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E Embassy requested convey following reply to President Park's message
USIA
NSC of election congratulations:

CPR

QTE. Dear Mr. President:
Thank you for your thoughtful message of congratulations on my election ."s\
as President of the United States of America. I look forward to continued
warm and friendly relations with your Government and to ever closer coopera- \
tion between our countries in the cause of freedom and progress in the Far
East and throughout the world.
Sincerely,
Lyndon B. Johnson END QTE.
White House does not plan release of reply but has no objection if ROKG

wishes to do so.
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8w
the Prime Minister ticked off three points on which the U.S. could be helpful:
(a) improving the terms of the settlement; (b) helping to create the conditions
internally for public.acceptance of a settlement; and (c¢) influencing the domestic
political situation, In regard to terms, the Prime Minister observed that there
were segments of the opposition which were now attacking the Government for
having agreed on a financial settlement with Japan in a total amount of $800
million, when allegedly the Japanese Government, in the person of Foreign
Minister Kosaka, had previously agreed o a settlement figure of 3760 million.
The Prime Minister recognized that this claim was undocumented, but it never-
theless was effective as a political maneuver and was embarrassing the Govern-
ment and making it difficult to resume regotiations with Japan without re-opening
the Kim-Ohira agreement. This maneuver, however, could be defeated if the U.S.
would offer additional aid in the form of loans in the amount of 3160 million to
bring the total up to the figure of $760 million which Chong l1-hyong (DP) claimed
to have reached when he was Foreign Minister.

8. Responding to the Prime Minister's remarks on the desirability of
intervention by the U.S., Mr. Barnett said that in the course of his conversaticns
last week.in Tokyo, Japanese ofiicials had agzain expressed their anxiety lest the
U.S. seem to be pushing Japan into a settlement. They had pointed out, and
Mr. Barnett believed they were speaking the truth, that if the U.S. did anything
which could be made to look like dictating the terms of a settlement witnh Xcrea;
the Impression would be widely and effectively exploited by the press and the
Socialist opposition and would make it impossible for the Government to proceed.
Likewise from the point of view of U, 5. -Korean relations, there were gcod
reasons to think that open identification of the U.S. with the negotiations would be
resented as interference and would diminish rather than increase the populer
support of a settlement. Japanese officials, however, fully recognized the
importance of the U.S. Government's keepmg in close and continuing touch with
the negotiators on both sides.

7. As to what the U.S. could do to help to establish the conditions within
Korea which would make the settlement acceptable, the Prime Minister said that
the main contribution the U.S. could make would be to convince the Xoreans'that
U.S. aid policies and programs woulc continue after a settlement, thus helping
to allay Korean fears of Japanese economic domination. Mr. Barnett pointed out that
this had been done at the time of Secretary Rusk's visit but that he thought that it
could be done again and perhaps elaberated. It might be pessible in connection wiih
a settlement to make some arncuncement about the future level of U.S. develorment
aid. The Korean public seemed to attach great importance to the global amounts

4 4

of aid without being acquainted with the components. Mr. Doherty pointed out that

American
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““'reasonable goodw:ll toward the people.” Compared with other *

Secondly, as to the political situation.” In 'thlS brief
two weeks, in reading the local press and in talking to Koreans
and to my sta:: I get the impression of a government of

s "-’»

developing countries, Korea has a relatively high understand- S e
ing of the economic and administrative problems which it . i
faces and a relatively high degree of professional competence s
among its officials. .L"his government, however, appears to
have a relatively shaky base in public support. The President
and some‘of his senior colleagues appear to be uneasy and un-
happy in the cut and thrust of domestic politics, So many of
them are still esgentially soldiers and think along military
lines of orgamzatlon and command in their search to get things
done, that when these techniques either prove unsuitable or
frultless they feel frusirated and at a lo:,s as to how to pro-
ceed

Moreover, some of therm and particularly the Foreign
Minister, appear to be endowed with a singular capacity for
making trouble for themselves. I have been amazed, for
example, at the way in which the Foreign Minister and others
in starting out to get something done, will announce to the AL E o
world not only what he intends to do, but what other men e B
whose cooperation he needs will do, and will make this announce-
ment before he has even received their consent. The proposed
 formation of a committee of former negotiators with Japan to =i as
-advise on the current negetiations is & case in point. The names.
of such distinguished and respected citizens as Ho Chung and
Yi Ho appeared on this list. This is not a bad idea, but Ho
Chung had not given his approVal and the Foreign Minister
was quite frank with Yi Ho in saying, "He won't have to come
to any meetings, I just want to use his name." Such tactics,
of course, only add to the monumental lack of respect and
confidence which the Foreign Minister already enjoys with
press, opposition, and senior Koreans.

