previous 4 years. In the late 1960s, the yearly total was about $100
million. In the early 1970s, it was $300 million.

The US loans were 61%, about $690 million. It was still the US-centered. The
second largest lender was Japan. About $260 million of claim loans were given.

The Overseas Economic Cooperation Fund of Japan was the lender. The third was
World Bank, who gave $120 million. Also, there were loans from Asia Development
Bank, West Germany, and Canada. There were various lenders.

Let's look at the amount by industries. During this time, grains loans accounted for
41%. The drought in 1967 and 1968 caused a 10% reduction in rice production. Also,
PL 480 surplus agricultural aid was changed from grant to loan.
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Grain loans came from PL 480, Japanese Food Authority, and AID. Agriculture,
forestry, and fisheries accounted for 45% combined.

Infrastructure was 44%. Services received $180 million. $140 million went into
transportation and storage, $7 million into electricity received, and $6 million into
construction. Service loans were the loans that Korea Industrial Bank took from
international financial institutions to foster SMEs and purchase raw materials.

First, Korea Development Bank got loans for fostering SMEs from AID, ADB, and
KFW. It also got funds for industrial rationalization from Japanese OECF and
Export-Import Bank. Second, Korea Long-Term Credit Bank took loans for fostering
private companies and SMEs from World Bank.

Third, Korea Exchange Bank took loans for promoting export industry from
Japanese Export-Import Bank. Fourth, Korea Industrial Bank got loans for fostering
SMEs and machinery industry from AID, ADB, Japanese OECF and Export-Import Bank.

For economic development, transportation and electricity industries continuously
received loans. Additionally, highway and dam constructions also received loans. Korean
National Railroad got loans for improving railroad facilities, purchasing diesel trains,
constructing Seoul Subway Line 1 from overseas agencies and IFls.

Korea Electric Power Corporation got AID loans for building thermal power plants in
Seoul and Ulsan and for expanding transmission and distribution facilities. Korea
Expressway Corporation got loans from OECF and built the Seoul-Busan expressway.

Manufacturing was 10%. It was mainly for chemicals and metal companies. For the
chemical sector, the third and fourth fertilizer plants kept receiving AID funds. For the
metal sector, the Pohang Iron and Steel Company project got loans from Japanese
OECF.
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Lastly, we'll look at repayment trend. The amount of public loans increased. Over
time, repayment also increased. In 1969, for the first time, it surpassed $10 million. In
1972, it was $69 million. The 1972's total amount of loans was $324 million. And the
repayment rate was 21%.

We looked at the statistics of ODA loans to Korea by 1972. Next time, we'll look
at the statistics after 1972.
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9-4 Statistics of Public Loans in the 1970s

Hello. Last time, we looked at the statistics of ODA loans to Korea by 1972. This
time, we looked at the statistics of ODA loans to Korea after 1972, using the data on
the public loans collected by the Korean government and the data collected by OECD.

The data sets from the government and OECD showed a similar trend until 1972.
Then, from 1973, the gap between them started to grow to a significant level. The
amount of public loans grew until 1981, and it started to decrease. But ODA gross
loans started to decrease in 1973, except for 1981.

Despite the difference between the two data sets, loans were meaningful until the
early 1980s as they both were foreign capital influx. The vyear, when repayment
exceeded investment, was 1986 in the public loan data, and it was 1982 in the ODA
data. So, in the 1980s, both public loans and ODA loans were not meaningful in terms
of foreign capital inducement.

Thirty-year History of Korea's Foreign Capital Inducement sees the period from
1973 to 1978 as the time when industrial structure was advanced and foreign
investment inducement was accelerated. Now, we'll follow them timeline suggested in
the book and look at other ODA loans and public loans.

The reason for the difference between the public loan data and the ODA loan data
was the fact that there were other types of loans. Let's look at the interest rates.

The Public Loan Statistics issued by the Ministry of Finance has interest rates of

publics loans by years. There are fixed rates and floating rates. The graph shows the
amount ratios of the loans on fixed interest rate of 5% or lower per year.
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Until 1967, most loans were on a 5% or lower fixed interest rate. And the ratio
dropped to 50-70% from 1967 to 1973, and even lower after that. The average of
grant element went down too.

This trend was linked with the general interest rate trend in the global financial
market. Let's look at US national bond.

This graph shows the 10-year national bond revenues. From the mid-1950s to
early 1980s, it was going up. In 1967, the interest rate went over 5%. After that, it
stayed around 7%. It went over 8% in the late 1970s, and it was 14% in 1981.

A higher rate was a burden to the Korean government, but, compared with the
high market interest rates in the mid-1970, it was still lower. The 10% fixed interest
rate caused the issue. | don't intend to start a debate on it. | am just pointing out a
fact.

