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My suthorities would like to thank the staff for the constructive
discussions held in Seoul. They are in general agreement with the
staff s analysis including the identification of the main economic
issues currently facing Korea and the policy measures required to
address them. However, my authorlities do have some reservatlions about
the balance of payments forecasts and I will return to this later.

Recent Economlc Developments and Prospects

Korea s economic performance in 1987 was {mpressive in a number of
regpects. The main features are summarised in table 1 of the staff
report.

The noteworthy progress was achieved against a background of an
unprecedented labour unrest, culminating in a 22.7 percent imcrease In
wages during 1987 and serious and prolonged political disturbances ahead
of the December 1987 presidential elections.

The recent dramitic change of the current account has brought new
challenges for economic wanagement and my authorities have implemented a
wide range of adjustment measures almed at reducing the size of external
gpurpluses to more sustainable levels and to reduce distortions in tha
& COTLOMmY «

= The excha rate appreciated, by 19 percent against the U5 dollar
between mid-1986 and April 1988, The won is continuing to

appreciate this year with more than a 7 percent appreciation during
the past & months., This is a significant adjustment considering
that the U.5. is taking about 40% of Korean exports. Exchange rate
changes, the large wage increases in 1987 (and in prospect for
19688) and other adjustment measures have substantially eroded
Eorea™s external competitiveness since mid-1986.

i Import liberalization measures have reduced the share of fmport
items subject to quantitative restrictions from 18.7 percent at the
end of 1983 to 4.6 percent on April 1, 19848.

= Tariff reductions reduced the average unweighted basic tariff rate
from 23.7 percent in 1983 to 18.1 percent in 1988 and have
gignificantly marrowed the dispersion of tarlff rates.
Concessional tariffs and temporary tariff cuts have further reduced
effective protectlon for many {mports. My authorities are com-
mitted to further major tarlff reduetlons in the next few years.
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i Export financing has been reduced rapidly for all firms and
eliminated for large filems. The authorities have also introduced
import flnancing schemes to encourage import growth.

= Exchange controls on direet investment, overseas investment, and
invigibles transactlons (including overseas travel and remittances
abroad) have been substantially liberalised in the past twa
years. Measures have also been taken te open up the domescic
insurance market to forelgn competitiom.

Macroeconomle policy measures have been supportive of external
adjustment and have complesented the structural measures already
introduced. My authorities will consider a further reduction in the
excige tax should the overall budget be im surplus during the course of
the year. Monetary policy will aim at stabilizing prices by containing
ligquidicy growth through sales of Monetary Stabilization Bonds and
adjustments of reserve requirement ratlo.

Balance of Payments Frospects for 1988

My suthorities believe it is too optimistiec to expeet that the
strong balance of payments performance of 1987 will continue chroughout
1988. As the effects of the substantial adjustment measures already
undertaken and the recent deterioration in Korea“s external competitiwve-—
ness are increasingly being felt the balance of payments surplus will be
reduced significantly in the second half of the year.

Durimg the consultation in Korea, the staff prepared two
alternative forecasts for the balance of payments for 1388 - one higher
gide and one lower side (see the table below) — although they used the
higher side forecasts in the staff reports My authoritlies bellieve
curtent early indicators for exports and imports and prospects for
further large wage increases in 1988 point to the lower forecaasts as
being more realistic.

In this context it should be noted that the EC suspended Korea®s
prvlleges under the Generalized System of Preferences (GSP) as of
January 1, 1988 and the U.5. announced to withdraw GEP benefits from
Eorea effective January 1, 1989, About 23X of Korea's exports to the EC
and 12%, equivalent to 2.2 billion dollars, of exports to the U.5. would
be affected by these actions.




Eorea: Balance of Payments, 1987-88

{In billlons of US dollars)

1987 1988
Actusl EEaff FanEast!
I 11
Exports, f.o0.b. §6.2 55.0 GH.2
Imports, £.o0.b. -18.5 —48.4 -&59 .0
Trade balance 17 b6 H. b
Services balance 0.9 | 1.9
Tranafers le 1.0 1.0
Current Account 3.8 8.8 11.3

% Alternacive I assumes a sharper decline in export volume and a
larger response to liberalization of tourism and other services
payments than Alternacive II.

Trends in letters of credit for export and ilssuances of import
licences can be vused as advance indicators of export and import
developments. Recent developments are set out in the table below. The
sharp reduction In growth of export letters of credit and increase in
import licences signal that a significant reduction in the trade surplus
is likely in the near future.

Growth Trends of Export and Import Indicators (%)

87,01 88.01 88 April

86.01 87.01 87.April
I X =
Arrival of letters of credic for exporcs 4 26 18
Issuances of import licences 29 40 &4

The strong domestic growth in recent years has been accompanied by
rapid wage adjustments, 1987 saw unprecedented nationwide labour unrest
culminating in a8 23 percent wage Iincrease in the manufacturing sector =
the maln export sector. (About half of this wage increase in (987 was
carried over into 1988.) Labour wnrest and high wage settlements were a
gignificant factor in reducing Korea®s external competitiveness in L1987
and this trend 1s expected to continue into 1988. The national labour
unions are demanding a further 30 percent wage increase in 1938 while
employvers are unwilling to grant more than a 10 percent increase. As a




result there has been a rapid Increase in the number of labour
digsputes. At end-April 1988, B4 percent of Korean companies could not
gettle thelr wage negotiations for 1988, Indicating the prospect of
continuing labour unrest and further significant wage adjustments.