This young man is wholly irresponsible and has no con-
ception as.to how to deal with foreign affairs. When Habib
spoke with him about the proposed consultative group and he

L Y
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react:xon wao, "This is a fine 1dea Write mé out a state—
ment to the press." It was only at our most vigorous in-

sistence that he was persuadj o ! ,

He apparently had not the sllghtest 1dea of the J.mpllcatlons
of the fact that other countries are mvolved and that prob-
lems that require patiznt, careful and prlvate negotiation
cannot be dealt with by hasty a.nnouncements to the public.

He talks well, but so far has dmhvered little. For

exam iple t"m, public education campaign which he promised
has not e bejun 10 materialize. Y1 says that "the time
is not yet mpe i i

The Foreign Minister's ill-considered leak to the press
atout a drastic reshuffle of "inexperienced and incompetent
.A:QDB.SSadOfS” which had to be retracted is another illustra-

tion of his ineptitude. There will be some changes, and we
are concerned that Mike Kim will go. Y1 told Habib that
Ambassador Kim "might" be replaced, and did not respond
to dissuasion. As his replacement Yi said the President was
thinking of Henry Kim or Pack Tu-chin.” We be.ieve ﬂwe former
would accept but the latter would not. =i« il

I did not bore you with a cop v of hlS first draft of what
Yi proposed to say to the press after our'first meeting, which
I believed he deliberately prolonged by lengthy discussion of
irrelevandes in order to make it seem more important to the
public. It included such gems as quoting me as giving unequivo-
cal support to the pe*sonal diplomacy of Foreign Minister Yi
Tong-won, as promising to defend Korea "'against Japanese
ago'mssmn should 1t again oceur, ™ and as promising cenclusion
of a Status of Forces agreement "thls year." Despite the fact
that he was firmly told by Habib that this kind of thmg did not
wash, the second draft that he presented to me personally at
ocur meeting was in some respects even worse. - Qur legifimate
concern over what Yi might say after a mesting with ms prompted
the decision to limit him through agreement on a text which was
consistent with our position and appropriate to the occasion.

——rT TR
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DEPARTMENT OF STATE \Q

WASHINGTON \ ®

S/S 11946 a . 20
August 19, 19

MEMORANDUM FOR MR. McGEORGE BUNDY
THE WHITE HOUSE I~

Subject: Message for the President from the President of Korea

Enclosed is the original copy of a message delivered to the
Department under cover of a note dated August 17, 1964 from the
Embassy of Korea with the request that it be forwarded to the
President. 1In as much as the message is an expression of
appreciation for the President's congratulations sent in the
Department's telegram No. 134 on the occasion of the Korean
national day, August 15, we believe no reply is necessary.

—_— 5
Jh e Ol
Grant G. Hilliker 7/
Assistant Executive Secretary

Enclosures
Original letter from the
President of Korea and

covering note dated August
17, 1964

AUG 2 0 1364
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. ADDRESS OFFICIAL COMMUNICATIONS TO .“" (" .
THE SECRETARY OF STATE b
DEPARTMENT OF STATE e
WASHINGTON
August 6, 1964 ’ ﬁijjf

LIMITED OFFICIAL USE

14

MEMORANDUM FOR MR. McGEORGE BUNDY
THE WHITE HOUSE

| & B
SUBJECT: Proposed Reply by President Johnson to the "L ;i
Korean President's Message on the Situation @L’ . 'S

in Southeast Asia Y tfcd 7

6 wl 1-h
Enclosed is a suggested reply to President PARK's 44A\

message of August 5 to President Johnson supporting the [

action taken by the United States in the North Viet=-Nam Sl
area, forwarded to you by my memorandum of August 5. b{

The Korean Govermment published President Park's
message on August 6, deleting reference to President
Johnson's personal message to President Park and referring
instead to President Johnson's public statement.