There were two types of lenders: governments and IFls. Loans from World Bank
and other IFls didn't meet the criteria for ODA loans.

Among public loans from 1973 to 1978, government loans were $1.8 billion, and
IFls loans were $1.6 billion. Among ODA gross loans, government loans were $1.3
billion, and IFls loans were $100 million. There was a much bigger gap.

Let's look at ODA lenders of in the OECD data. From 1973 to 1978, the total was
$1.4 billion. Japan lent $560 million, 41.2%. The US lent $50 million, 40.7%. West
Germany lent 8%, and World Bank lent 7%

Loan conditions were different between Japan and the US. During the same period,
the total amount of the US public loans was 1.7 times that of Japanese loan.
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This OECD data doesn't have statistics by industries. So, despite the gap of $500
million in total, we'll look at Thirty-year History of Korea's Foreign Capital Inducement.

In agriculture, the rice loan from the Japanese Food Authority, the agricultural
surpluses loan from the US, and the brown rice loan from AID were signed in 1973. In
1977 and 1978, the irrigation development loan from the Japanese OECF was signed.

In transportation, the diesel train loan from the US Export-Import Bank was signed
in 1975, and the Chungbuk double track railway loan from the Japanese OECF was
signed in 1976. In electricity, from 1967 to 1978, the nuclear power plant loans were
signed with Canada, UK, and the US. Plus, there were loans for telecommunications
facilities from many countries and housing construction loan from AID.

Now, we'll look at loans from IFls, which were the largest portion of public loans in
the 1970s. From 1973 to 1978, $1.6 billion IFl loans were taken. $1.17 billion was
from World Bank. The rest, $430 million was from ADB.

The projects for the loans were mainly about fostering private company projects by
Korea Development Bank, Long-term Credit Bank, Korea Industrial Bank.

There were other various national land development projects, including Gyeongju,
Nakdong River coast, Yeongsan River, road and port, and Saemaul community
movement. Most of them were not qualified for ODA loans. Yet, the loans contributed
to the development of Korean economy.

We looked at the statistics of ODA loans in the 1970s. Next time, | will
recommend reference materials for research on individual ODA loans.
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m Reference Materials on ODA Loans

Hello. Last time, we looked at the statistics of ODA loans in the 1970s. This time, |
will recommend reference materials for research on individual ODA loans.

Statistics of Public Loan: Agreement Standards was published by the Ministry of
Finance in 1987. It has all the public loan agreements signed from 1959 to 1986 in
order of date.

In 1988, a non-periodical, Current Status of Public Loan started to be published.
Because we need statistics of public loans from the late 1970s to the early 1980s,
we'll look at Statistics of Public Loan: Agreement Standards.

The information includes the project name, Korean liaison, lender, agreed amount,
loan as of 1986, interest rate, maturity, grace period, project description, singing date
by each project.

Let's look at the Chungju Hydropower Plant project. The liaison is Kepco. The
lender is AID. Each of agreed amount, confirmed among, and withdrawal is $1.115
million. Interest rate is 3.5%. Grace period is 9 years. Project description is the
construction design of Chungju Hydropower plant. Signing date is 26 May 1959.
Construction period is from 1959 to 1962.

Using this information, we can calculate a gran element. To do this, we need the
method of paying and repaying the loan. We need to know if the loan was given in a
lump sum or installments. And we need to know the amount of yearly repayment until
maturity.
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Statistics of Public Loan doesn't have that information. But we can assume that
they were on the most standard conditions: the lump sum payment and the constant
amortization repayment. Then, we can get a rough number.

Next, the online archive of the World Bank. Both World Bank and IMF were
established in 1946. After the late 1960s, Korea took a large amount of public loans
from World Bank, but most of it was didn't meet ODA criteria.

However, the IDA under World Bank offered loans at a high grant element.
Although they aren't included in ODA loans, we'll look at the data because they
contributed to the development of Korea.

We can find Documents & Report on the World Bank's website. Enter ‘Korea’ in the
keyword box and set Document Type on Project Documents. We can find more than
800 documents. It is sorted by date of writing from the latest. We can change the
order by clicking Document Date.

This is sorted from the oldest. This one says 1953, but it is wrong. This is a 1969
agreement.

The earliest | found is the 1962 Railroad investment program from IDA to the
Korean government. We can fine the loan request appraisal, a letter from the IDA
President to the Secretary General, and the agreement.

This is the 50-page appraisal of the five-year investment program of national

railroad. And the letter from the IDA President has five pages. It said that it would be
better to provide the loan based on the appraisal.
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This is the first part of the 12-page agreement. It says that IDA would offer a loan
to the Korean government for the five-year railroad program, which was planned to
last from 1962 to 1966. The total was $14 million.