Feneral Observations

I have & number of general observations on Korea™s adjustment
program and the role Rorea can play in correcting global economic
imbalances.

l. What role can Korea play in reducing global imbalances?

At the outset, let me say that Korea is prepared to accept its fair
share of the adjustment burden required to reduce global imbalances.
However, my authorfities bellewve this burden msust be shared Fairly
batween surplus and deficit countries. Adjustment is a painful
procedure for surplus and deficit countries alike and all economies face
political and social constraints on the implementation of adjustment
measuress Ihe Korean economy can conbribute modestly to the correction
of global imbalances but its relative size and state of development must
be kept clearly in mind: For example, in 1987 Korea’s exports
represented 2.7 porcent of world trade while its indebrtedness
{5U535.6 billion)} accounted for 3 percent of the total debt of develop-
ing countries.

2. Can exchange rate adjustments alone correct global imbalances?

& second issue is whether exchange rate adjustments alone can
correct world trade {mbalances. The Annex IV in the recent WED sheds
pome light on this issue. It states thac:

"Ag of January 1988, the real effective exchange rate of the
US had depreciated by more than 40 percent from its March 1985 peak
and had equalled its October 1978 level, which was the low point
reached over at least the psat thirty years. The real effective
axchange rate of Japan was 3 parcent below its 1978 peak, while
that of Germany was about level with its previous peak, reached in
1979, Thus the current pattern of real exchange rate is close to
that of the late 19708, at which time the current account positions
of these three countries were In approximate balance. Deapite
these substantial adjustments In real exchange rates, trade
lmbalances have declined only slightly, and current account
imbalances for 1987 were at record levels for these countries."

I do mot wish to imply by this quote that exchange rate changes do
not have & role to play in correcting trade imbalances. Rather, [ would
suggest that this supports the staff view that an ::-pr_f_mmEi_x_nf
pollcies, including market openling measures, exchange rate adjustment,
domestic demand management measures and wage adjustments, should be
implemented in Borea in a balanced mannercs




E Market opening policles versus exchange rate adjustment

A related question 1s the appropriate balance between market
opening (liberalization) measures wersus exchange rate adjuscments. If
adjustment efforts concentrate more on exchange rates than market open—
ing (structural) measures, the world economy is likely to lose some of
the benefits of free trade. Exchange rate wolatility is likely to
increase, creating a more difficult economic climate for a reduction im
protection and trade distortions. The recent G-7 statement endorses
this view by noting that: "They (the G-7) reiterated that excessive
fluctuations of exchange rates could be counterproductive by damaging
growth prospects in the world economy."

4, External competitiveness - exchange rate adjustment
versus wage increasas

Another issue relevant to the Korean case is whether adjustments in
external competitiveness are best achieved by exchange rate appreciation
or through domestic wage Increases. The staff discuss this fssue, and
on page 29 of the report observe that: "While it would be preferable to
achieve the real appreciation largely through nominal exchange rate
appreciation rather than through a wage push, in view of the increased
labour union actiwvism, part of the real appreciation will result from
increases in unit labour costs as happened last year."

The staff have indicated a preference for adjustment through
exchange rates rather than through wage increases. However, they also
noted that “success in Korea®s adjustment efforts will be essential for
ite overriding goal of providing a sustained rise in the living
standards of its people." After many vears of successful macroeconomic
adjustment, Korea is now facing inmevitable demands to raise wage levels
and living standards so that all sectors of the economy cen share the
Fruits of past adjustment efforts. This is a natural result of economic
development. I beliewe that to adjust external competitiveness largely
through exchange rate appreciation would risk passing up the present

ocpportunity to ralse living standards in KForea. It could also undermine
the broad political support for continuing economiec adjustment and
promote costly social unrést,

Hy asuthorities therefore agree with the staff that the amount of
exchange rate appreciation during the remainder of the year has to be
determined in light of the impact of wage settlements on domestic costs
and internaticnal competitiveness.

i ¥ Measurement of external compet itiveness

The staff report contalng several measures of Korea™s external com-
petitiveness. Eorea s external competitiveness, expressed in terms of
the nominal effective exchange rate index adjusted by relative export
unit walues, Is set out in the table below.




External Competitiveness
(Percent of change : end of perlod)

L84 6.1
1985 =77
1986 =1ed
1987 3.1

The increase in competitiveness in 1985 and 1986 appears much
smiller when the exchange rate index 18 adjusted by relative export umit
values (EUVs). The main reason for this result is that EUVs of Korea®s
competitors did not change strictly in proportion to currency realign-
ments, implying absorption of some exchange rate changes im profit
margins. Conseguently, Forea’s competitiveness, as measured by the
index adjusted by ElUVs, stands almost at the same level as in 1984, when
BEorea experienced a 51.8 billion trade deficit.

Gﬂncluding Eemarks

| My Korean authorities hawve already undertaken many policy
initiatiwves to reduce the current account surplus over cthe medium term.
The won appreciated by 11 percent against the US dollar between mid-1986
and December 1987. This appreciation has continued in 1988 - in che
first four months of the vear it appreclated by a further 7 percent
against the dollar.