//”’//A§;ﬁjamin H. Read
Executive Secretary

Enclosure:

Proposed reply to message
from President Park

Exempted from automatic decontrol
LIMITED OFFICIAL USE 4

0l

PRESERVATION COPY

Y apes .
Ry

































4 " .

(99 ¢

Page 2 of telegram to__Seoul, Tokyo, rptd CINCPAC POLAD
CONFIDENTIAL

»

The President hopes that delays will not <:<:n't..’1.r<me9 fearing that Korea's diploma-
tic and economic prospects and the Freé World position in Asia will detericrate unless
this normalization is soon achieved. The United States Goverrment is prepared
rublicly to support such a settlement, and to make clear that it will not affect
the basic United States pclicies of econcmic assistance to Korea. In fact, such a
settlement would make United States assistance more fruitful, for it would be work-
ing in a stronger and more broadly based economy.

It iz because the President holds these views strongly that he authorized me
to gtress United States support of a Korea-Japan rapprochement in my public state-

ment on arrival. IEND VERBATIM TEXT.

RUSY

END
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BIOGRAPHIC SKETCH

Ambassador-Designate Winthrop G, Brown (Kg;gg)

Born in Maine in 1907, Mr. Brown attended Yale University,
where he obtained B,A, and LL.,B, degrees. After graduating from
law school in 1932, he practiced law for nine years.

In 1941 Mr. Brown joined the Lend Lease Administration and
served as Executive Officer of the mission in London until the end
of World War II, From 1945 until 1952 he served in the Department
of State, becoming Director of the Offices of International Trade
Policy and International Materials Policy.

Mr. Brown returned to London in 1952 as Counselor of Embassy;
in 1955 he became Director of the ICA Mission in the United Kingdom.
Following assigmments to New Delhi and Katmandu, Nepal, as Minister-
Counselor, he was appointed Ambassador to Laos in 1960, For his
service in Laos the late President Kennedy presented the Distinguished
Federal Civilian Service Award to Mr. Brown, He has served as
Deputy Commandant of the National War College since 1962.

Mr, Brown is married to the former Peggy Ann Bell, and they
have three children.,
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DEPUTY UNDER SECRETARY OF STATE / '/é-vsxﬁ‘”

WASHINGTON Mg
2. O ,;)\
June 12, 1964 ~
~SECRET -
J,,H
MEMORANDUM FOR THE HONORABLL MCUGEORGE BUNDY, /ﬁ/\"/
THe WHITE HOUSE
SUBJECT: NSAM 298 on U.S. Forces in Korea.
In accordance with the suzgestion made in your memo-
randum of June 9 to the Secretaries of State and Defense,
there is attached a draft of the proposed response to N3AI
298, U.S. Forces in Koreas While this draft was the result
- of extensive staff work by the agencies conccrned, it had
not received the approval of the Secretaries of State and
Defense and should, therefore, be considered to be solely a
staff drafte
Ue Alex1s Johns
Enclosure:
Draft Memorandum for the President.
Ce: Wole - Mr. Komer (2)
Defense/ISA (L)
Bureau of the Budget - Mr. Clark (1)
Anembassy Seoul (1)
AID (L)
E  (2)
R (1)
FL (L)
S/P (1)
SECREP
RSN DECLASSIFiED
E.O. 12356, Sec. 3.4(b)
JUN 1 5 1GR4 White House Guidelines, Feb. 24, 1983

7

BvA™P__ NARA, Date ...3.-..‘29.::‘5
wLd as-13
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I recognize that there may be a reluctance on the part of the
Koreans to see us transform one of our divisions into a mobile Far
Eastern area reserve. However, I think we can make a strong case
that the most effective way to deter Communist adventurism any-
where in the Far East, including Korea, is by demonstrating our
ability to deal immediately and effectively with aggression wher-
ever it occurs throughout the region.

It seems to me time to make this adjustment in the use of our
military resources which are, after all, not unlimited. I am pre-

pared to explore the feasibility of this proposal with Secretary
McNamara and, if found militarily feasible, to work out a specifi:z

plan for your approval.

