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1. Foblic Law 480 of the 83rd Congreas [rovides (Ses. 104) that

" ARMY ‘the Preaident may use or enter into agreements with friendly nations or
. CTA organizations of nations to mme the foreign surrencies which acorus under
. STATE thiz titls for one or more of the following purposes®,
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"2, Seetion 402 of F.L. 665 of the 8%d Congress rrovides that the procecds
from the sale for local currencies of surplus agricultursl commodities ‘shall be med for
the purposes of this Act and with partioular empbasiz on the purposes of the Agricultural
Trade Development and Assistance Aet of 195{ which are in harmony with the purposss of
this Act?. These purposes refer to those identified in pare 1 ahove; inclwuding *to procure
military equirment, materials, facilities, and services for ihs common daefense’.

*3. The usss of the regular ICA Countsrpart procesds, or in the case of EKorem the
depusits into the Callection Ascount, are not idemtified as spesifically in the Law as are
those under land 2 above. These depoeits into the Collestion Account are beld in the neme
wmmmmamwm;gmswxmmmwmmmwmuwn
the CEB. Although P.L., 665 does stk not specificeally soumerats the uses to which sales
proceeds from regular ICA finsnced imports may be used, Mr. Robert Parksr and I luve resd
the lav ratber earefully and are of the opinion that thase proceeds under the Levw mey be
used for any of the general purposes of the Act. Under Chapter 3 of the Aot (relating te
Defense Support) ‘the President is hereby suthorized to furnish .... commodities, services,
and financial and other aesistance designed to sustair and inoveese military effortt.

"Seotion 502 of P.L, 665 does exmerate certain uses of foreign currencies
scoruing from the sele of aid goods, but the language of this Section appesrs to be limited
to “the proceeds of sales made under Section 550 of the Mutusl Security Act of 1951°¢. The
latter Aot was specifically wepealed by P.L. 665, It is of intersst, howevar, %0 note that
foreign currencies identified in this Sention {Ses. 502) were suthorized to be used *for
providing military assistence to nations or mutual defense organizations eligible to re-
oeivs assistance under this Aot’ (mea-ing here P.L. 665), Although P.L. 665 is not fully
definitive regurding the uscs of foraign eurrency sscruing from the ssls of regular imports,
there appears little doubt that these proceeds may be used for the purposes of ths st
vhick slearly include *the providing of military assietance to nations or mutual defense
organizations® friendly to the United States.

%4, During FY 56, we received what essentially was & Unified Command instruotion
from Was'dngton to allocate approximetely 36 Mllion hwan for the support of the ROK
military budget. The amount sctually relemsed for this purposs in support of the FY 56

‘bodget wa, 35.5 biliidon huwan, I believe that all such ralesses heve besn fully in ascord
- with exists

ng lawvg and adainistrative fmstructions,

8. Ag s matter of prinaiple; in the interest of promoting scund fiscal manage~
ment by the RUK and of discoursging the inslusion of sertain items in the RIK budget
which our military sgvisors {PROVMAAG-K) do not consider appropriste &r desirable and othexr
jtems vhich are considered to be excessive, we haye recommsnded to Washington that sales
goods proceeds should not be used to finanoe sompletaly sny deficit in military and geoersl
budget proposed by the ROK for FY 57. If the ROK imeists on msking such expsnditures, it
should do so frowm ite own resources; failing this, it should trim the budget o come within
available revenues inocluiing an appropriate allocation of funds from ssles goods procesda.

WROVMAAG-K has sstimated thet the RUK mey prosent & progrem of =mdlitary ex-
penditures during US FY 57 of approximately 95 billion hwen. in sarller estinmete, 2 or 3
months ago, by the Ministry of Fimmnge for this same period was 86 billicn bamn. We have
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sstimated that of the former amount (95 billion hwen) scme 48 billicn hwan might bs expecte
- %o be funded from genercl ROK revenues and ve haye recommended that 41 billion huan be
. sllocated from sales goods praceeds fyrom P.L, 480 and Section 402 imports. This fignre

of 41 billion bumn does not include the 6.5 billiom hwen from ald goois sales proceeds re-
leaged in July to complete the funding of the FY 56 ROK budget. In thess proposals the
indicated deficit in the FY 57 period might be in the order of & billion huen (that is
95 mivus 48 mimms 41),

- ¥II31, Senator Ellender’s third point that the Ai3 Progrem should be re-studied with
& view toward increasing private capitel vartivipation rather than socialization of Kgrean
economy? is in general a sound recommendation, although the imnuendo is somewhat migleading.
Qur Folicy Cuidelines paper; which we sent to Waghington in May, stressed strongly that
the private sector of the investment program be substantially inoressed in FY 57. There is
general agreanent among the staflf of the Mission on tiis point; not only becsuse it repre-
sants general U.S, policy (as defined in the Ald legislation, administrative instrustiocus
from ICA, and the Presidential Direotive establishing OEC) but aleo beosuse it will facili-
tate Korean develomment by adding sewe redwate funds to those provided through the Atd

R

*It should be noted, bowever, that the @ upon public projects in the FY 54
and FY 55 progrems arcee lsrgely from two esuses: (a) the urgent need for the improvement
of rallroads, inoresses in sléctric power, the repsir of roads snd brddges, and improved
irpipation and flood control works, which, in their essential nature or by reason of thelr
belng token over by the ROK Govermment as Vested Propertiss, were under Goveroment sontrel
and; (b) the industrial sectors, such as wining and mamufacturing, which were most suiteble
for private investment were initially the responsibility of UNERA,

"Our program for FI 57 clearly will be less subject to Sgunator Ellender's eriticiea
than those of sarlier years, According to press dispatches from Waghington & few days ago,
. Semator Ellender sxpects to visit Kyrea, among other sountries, following his tour of the
: Mﬂéﬁ?ﬁﬁg 80, we may look forward to an epportunity to discuss some of the above
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