In addition, the large wage increases In 1987 and further sub-
stantial increases expected in 1988 have contributed and will continue
to contribute importamtly to the reduction in the external competitive-
nesg of the Koream economy. Significant market opening measures
implemented over the past few years and the strong growth of domestic
demand and in some redistribution In faver of low income wage earmers
will encourage faster import growth in Korea.

Early balance of payments indicators suggest these concerted
adjustment efforts are beglnning to take effect. However, should these
measures prove insufficient to achieve the desirable lewel of
adjustment, my authorities will undertake further actions to strengthen
their adjustment effort.

Eorea is now preparing an overhaul of the tarlff system with the
aim of reducing average tarlff rates [rom the present lewvel of
1B.1 percent to ll-12 percent by 198% and to &-8 percent (the rate
applying in large industrial countries) by 1992.

Korean regulation on invisible cransactions will be further
liberalized so as to conform to the DECD code of liberalization of
invisible transactions within 2-3 years.

2 My Eorean authorities would like to restate their willingness ta
play a constructive role in the world economy.




The following table shows that Korea has consistently reduced
restrictione on imports at a time when Korea still faces comparatively
high protection in ita export markets.

Import Liberalization of Korea
versus Protection against Korean Exports

1983 1984 1985 1986 19387 1988

Ratio of import restrictions by
Korea (%) 18.7 15.2 12.3 B.4 6.4 4.6

Ratio of import restrictions imposed
by OECD countries on Korean
exports (X) 39.9 &1.2 36.3 31.0 2ZB.9 N« &.

Eorea s willingness to accept ite international respomsibilities 1s
aleao reflected in ite attitude to the Fund. FKorea la commltied te con-
tribute SDE 65 million to the ESAF (or twice its calculated contribution
based on exiasting Fund quotas) despite its status as a highly-indebted
middle incomes developing country. Moreover, in December 1987 Korea made
an advance repurchase to the Fund of SDRE 600 million {(desplite the exist-
ence of a large amount of more expensive commercial debt) in order to
release resources for use by other developlng member countries.

3. As recently as two or three years ago the Executive Board expressed
concern about the rapid increase in Korea’s level of Indebtedness. Dom-
eatically, the Korean authorities” economlc development strategy of
utilising external debt as a8 major source of Investment was heavlly
criticised.

After years of adjustment, the external position has now Improwved
and Korea has started to reduce its high level of foreigm debt.
However, outstanding debt Is still 1.7 times higher than the levels of
the early [1980s.

In my view it is important that the Fund have a successful model
for the debt strategy — a model that proves a countrty can adjust and
gubsequently reduce its indebtedness by recording balance of payments
surpluses. Korea 1s that good model, but it sust be permitted to bring
its adjustment process, started many vears ago, to a successful con-
clugion. To do this it needs the support and encouragement of its
economle partners.
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Staff Commants on Current Policy lessums

After an unaxpectedly strong wpturn in 1986, rapid growth Fuelled by an
axport boom has continued through early 1983, While a slowdown in exports and
soma moderation in GNP growth are likely this year, the sxpansion will
nevarthaless continue at a high rate. Korea has thus entersd a pericd of high
growth accompanimsd by large curreant account surpluses. The renawad vigor which
the Korsan sconomy has shown over the recent past is moat impressive and highly
waleoma both for Korea and the international economy. The success, howsvar,
has also created new problems and presents new challenges for sconomic policy.

The main issuss and the mission's position on thes are summarized as follows?

L Currant account surpluses of the present magnliiude aof around B
parcent of GNP ara undesirable over the medium ters for domestic as well as
intarnational reasons. Domestically, the resuliing large liguldiiy inflows

maka monetary control incressingly difficult and further distort the pattern of

credit flows, and have already led te inflationary pressures. The surpluses
also intensify existing international imbalances and are, thersafors,
inconsistent with a constructive Fole for Korea in Ehe process of global

adjustmant. This is particularly so becauss of the large imbalances in ths

underlying bilateral trade patterns which already have led to trade frictions.




(23 In line with the reguirements for domestiic fimancial stability and

structural change as wall as with Korea's role and responsibility inm thea
international economy, the authorities should aim at reducing current account
surplusas over the medium term to a range of 2-3 percent of GNP. Surpluses in
that range would naither imply excesaive reserve accumulation nor precipltate
external debt reduction. The supgested decline in the surplus would ococcur
gradually and is probably the maximum feasible 17 the adjustment process is to
be smooth and orderly. While such a8 medium—term target would meat domestic and
international objectives, i1 should be centinuously reviewsed and reavisad L1f
necessary in the light of evalving domestic and intermational developmentis ovar

the coming years,

= Varlous developments are already at work ln the direction of a
surplus reduction: the impact of ithe earlier won depreciation as well as af tha
garlier o0il price and intereat rate declings has been apent: wage costs rose
sharply in the middle of last yeari end further substential wage increases are
expaciad this year. In addition, there is the affact of market opaning
measuras already implemenied and of the eschange rate appreciation which has
bean initiated in 1987. Prospective frends in domestic demand will alsao
suppart current account adjusiment: ae consumpiion will respend to highear raal
incomes , the savings ratio should decline from its present level which s
historically high., Finally, the growth of international demand is likely to

slow down under the impact of adjusiment in the U.S. econaomy.