Dean Rusk
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Depot is enlarged for this purpose and the extent to which replacement
is made to Korea for the dollar earnings there which the redeployment
will terminate. Cost studies and site surveys in the Pacific area should
be made, as recommended by the Joint Chiefs of Staff, prior to select-
ing the redeployment area. Although this would require some delay of
a-aouncement of the decision to withdraw, the advantages of announc-
ing the redeployment area at the same time are believed to justify
this delay.

b.  Defense recommends that some items of heavy equipment
(e.g., tanks) for the withdrawn division be prestocked in Korea or in
Okinawa, and that consideration be given to adding to the Forward
Floating Depot at Subic Bay in the Philippines. In conjunction with
one brigade stationed in a forward area of the Pacific, equipment in
the Forward Floating Depot for a division less a brigade and less
heavy equipment prestocked on land would permit the rapid positioning
of a full division wherever needed in the Pacific area. Operation
QUICK RELEASE has demonstrated the remarkably good condition of equip-
ment stored in the Forward Floating Depot. The final détermination
of the items to be prestocked on land and those to be maintained
¢float should await further study, as should the location of land
prectockage as between Korea and Okinawa.

Ce Construction for prestockage of heavy equipment in

Korea is estimated to cost $2 million. If additional prestocking
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c. The withdrawal of a division from its static commitment
in Korea would add this force to the U.S. strategic reserve. The
result would be an appreciable improvement of the U.S. defense posture
in the Pacific area and elsewhere throughout the world.

d. A brigade deployed forward in the Pacific area, as pro-
vided in some options under consideration, would provide a combat
force of 4S00 men ready to respond rapidly to emergencies anywhere
in Asian area.

e. Our strategic airlift capabilities, together with the
prepositioning of equipment for a division in a forward area of the
Pacific, would enable us to deploy a division rapidly anywhere in the
aAsian area, including its timely return to Korea if necessary.

f. The approximately 41,000 U.S. troops remaining in
Korea, and our ability to deploy augmenting forces, should be con-
vincing evidence of our determination and ability to defend Korea.

ge The withdrawal would not affect U.S. operational
control of Republic of Korea forces since about one-fourth of present
U.S. strengtﬁ in Korea would be involved in the withdrawal, and the
Koreans will remain heavily dependent upon U.S. support in many forms.

he The withdrawal is desirable from the over-all military
viewpoint. It should not be delayed in anticipation of & time when
all other factors will be ideal, since such a time is never likely

to come.
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L. To counter possibly adverse reactions of the Republic of
Korea, other allies, neutral countries, and the Communists to the
redeployment, Defense recommends the following actions:

a. The proposed move should be presented to other govern-
ments and to the public for what it is: a remarshalling of U.S.
forces which takes into account the reslities of the present military
situation in Korea and which will improve the over-all capability of
the U,5, to respond to aggression in Asia and elsewhere in the world.
A program should be undertaken through diplomatic channels, and sub-
sequently in the press, that would stress the following points:
=~ The ability of the ROK forces to resist North
Korean aggression,
- The substantial U.S. forces that would remain in
Korea,

The improvement in U.S. tactical air quickly de-

ployable to Korea.

The quickness with which the U.,S. forces could be

deployed to Korea and the measures that are being
taken to insure this rapid reaction if needed.

- The stationing of a brigade (4500 men) in a forward
area of the Pacific, should this option be selected,
would be visible evidence of U.S. ability to respond
rapidly to Communist aggression anywhere in the Asian

area,
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- The prepositioning of equipment in a forward floating
depot, which would facilitate the rapid deployment of
the division to Korea or elsewhere in the Asian area.

- The extensive efforts that the U.S. is undertaking in
meeting Communist aggression in Southeast Asia as fur-
ther evidence of our purpose and will.

b. Large-scale mobility exercises should be conducted period-
ically to emphasize the validity of our claims to increased mobility
and to demonstrate the rapidity with .which U.S. forces could be de-
ployed into the area.

c. The Military Assistance Program for Korea should be read-
justed to include tanks, artillery and other equipment needed to fill
deficiencies in the 18 ROK active army divisions. This equipment is
not essential to the capability of these forces to contain a North
Korean attack, but it would improve their sustained combat effective-
ness. Of equal importance, it would tend to assuage ROK concern
about the capabilities of the South Korean forces to combat renewed
North Korean aggression. The FY 1965 ifilitary Assistance Program
for forea ($1L6 million) contains $L million for the types of equip-
ment needed. To add to this amount would mean deferring other high
pricrity items for Korea or taking monies from other programs.