There's no interest, but a fee of 0.75% was included in repayment. So, that is
actually the interest rate. Maturity was 50 years. Repayment started after 10 vyears.
Every 6 months, 0.5% of the principal was repaid until August 1982. After that, it was
1.5% until August 2012.

Also, as | mentioned in the first hour of this lecture while discussing the
introduction process of the first concessional loan, the DLF documents at NARA can be

used at reference material on individual ODA loans.

| introduced materials on individual ODA loans. Next time, we'll summarize the
lecture on concessional loan inducement to Korea.
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Hello. Last time, | introduced materials on individual ODA loans. This time, we'll
summarize the lecture on concessional loan inducement to Korea.

Concessional loan is a loan with a certain level of grant element. Korea's first
concessional loan was signed in April 1959. The US Development Loan Fund offered
$3.5 million for the telecommunications facility project.

It took one and a half years to sign the contract. In 1957, the US formed DLF to
reduce grants and increase loans. Korea was eager to take DLF loans to fill the room
where free aid was in.

Unlike ICA, DLF didn't have programs set for each county. Applications were sent
directly to DLF without going through CEB or OEC, but the Korean government wanted
to have similar process to that of AID aid to control the private sector's applications.
Korea requested OEC for coordination in October 1957, had work group discussions
with CEBFIN, and agreed on nine projects in December.

We can say that Korea's effort was meaningful because DLF requested opinions or
information from ICA local offices through the ICA head office in Washington for
reviewing each application. The joint effort of Korea and OEC led to the approvals of
two loans for projects, including the telecommunications facility project, in October
1958.

Korea worked hard to take concessional loans from the late 1950s. But it wasn't
until the Park’s military government when the institutions were upgraded.
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In October 1961, the government announced that loans for the success of the first
Five-year Economic Development Plan would be guaranteed by the government. And
the Law on the Repayment Guarantee for Concessional Loans was established in July
1962.

The law stated that public loans taken by private companies were considered
guaranteed by the government. It was because public loans were more favorable than
commercial loans in terms of interest rate and maturity.

Despite the government's efforts, Korea's ability to repayment was unproven and
loan inducement performance wasn't that good. More loans were induced after the
1966 Treaty on Basic Relations Between Japan and Korea offered claim loans and
expanded private business exchanges.

However, repayment of existing loans was challenging and caused issues. So, the
government tightened the loan review process.

Combining laws related to foreign investment, the government enacted the Foreign
Capital Inducement Law in 1966 and renamed the Foreign Investment Promotion
Committee to the Foreign Investment Review Committee. In November 1967, the
Comprehensive Plan for Foreign Investment Rationalization limited the amount of loans
per year and strengthened borrower responsibility.

For laws related to public loans among changes, we can pick Inducement and
Management of Public Loans Act enacted in 1973. This law had public loan borrowers
limited to projects of public interest. The 1975 ordinance of this law limited borrowers
to open companies.
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Now, let's look at the characteristics of ODA loans in the 1960s. Most loans in the
1960s were concessional loans, so we can look at the statistics of public loans in
Thirty-year History of Korea's Foreign Capital Inducement published by the Korean
government.

From 1962 to 1972, the US loans were 60%. The second largest lender was World
Bank until 1965, and then Japan from 1966. It was because of the claim fund. Most
public loans were spent on infrastructure. In the late 1960s, a large amount of grain
loans was used to cope with the drought damage.

From the 1980s, repayment of both ODA loans and public loans exceeded the loan
amount. It was less meaningful in terms of capital influx. The statistics between ODA
loans and public loans showed a big gap in the 1970s. Global interest rate increased,
an IFls offered less concessional loans. So, there were more public loans that weren't
concessional loans.

So, we can only review the ratios of lenders in OECD statistics to look at the
characteristics of ODA loans in the 1970s. From 1973 to 1978, Japan was 41.2%, and
the US was a little over 40.7%.

The OECD statistics also show the ODA loans composition by industries. But
considering the fact that the inter-governmental public loans had more concessional
loans than the public loans by multi-lateral organizations, we can look at Thirty-year
History of Korea's Foreign Capital Inducement and find the main projects were from
agriculture, railroad, and electricity.
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Lastly, | introduced reference materials on individual ODA loans. The 1987 Statistics
of Public Loan published by the Ministry of Finance has information on each public
loan. Loan agreements between the affiliate of World Bank and Korea are available for
download on the World Bank's online archive. Documents showing the process of
Korea's work to get loans from DLF are on among the document group of foreign aid
organizations at NARA.

This summarizes the ninth lecture, Korea's Concessional Loan Inducement. Our next
lecture will cover technical assistance to Korea. Thank you.
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