{4) However , these influences will not be sufflicient te bring about the

path of current account adjustmant supgested abowve. Thay need to be supporied

and reinforced by further adjustment efforts. Theee should be directed toward




thres areasi furiher market opening, real effective sxchange rate
sppreciation, and ensuring sufficient domestic demand axpansion. Faor
adjustmant to be effective, action should bhe taken simultanecusly in all threas
argas. Furthermore, beécauss of the delayed lmpact of adjustmant measures on

the current account, il l= essentisl that actlon is takem at am sarly stage.

{5} HMarket opening provides still ample scopa. Although the inevitable
palitical constralnis havea te be recognized, a credible and affective mova
toward further market opening should be undertaken in the couras af the year,
encompassing import liberalizetion and tariff reductions. For import
liberalization, the following measures are suggested: reduction in the number
of restricted items, including agricultural products, at & substantially fasier
paca than in the pasty sarly elimination of the surveillance listy simplifica-
tion of importing proceduras) reducing the application of special laws to a
minimum number of products, together with a substantial inmcreasa in tha numbar
of items subject to repaorting system instead of licemsing., A major ocverhaul of
the tariff structures is planned to bea impleameanted in sarly 1389. Tt will
reduce the leval of nominal and effective protectiion as wall as the disparliiiesa
in protection levelas among industries. This should contribute importantly to
medium-term adjustmant, In the meaniime, tariff cuts over & wide range of
items could be affecied through concessional tariffs. In particular,
additional tariff cuts on selected Finished products could be implemented to

reduce tha rate of effective protectiaon.

{6} Parallel to market opening measuras, other liberalization measures
should also be considerad: restrictions on invisible payments could be

elimninated ahead of schadule; implementation of liberalization measures on




oversess investment could be acceleratedy the diversification list and
localizatlon program should be cperatad in accordance with comparative
advantage. These programes showld become increasingly unnecessary as external

adjustment is affected through glcocbal measures.

{73 The recent exchange rate apprecliation agalnst ihe U.5. dollar should
continua In ordar to achieve a real appreciation in 1988, Appreciation will
counteract inflationary pressures through the direct effect of lowering import
prices as wall as the effect on reducing foralgn exchange inflows as 1t lassans
incantives to speculative capital inflows and tends to dampen the current
account surplus. It will also support improvements in the structure of
domastic production by shifting resources out of lese efficient export and
import substlitution lndustries. Part of the real appreciatlon will result from
further increases in unit laber costs. Becsuse of the uncertain outcome of tha
wage nagotiatione thie spring, the amount of further sxchange rate appreciation
during the remainder of the year will have to be determined in light of tha
impact of the wage settlements on domastic costs and international

compet Lt iveness,

{8) A8 the aconomy 15 operating close to capacity, thers is limited
#cope in the short run to support current account adjustment through demand
managamant, Indead, monatary policy should contain ligquidity expansion fto the
target of 1B percent through further substantial sales of stabilization bonds
to neutralize the impact of foreign exchange inflows. Fiscal policy should
take a broadly neutral stance. Thus, the small budget surplus projected for
1988 provides scope for & modest fimcal stimulus. Import duty and exclise tax

reductions, preferably on consumer durables, would be most suitable as they




would contribute to higher consumption and imports while at the same time
dampaning price incraases. Policies to stimulate the growth of domastic demand
will bacome more important cvear the medium term to support import growth and to
compansate for the effect of slower export expansion and higher import growth
on output. Thus, in the medium term, in addition to an easing of fiscal and
credit policies, a reduction of interest rates to stimulate private spesnding
could be achieved through the alimination of lniterest rale and direct credit

controls together with a gradual liberalizatlon of the caplial account.

The adjustment measures cutlined above are far-ranging and entail short-
run costs. Their implemantation will, thersfors, be politically difficult.
Perseverance of Korean policymakers a3 well as understanding of thair
constraints by Korea's trading partners are certainly nesded. Over the madium
tarm, howevar, thess measures should accomplish & successful structural
transitien of the Korean economy which 15 essantial for maintalming its high
growth potential and alec for coniributing to moreé harmonlous trade ralatlons,
Korea will thus furthar the overriding goal of providing higher living
standards to 1ts people, while plaving a constructive role in the world sconomy

and moving further toward jolning the ranks of the industriallized countries.
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Table 1. HKorsa: Balance of Paymanis,

{lp pilliens of U.5, dollars)

| 987-88

1987 j8&8
fctual Forecast 1/

I Il

Exports, f.o.b. 4B.2 5.8 58.2
Volume {percent change) (24.8) (B.2) {1d.5)
Unit value {parcent change! {9.3) (1.8} (18,80
Imports, f.o.b. -38.5 -4B.4 -48.8
Uolume {percent change) {22.4] [15. 3] {18.7)
Unit value {percent change) (6.8 (B.3) {B8.9}
Trade balance Tad E.B B.4
Services bhalance 2.9 v LR |
Receipts (=8.2) (-18.51 (—1@.@)
FPayments {18.1) (1147 {11.9}
Transfers 1.2 1.8 1.8
Current account §5.8 8.8 1.3
{Parcant of GNP 8.3 6.8 {7.6}
Debt-related capital -4 B =g =3:3
MNondebt-related capital I.8 -B.6 -8.8
Overall balance of payments 6.8 4.3 7.4
Bros: reRErVEE ia.2 i3.8 14.5
iIn months of lmports of goods and services) (2.6) {2.8) (2.8}
Dabi 35.6 3.9 29.1
(Parcant of GNP) (38.2) {(21.11 {18.T)