Defense believes that the best solution for funding the needed equip-
ment would be a transfer of FY 1964 funds from AID to Defense. If
this concept is approved, the details of the transfer, not to exceed
$29 million, could be worked out immediately.

—SECRET—






IT. State-AID Recommendations.

The Department of State and AID believe that the proposed redeploy-

ment would not be in U.3. interest at this time and accordingly that it

should not be broached to the Korean Government. They propose to review

by December 31, 1964, the advisability of the redeployment. State's

objections to the DOD proposal to initiate the redeployment plan now aras:

a., The U.S. position in Asia is under heavy strain this year
— in Vietnam, Laos, Indonesia and elsewhere -- and we face intensified
international pressures with respect to Commnist China and its admis-
gicn to the UN. Fortunately we have a position of relative strength in
Northeast Asia, bul withdrawal of a division from Korea at this time,
taken in conjunction with other developments in the Far East, would pose
real risks to this position, thus adding to the unsettled situation
throughout the entire Far East. The stabilizing effect of a brigade
rnoved to another forward Far Eastern area would be outweighed by the
unsettling effects of the apparent substantial reduction of U.S. over-
all troop strength in the Far East. The Administration has been attempt-
ing to get the message to Hanoi (which also means Peiping) that any
impression that the U.S. will get tired of the Vietnam effort and with-
draw is wholly wrong. Withdrawal of a division from Korea would tend
to confirm in Hanoi and Peiping any judgment they might have that
their policies are succeeding and that we are becoming war weary

in Asia.
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g. State and AID do not believe that U.S. forces should be
retained overseas for the purpose of supporting the economies of host
countries. Nevertheless, the reduction of $15 million per year in
Korean foreign exchange earnings resulting from withdrawal of one divi-
cion (Defense foreign expenditures, less the amount spent outside Korea)
would have to be fully made up by increased U.S. econemic assistance or
other compensation to the Korean economy. Unless so compensated, this
foreign exchange loss would jeopardize the stabilization program, a
major U.S. objective in Korea, by necessitating curtailment of essential
imports or reduction of Korean foreign exchange reserves already at
rock-bottom. Alternatively, it might cause the Korean Government to
use Japanese funds provided under a Korea-Japan normalization settle-
ment, if achieved, to meet minimum maintenance of ecoromy requirements
-- resulting in charges that the U.S. had forced Korea to solve a U.S.-
created problem with Japanese money.

PL 480 is not a feasible offsetting device because its
use is already maximized. Korea does not yet qualify under the statu-~
tory criteria for program lending. Continued decline in Supporting
wccistance is a cardinal point in our relations with both the Koreans
and the Congress. Thus, minimum, one-for-one compensation would pro-
bably have to be in the form of increased Defense procurement in Korea
for 7.S. forces remaining there, especially of POL, and reversal of
plans to include POL in the MAP transfer program. A more generous

plan, seeking to compensate for the psychological impact in Korea of
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the withdrawal, would include the minimum program to compensate for
the dollar loss, plus a commitment to provide additional U.S. project
loans (if not already promised to facilitate a Japanese settlement),
concessions in the volume of permitted Korean textile exports to the
U.S., or provision of increased MAP hardware to the Korean forces to
replace lost U.S. firepower. (See Attachment B for fuller discussion
of the compensation question.)

h. U.S. balance of payments savings from the proposed move
will vary with the redeployment option chosen by Defense. It is not
likely under any circumstances to be substantial, and with forward re-
deployment in the "estern Pacific may well be negative, Assuming com-
plete redeployment to Alaska/Ft. Lewis and adoption of the Defense
prestockage proposals, and excluding the increased U.S. assistance or
other compensation that would have to be given to Korea, the reduction
in U.S. foreign expenditures once the move has been carried out would
be no more than $17 million annually. Hovement of ome brigade to the
Philippines would reduce this figure to below $10 million. The real
balance of payments saving in both cases -- still excluding the com-
pensation to Korea -- would be less whatever part of these dollars
would have been spent in the U.S5. either by Korea or third countries.
Compensating Korea for its $15 million foreign exchange loss would fur-
taer reduce the balance of payments savings depending upon the form

compensation takes. It could result in a net outflow if one brigade
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were redeployed in the Philippines. (See Attachment C for more details
on the balance of payments effects under the various options.)

i. According to Defense estimates, the initial budgetary cost
of the recommended actions, including construction and prestockage,
would range from $92 million to $370 million depending upon the rede-
ployment option selecteds The annual burden on the U.S. budget, with-
out taking into consideration the compensation to Korea, would be
increased by from $7 to $11 million. Minimum compensation in the form
of Defense procurement in Korea, including MAP procurement, to make
up the $15 million foreign exchange loss to Korea would not result in
increased budgetary costs, but other forms of compensation suggested
by Defense would, None of these figures include any additions for
military assistance to Korea; Defense has recommended a $29 million
increment. The budgetary effects of a more generous compensation
program cannot be quantified until its composition and magnitude
have been decided. (See Attachment C for the budgetary impact of
the various options.)

je Our view, in light of the above, is that the proposed
redeployment would not be in U.S., interest at this time, as the
risks are disproportionate to the relatively small balance of pay-
ments and military gains (if any). However, I do agree that the

matter periodically be reviewed, possibly again this coming December.

Attachments:
Tab 4 - Time-phased Redeployment Plan

Tab B - Effects on the Korean Econouty
Tab C - Gold Drain and Budget Estimates

-
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Attachment A

TIME-PHASED PLAN FOR ACCOMPLISHING REDEPLOYMENT

(With Alternate Schedules Based on June 1, 1964, and December 1, 1964, Decision Dates)

Until the decision is made to withdraw the division, any rumor of such action should be categorically
denied, because of the extreme sensitivity of the matter in Korea. There should be no preparatory infor-
mation activity.

1. Decision by U.,S. Government: June 1 or December 1, 1954

Any decision to move a brigade to the Philippines should be discussed with the Philippine Government
and its agreement sought, at the same time the ROK Govermment is consulted.

2. Notification to the ROK Govermment: June 8 or December 8, 1964

(By Presidential emissary)

Talking Points: 1) Reaffirmation of the Declaration of the Sixteen of July 27, 1953, guaranteeing the
Korean Armistice, and U.S. commitments under the U.S.-ROK Mutual Defense Treaty, 2) description of
advances in mobility of forces, 3) discussion of the action plan in detail, emphasizing the quickness
with which U.S. forces could be returned and the pre-positioning of tanks and other heavy equipment,

and 4) compensatory actions (paragraph IT g).

SECRET
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Consultation with the Sixteen and Japan: June 10 or December 10, 1964

The other fifteen countries who contributed military forces to the UN Command in the Korean hostilities,
with the possible exception of Ethiopia, should be consulted, using the same talking points as with the
ROK Government. In the case of Turkey and Thailand, an appeal should be made to maintain their military
units in Korea, to preserve the international character of the UN Command. If they prove unwilling, an
appeal should be made to others of the Sixteen to supply units in rotation. With Japan, in addition to
the talking points used with the ROK Government, steps should be taken to ensure continuance of the UN
Status of Forces Agreement, governing the use of Japanese facilities in case of renewed aggression in Korea.
Congressional Briefings: latter half of June or December 1964

Defense and State have already briefed Congressional committees in executive session on the possibility
of a withdrawal. This additional briefing would cover much the same points as the discussion with the
ROK Government, and would include mention of our talks with third governments.

White House Announcement: July 1, 1964 or January 1, 1965

Emphasis should be on a reaffirmation of U.S. guarantees of ROK security, and on the strategic rather
than the economic purposes of the withdrawal.