14 Alternative [ assumes a sharper decline in export

volume and a larger

response of tourist and other sarviceas paymentes to liberalization than

Altearnative I1.
Export Yaluma

{Percentage change over same guarter a year ago)

Tourist and ather
seryvice paymanis

1987 1988 (UER bn. )
Actual Farecant Actual Forecast
@ r 3 G4 @1 Q2 Q3 Q4 1986 1987 | aaE
7.9 . 26.6 1.9 23.1 1 8.7 8.8 JF.8 3F.8 2.2 2.6 I 3.8
IT 23.@¢ 14.8 13.8 T.B II 3.2




Tabile 2. foren. Mediun-Tern Adjustnent Scesarie, 194S-3E

[}

5 1WE 1T W 1 10 W
{in billiens of @5 dellars)
Experts & BRI 2 Bl E@l BT Kl E)
Trparts %5 BT WS N8 LS A 4 ug
St services md Erassfers 4 04 21 Y 8 M L L
Current accoart balasce 4 %6 W NI 4 Bt & s
{In percent of §P) = TN ¥ P N TS+ SRR 1 S 1 B X
Debt related capital floes L6 A7 4% 3t -hd A2 40 A2
Mor-debd reloted copital flws 22 -3 19 e L4 A5 A7 43
fuerall balasce L5 Lé bl T (% 1 0 | 1.1 19
firoas reserues 1A % T |/ | T B S o S £ % I ¥ |
iIn manths of irperis A LT A 1 L3 Ll R ] ER | LA
o goods and strvicest
External deb A HME B B O B§ BT 0¥ Ak
iIn peroest of GNP} = R, % N P S | S | % S 5 S ¥ [ %]
{Pereasd. change)

Cegert walune 13 %1 HF 15 1.8 1] 1.0 .0
Irmgart walune [ DS | % - A B | N 1% B | % S
k=l G BY 145 D ol a0 1.5 1.5 1.8
Bl dosestic demaed L0 79 K WA 1 %3 B 8]






INTERMNATIONAL MONETARY FLND

-

Korsa==1988 Article IV Consultstion Follow Up Visit

List pf Minutes of Hestings Hemos

T T E m AT T = = e T e =

Mimute Subject Date Time Auther
Me.
1 Recent Economic Developments
EPE May 2 1580 Tsang
i Trade Developments, MTI May 3 I 1:08 Jul
14: 08
3 Honstary Oeveloprents
MOF May 4 1@ 30 Taeng
4 Honetary Developments
EOK May 4 |5: B0 Tsang
5 Tariff Raform May B 19: 28 Jul
MOF
B International Finance
MOF May B 15: 040 Teang
T Minister of Finance May B 14:30 Jul
g Horea Davalopment
Inatituta May 7 18:38 Neiss
Fi




INTERMATIONAL HOMETARY FLUND
Korea=-=1988 Article IV Consultation Follow Up Wisit
Minutes of Hestimg on Recent Economic Devalopments
Economic Flanning Board, MWay 2, 1968, 3 p.m.

Hasting Mao.l

Eorean Hegrassntatives: Fund Reggresesntatives
Hr. KIH Young, Dirsctor Mr. MHEiss

Dirsstar, Finanslal Policy Divislen Ms. Taang®
Mr. CHO In Kang, Assistant Director Hs. Jul

Financial Felicy Divisisn

Mr. PARK Mam Hoon, fAasistant Director
Owearall Planning Divisien

Mr. LEE Chang Ho, fssistant Director
Budget Policy Planning Diviaion,
Hudget Bureau

Hr. KIM Has 500, Assistant Dirsctor,
Hanpowar Planning Divisian

Qutput and prices

Raal GNP growih accelerated to 12 percent during the first guartar of 1988
{yaar on year) compared to 9 percent in the fourth guarier of 1987, Export and
domestic demand remained strong. Exports rFose by 35 percent (customs clearance
basis, 21 percent increase in volume and 12 percent In unit valued), 1/ Imports
ross avan mars sharply--by 39 parcent (ZE percant in voluma and 11 percent inm
unit valust, Domastic demand is estimated tc have increasad by about
I1=13 percent. Tha growth of deomestic investiment remained strong owing to a
recovery im demand for howsing, Llncreasad public comstruetion and orders for
industrial plants amd facilities. An inveaiment survey showed that investment
appesared to be stronger 1n indusiriss prﬂducinq for the domestic markat than
those producing for exports. Industrial production rose by more than 20
percent , boosted by larges increases in tha production of sutos, industrial
machinerias , and construction materiala. Capacity utilization continued o
increase to historically high levels. For the year as a whole, EPE expects
real BNF growth to be 19 percent compared Lo the previous projection of 2
parcenty some deceleration of real GNP growth i3 expected during the remainder
of the vear as axport growth slows.

Ecices

There are indications that the aconomy has enterad a phase of overhaating:
significant bottlenacks have appeared in seaveral key manufacturing sectors,
notably seme chemical goods, fiber materials and certatn stesl products.

1Y Trade volume and wunit value indices published in Bank of Korea's

Henthly Stiatistical Bullstin (Teble 53) are based on customs clesrance valus.
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Inflation has accelearated, conaumer prices rose by B percent in March 1988 and
T 1/2 percent in April, the highest increase 3ince Hay 18982, Inflation was
attributable to shortage of agricultural products and raw materials, raised
public wutility charges, and higher prices of services and housing.

Labor

Aboul 16 percant of all enterprises emploving 199 or more reagular
mmplovess 17, have completed wage sstilements as of April 17, 1988, compared to
6 parcent which settled in March. The sstilements provided for average wags
increases of 12 percent. The Korean repressntative axplainsd that the 73
parcent of contracis =ettled referenced in the staff report raferred to
contracts that weare under dispute. The nusber of laber disputes increased
during 1988, from 1.7 per day in Jarnuary to 7.7 par day in April. Howaver, tha
Korsman represantative noted that with the new labor relations laws, the
disputes and negotiations tended to be less disruptive compared with last yesr.
The Harsan represantatlive said that wage increaszes Lln large conglomeratas werse
highar {averaging 15.6 parcent! than thoas in amall-and medium=-3ized firms
{averaging 1.3 perceant}, £/ Wage negotiationa follow the duration of annual
contracta, and 89 percent of all enterprises are expected to complete wage
negotiations in May., Tha remaining contracts are axpactied to be sattled with
wage increases of 13-14 percant, resuliing in averages wage increase in (988 of
21=-22 perceant, with labor productivity estimataed to increase by 9=1@ parcent,
unit laber costs would increase by 11=-12 percent on average in 1588,

Hucget

At presant, thera are no plans for major budgetary changes. Tariff
reductions ara being planned For later im the year, A atudy to reform the
avarall tax system is under way, but the comclusions are not yat availablae.
The actual budgetary ouicome in 1987 showed & slightly larger surplus than
estinated during the previous misslon im March, {a surplus af W 8.5 trillion
for tha central government and W 1.5 trillion for the consolidated central
government , eguivalent to 1.5 percent of GMP). The Horean representative said
that the surplus for the General Accoumt could amount to W I trillien in 1988.

Balance gf pavments

The current account surplus in the Firat quarter of 1988 was S3 Billian,
about $5@08 million more than what EPE had expected (%280 million more thanm
stalf projections}. Exporis increased by 38 percenti it i3 estimatad that
axport volume ross by 23 percent and unit value by 12 percent. The most

———— T S

LY There are 5575 establishments smpleying 18@ or more regulear employeea, of
which 527 are establishnenis of the 3@ large conglomeratlss which agoount for 25
percent of all smployees, UWage zettlaments were completed for BES of theaze
mstabhlishments as of April 27, 1988, of which 32 were satablistments of the
large conglomerates.

£/ Daewco settled recently with wage increase of 19.1 percent. During 1987,
wage i(ncreases tended to be higher in manufacturing, slactricity, and-
traneportation tham in congtruction and mining.
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dynamic sxporis were automobiles [(increass of B@ percent), footwesar (E7
parcant}, chemical goods (57 percent), steel and iron products (45 percent},
and alectric and alactronics goods (35 percent!. It was explained that the
inerease in steel exports reflacted strong demand in Japan fer publis
construction and that tha high growth of footusar asports was dus to continued
compatitivensss af Koresan products with tha major brand producers. In
contrast, toy sxports dropped by 208 percent. It was also explained that the
high export growth in the first guarter reflacted the bulkiness asscciated with
ships sxports (5200 million=3308 million). The Korean repressntative sxpacted
4 decesleration in a=ports in the Fepainder of 1988, citing tha dacalesration im
lattears of cradit raceivad 26 parceant in tha first guarter comparad with &0
parcent during the same period a year ago, and 28 pesrcent in April 1988,
domestic capaciily constraints, boening domesiic demand, and the lass af
competitivanesss due to tha won apprectation and wage incrsases. EPB projects
exports to increase by Z4 parcent in the second guarter (customs clesarance
basis, 12 percent volume and |1 percent wnit value), and 12 percent in tha
gecond half of the year (5 percent volume, and 7 percent unit walue). For thes
ymar as a whole, EPB projects axports to increase by 2@ percent (10 percent
volume and 9 percent unit valua) to %55 1/2 billion, about %2 1/2 billion lass
than the Fund staff's projections madea during the March missiom.

Impoarts rose by 36 percent im the first guarter of 19881 import volume
rose by 23 parcemt, and umit wvalue by 11 percent. Owing to the strong growth
in domeatic demand, particularly invesiment, imporis for domestic use rose by
43 percenti particularly rapid growth was recordad in raw materials (49
parceant} and capital geods {58 percent!, whereas imports of consumer goods for
domastic usa rosa by only 15 percent. Imports for export production rose by 35
percent (raw materials 32 percent, capital goods 46 percent, and consumsr goods
14 parcent). Crude petroleum imports rose by 268 percent. For the year as a
whola, EPB projscts importz to rise by 27 percent to 249 billion {16 percent
volume and 1l percent unit valuas), about tha same as the Fund staff's
estinstss. EFE sxpects market cpening measures already implamanted to add ba
import demamd and to oaffsst the affect onn imports of a more rapid decelaration
in sxporis. Import licenses issued rose by 48 parcent during the first guarter
of 19B8 compared with 289 pércent during the same pericd a ymsar ago.

The ssrvices surplus declined 16 % 156 million compared ta 5 319 millioan
during the firat quarter of 1987. PRacesipis rose by only 7 percanty traval
recaipts continued to ingrease briskly (47 percamt), but receipts from cverssas
construction delcined by 7 percent. Service paymenta rose by 16 perecant. The
Korsan representative attributed the latter to the liberalization maasuras
implamented since late last year, citing in particular the 81 percent increass
in payments for travel payments and other services.