Begin construction of relocation site:

August 1, 1964 or February 1, 1965

QTR T
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Begin construction on equipment prepositioning facilities:

August 1, 1964 or February 1, 1965

Begin transfer out of KATUSAs from U.S. division to be withdrawn:

May 1, 1965 or November 1, 1965

Conduct mobility exercise in Pacific area:

August 1 - September 30, 1965

Complete delivery of available equipment to relocation site:

SECRET
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September 30, 1965 or March 31, 1966

Begin assignment of personnel new site in lieu of Korea:

October 1, 1965 or April 1, 1966

Complete phase-out of KATUSAs from division being withdrawn:

October 31, 1965 or April 30, 1966

Complete withdrawal:
November 30, 1965 or May 31, 1966

TR
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Attachment B

Effects on the Korean Economy (State - AID)

Withdrawal of one division from Korea will have sewveral effects:

1. Korean foreign exchange earnings from the UNC will be decreased
by approximately $15 million per year (the DOD estimate of current gold
drain, less the amount now spent outside Korea). Even without the troop
cut, Korean official earnings from this source fell from $86 million in
1962 to $59 million in 1963, and are estimated to be $45 million in
1,4 and $4O million in 1965; a further cut of $15 million cannot be
sustained by the Koreans without compensation.

Unless compensated by U.,S.G. actions, one or more of the following
will occur:

(a) Decrease in Korean imports. UWith extremely tight programming

we expect that 196L "maintenance of economy" imports will
drop from $297 million in 1963 to $241 and $259 in 1964 and
1965, respectively. Further reduction appears both economi-
cally and politically undesirable. lbreover, any substantial
reduction would violate the jointly agreed Korean stabiliza-
tion targets.

(b) Decrease in Korean Foreign Exchange Reserves or Increase in

Short~term Credit Outstanding. Reserves are already very

low, and the 1964 stabilization program floor of $100 million

DECLASSIFIED
E.O. 12356, Sec. 3.4
Nj 2] i
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is virtually rock-bottom. To increase short-term credits
and repayments would increase the demand for future aid
and would be inconsistent with the 196l stabilization pro-
gram which permits no increase of such credits in 196l.
(¢) Use of funds from a Japanese settlement to support current
imports. The Korean government might be forced to use
Japanese grant funds (assuming a settlement) for maintenance-
of-economy imports rather than capital projects, as we have
been urging, to make up for the lost earnings from U.S.
forces, They could then accuse us of forcing them to solve
a U.S.~-created problem with Japanese money.
We believe the first two of these alternatives are unacceptable and
the third is undesirable,

2, In principle Korean GNP will be reduced by $15 million per
year, or more than one-half of 1%, without counting any multiplier
effects, It is doubtful that the Korean economy can effectively absorb
much of the released resources into alternative employment. The major
effect will be the loss of jobs by 7,000 Koreans employed by the U,S.
military in a country already ridden with unemployment; this could
have adverse local political consequences in the present area of divi-
sional deployment.

3« The reduction in foreign exchange earnings could have an im-
p-rtant immediate psychological effect on Korean performance of the

jointly-agreed 1964 stabilization program. The achievement of
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agreement on and performance of this program has been the major U.S.
objective for over a year. We have been building painstakingly the
morale and position of those Koreans who have supported this program,
and 1964 has been billed as the year of decision in testing Korean
courage to take hard steps to support it and to lay the foundation
for development. Our efforts are meeting with growing success, par-
ticularly in the recent ROKG devaluation decision. A decision now to
withdraw a U.S, division, even if accompanied by action to compensate
for the foreign exchange loss, would cast doubt upon the dependability
of U.S. support, and thus weaken the position of those in the Korean
govermment willing to work with us in the stabilization effort.
Failure of the Korean govermment to carry out this effort could lead
to aid demands for additional tens of millions to preserve Korea from
economic and political chaos.

Delay of any troop withdrawal until the stabilization effort has
taken hold would be helpful. With luck and strong Korean action, this
could occur before the end of 196L. With sufficient advance notice of
the decision, moreover, and with sufficient dollar compensation, at
least the adverse psychological effects could be mitigated in the pre-
paration of the 1965 stabilization program.

Compensatory leasures

le Minimum Plan.

Our policy has been to cover Korea's essential foreign exchange

gap by grant aid, while limiting the gap under an austere stabilization

~SECHIT-
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program., This policy is based on the high priority piven to the main--
tenance of South Korea's existence., Unless this policy is altered,
the loss of 15 million in Korean earnings would require replacement
on a one-for-one basis., Thus, no "minimum" plan of compensation short
of full offset of the {15 million is appropriate. If the calculations
in the present stabilization program are accurate, and we believe they
provide a bare bones program, a {15 million reduction or any substan-
tial reduction in foreign exchange earnings would undermine this
absolutely crucial stabilization effort, now well under way. Imports
for the maintenance of Korea's economy cannot be reduced significantly
from the present targets without going below economically or politi-
cally acceptable limits, threatening the stability of the Korean
government.