Tranasfers rose substantially, and amounted to 38.5 billion, nearly half af
the amount projected for the antire year. This was attributsd to expectation
about the continued appreciatlen af the won.

EFB's current accouni projectiion for 1988 is & surplus of %8 billion, an
increase from the $7 billion projectied in Harch, mainly dus to a higher trade
surplus. MNet transfers are projected to be 3200 million highar than the
previous projeciion of 1 balliony however, this is offset by a projected 5299
million leass i1n the services surplus.



Rirection of itrads

The irade surplus with tha United States remalined largely during tha first
guarter {(at $1.9 billion) compared with the sams period last year.
Neverthaless, axports to the United States decelerated to 23 percent in the
first guerter while importis from the United States rose by 58 percent. In
contrast, the trade deficit with Japanm declined to %1 billion comparad to €1.3
billion &n the first guarter of 19871 axports to Japanm rese by 6! percent and
imports rose by 25 percent. Thus, the share of axports directed to the United
States declined to 35 percent im Lthe first guarter compared with 33 parcent Ln
1987, and tha share of itmports from the Unitad S5tates rosa to 23 parcent
comparad with 21 percent. The share of exports directed to Japan increased to
&® percent from |8 percent, and the share of imports from Japan declinad to 31
percent from 33 percent. The slower growih of sxporis to the United Statas
affected nearly all producis axcept for cars and fooitwear. Thae rise in exports
to Japan were mainly in steel and apparel and textiles.

Heasuras

Recently implementad market opening measures lncluded: (1} tariff
reductions through tariff guotas on EBE items {(HE sysiem) are under siudy,
itens included ars telephones , nedicine, and winea; tariff reductions will
avaragae 48 parcent from the actual ratesy under the tariff reform program,
tariffs are planned to be reduced from the prasant 18 percent te 8 parcent by
1892; and (2) administrative procedures for imports and esporis will be
simplifiad.



INTERMATIOMAL HOMETARY FUMD
Korea=--1988 Article IV Consultation Follow=Up Wisit
Minutes of Masting on Trade Oevelopments
Ministry of Trade and Industry, Hay 3, [3BE, 1] a.m. and 2 p.m.

Measting Ne. 2

Korean representatives Fund rapressntatives
fr. Cho Hewan=Eik, Director, Multilateral Hr. Maiss

Trade Affairs Division Ms. Jul =
Mr. Him Jin, Deputy Director, Mz. Taeng

Multilateral Trade Affairs Divisian

Mr. Him Sung=Hwan, Deputy Director,
Trade Poalicy Division

Mr. Kim Han-5Sua, Deputy Dirsster,
Expert Division I

Mr., Kim Kywng=Jong, Deputy Dirscior,
Import Division

Mr. MNa Do-Sung, Deputy Director,
Export Promotion Oivision

Tha Horean reprasantativea stated that trade performance had been
impressive in 1986 and 1987. However, since last year they had besn
experiencing unexpected preasurss--labor strikes, a drastic appreciation
of the won, and & political crisis resulting from the loss of conmtrol of
the Hational Assembly by the Ruling Party after the Bpril 2B electians.
Mr. Cho sxpected axparts to continue Lo grow but at a more moderatsd
pace,

With respect to market liberalization policiea, the basic direction
would not be changed although the government did no longer have a
majority in the Mationmal Assembly, not only because 1% was necessary to
saooth trade frietions but beceuse it was reguired for the domestic
gecongmy. There ware potential problems with inflation and deriving from
the present struciure of production. The course of ecomomic policy
would not be changad but they would need political conzensus From now on
and that takes time. Once the opposition parties get ilnvolved in the
palicy proceas they would bmcome more moderate and i1 would just be a
guestion of time to abialm consensus.

They believe that % 56 billion of exports in 1988 is a mora
realiztic nunber than the staff's estimate of & 88 billion. Exports
expanded By 2B percant inm April, down from 35 percent during the First




guarter of 1988 {customs clearance baaia, 21 percent lncrease in volume
asnd 12 percent inm unit value). [n won terms, a rore appropilate
measure of volume growth, sxparts graw by 22 percent during the First
quarisr of 1988 but by anly 11 percent im April., For the vear az a
whole theay are forecasting a 19 parcent axpansion in axports ( 18
percant voluma and 9 parcent unit valual. Tha mission pointad ocuk that
although 1t may turn out that volume =xpandas at a lowsr rate than
artginally farescast by the staff, sxport unil values were rising at a
faster pace than criginally anvistonad, The Korean represaniativas
rasponded that the sharp increass of axport umit valuas 1n tha firsi
guarter when compared to the First gquarter of 1987, was partly dus to
the fact that export wunil values had axperienced the sharpest rise in
1987 in tha last guartar of the ysar. They belisvad that after tha
large increase in 1987 there was no room for more than a 19 percent
increase in axpert unit values for 1988. In contrast with last year,
conpatitors were depreciating their currencisess this year,

Exports on a bop basis increasad by 39 percent in the first guarter
of 1988 while they grew by 35 percent om a customs clearance basis. Tha
difference stema from some items which such as ships (5299 to 2300
million) wara registerad on a customs basis im the fourth guarter of
1987 but only registered on a bop basis im the first guartes af 1988,

The most dynamic export products during the first guarter of | 988
were cars, stesal products, chemicals, textile products, and slectronic
products. Exports of gars expanded by over 230 percent but they will
slow down during tha rest of the vear as the largs increasa in car
gxports gccurred after the firat guarter of 1987. Last yecar 547 .00Q
cars were gxported and 788,008 are forecast o ba ssparted in |988.
Copacity constirainis and atreong domeatic demand are impoaing a limit
on exports of cars, There have basn rumors fthat guotas may be impoaed
an axports af cars ta the United Statea. During the first quarter of
1988 car prices increased by 3 percent compared with the same period
last year.