The full offset could theoretically take one or more of sev-
eral forms:

(a) Increased Supporting Assistance. This would be

the Korean preference and would use the tool ecur=-
rently used in Korea for balance of payments
support. Use of additional Supporting Assistance
is, however, not acceptable to A.I.D. Against
Supporting Assistance increases are the doubtful
availability of funds in this category, our com-
mitments to Congress to decrease grant aid to
Korea on a reasonably regular basis, and our
strategy, now working increasingly well, under

SECRET~
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which we have told the Koreans to expect annual
decreases designed to put heat on them to maxi-
mize self-help efforts, particularly in stabili-
zation and promotion, would indicate both to
Congress and to the Korean government a soften-
ing of our position and in Korea would invite
other excuses for departure from our announced
plan.

(b) PL LBO, Title I. Not appropriate for an offset

because of absence of further need for the com-
modities available and because greater food im-
ports would defeat our efforts to promote devel-
opment of Korean agriculture.

(¢) Increased DOD Procurement in Korea for Remaining

U.S. Forces. Total receipts from U.S. forces contracts
from appropriated funds for goods and services have
fallen rapidly since 1962, in part in response to
gold-drain actions taken by DOD. It appears pos-
sible that $6~8 million in additional business could
be given to Koreans from this source, admittedly at
the expense of gold drain. This action would have

the advantage of increasing Korean employment and
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production, as well as offsetting losses in
Korean foreign exchange. Further compensation
for Korea could come from DOD procurement in
Korea of petroleum for its own use, giving
Korea foreign exchange earnings of an additional
$3-4 million annually without adding to the U.S.
gold drain.

(d) MAP Purchase in Korea of ROK Military Petroleum

Requirements. The source of petroleum for the

Korean military is tentatively scheduled for
transfer very shortly from the Middle East to

a refinery in Korea, and the financing shifted
from MAP to the Korean budget gradually over 30
months. If MAP were to continue to pay for these
products and procure in Korea, the net gain to
the Korean foreign exchange budget would be al-
most $5 million in 1965 and $9 million in 1966,
as compared with the tentative schedule.

Choice between Alternatives. The above alternatives provide

ways of offsetting the anticipated $15 million annual foreign exchange
loss. We believe that if the decision is made to pull a division out
of Korea, alternatives (c) and (d) provide the best method of offset-

ting the foreign exchange impact. In combination they are adequate
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to the task; they require only U.S.G. decisions plus relatively minor

negotiations with the Koreans and others; and neither commits us to

programs that cannot be changed when appropriate without complicated

foreign negotiations.

2. More Generous Plan.

The tools to supply a more generous plan include those listed

above, plus others which do not deal directly with the loss in Korean

foreign exchange earnings:

(e)

(£)

Development Loans. A possible commitment to pro-

vide a total of $100 million in development loan
funds over two or more years. State/AID are now
exploring the feasibility of offering such a com-
mitment to facilitate public acceptance in Korea
of a Japanese settlement. If used in this manner,
the same horse cannot be sold again. It will also
be difficult to find sufficient economically sound
projects and programs meeting development loan
criteria, particularly if $50 million per year of
Japanese Government funds become available for
similar purposes. These could lead to Korean frus-
tration with U.S. inability to fulfill the pledge
in a rapid manner.

Increased Textile Exports to the U.S. Korean
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foreign exchange earnings could be increased by
permitting additional textile imports into the
U.S. Negotiations on textile restraints with
Korea are now blocked with the U.S. offering to
permit imports of $5 million and the Koreans re-
questing almost $10 million. Although some
textiles not exported to the U.S. may be sold
to third countries, relief from the restraint
levels now being offered by the U.S. would in-
crease Korean net dollar earnings by perhaps $3
million annually.

Increase in MAP Hardware. This could enable the

Korean army to increase its firepower to replace

lost U.S. firepower.

e
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