Exparts af steal productis alaoc face capacity comstraints and
a stromg domestic demand. Stesl axports, mainly to Japan, expanded
very stromgly In the last guarter of last year and in the first quarter
of this year, when they grew by BB perceni. Exporis of footwear
grew by B5 percent [ Korea has a competitive edge in guality which is
expected to last 2 ta 3 vears) while textiles and elecirenics expanded
by 7@ percent.

Thay are losing compatitiveness in textiles and footwsar. Last
year *‘hay were unable to Fulfill their textile quota to the LS
becauze they were outbid by their competitors. Some export products,
such as alectronics, are facing demand restraints from the imperting
cauntries, The EC is negotiating & guota on exports of microwave ovansa
UTRs, coler TVa, and coler picture tubes. Also, they are impesing
azpor’ restragnts on Footus=ar.




Fhe mission ingquiréd why capacity constraints were not being
overcome Lthrough iAvestmant whieh was sxpanding at a very fast rats.
The Horsan repreassatatives stated that becausa of ihe appraciation of
the won anmd the imposition of export quotas , buslnassmaEn warae shy Lng
auay From invastment for sxport production. A survey conducted by the
Ministry of Trade and Industry sarly this ysar showed that investment in
the sxport indusiries s sleswening dewn. Laber stirikes alse diszcourage
invasiment,

Koresan busineasmen are interested in investing abroad because of
prafitability reasons stesming from ihe appreciation of the won., Also,
thay want to slreangthen thelr sconomic cooperation wiih foraign
countries to satabliah a basis for more stable export marketis.

Which are the most important demand restraint measuress taken by
trading partners which explain the slowdown In HKorsa's esxporis?
Quotas on steal products and footwear, and potential guotas on axporkts
of elactromic goeds by the EC. Expori conatraints lmposad by the US are
particularly important beceuse a3 a reault Firms can lese mconomies aof
scale which perniis them to compete in other markets, The (mposition of
& gucsta In itsalf could result in loss oaf competitivensass becauss af
the impact it has on inveatment. The US revised Horea's textile guotas
when it adeopied the 18=digit Harmonized System. The US maintains tha
change was neutral but Lhey astimate & 1@ percent losas of potential
exporkts resulted from the it, not visible but hidden under technical
restrictions.

During the first guarter of 1988, sxports to Japanm axpandad at a
vary fast rate, mspaclally apparal and cloathing and steel products,
while damand from the US was sluggish for almost all items, sxcept cars
and footwear. Exports of eslecironic goods increased by 37 percent
145 percant in 1987}, exports of YTRa increasad by only B parcant, and
exports of toys dropped Z@ percent. As the US market represenis a 70
parcent af tha market for toys, total sxports of toys axpanded By only
?.8 percent during the first guarter of 1388 compared with the sams
pariod last year.

Inports

lmports grew by 39 perecant during the first gquarter of 1988 (on a
cusloms basis, 2B percent in volume and 1@8=-11 percent in unit valual,
Imports for domestic use increased by 33 percent {raw materials 4@
percart  capital goodas 5B percent, and cénsumption goods 15 percent )
while .sparts for axport production rosé by 35 percent (raw materials 32
percent , capital goods 4B percent, and censumpiion goods 14 parcent ),
Crude petroleum imports grew by 26 percent. The Fastest growing
catagories of imports included: precision machinery (EE perzent),
machi-sry (49 parcent), agricultural productsidd parcentt, and steel



and chemical products {37 percent ).

Tha Ministry of Trads and Industry forecasts a 27 percant increass
in imperts for 18988 {18=19 parcent in volume and 7-8 percent in unit
valus} compared to a I9 percant increasa by Lhe staff.

There have been no additiconal liberalization measures during

fpril 1988 and ngna sre being contemplated at present. Thay plan to
simplify import procedures,

Despite assartiaons to tha cantrary during the consultation, Lhe
Korean represantatives stated that there is compulsoary list for impart
divarsification, besides the 335 1tems which constitute a volunmtary
list. Thias list amounted to 379 items (8-digit CCCN) or 447 items
[(B=-digit HS system) by end 1987, On #April 1, 1988 the list was
reduesd ta 226 Ltems {B-digit HS).




INTERNATIONAL HOMETARY FUND
Horea——1988 Article IV Corsultation Follow=Up Viait
Hinutes of Mesting on Recent Monetary QOevalopments
Miniatry af Finanes, May 4, 1988 18:30 a.m.

Meaating Mo. 3

Kgrean capresantative Eund repregantatives
Mr. Bwveon Yeng=Ho, Deputy Director Mr. MNEpss
Financial Policy Divisian, Ms. Tsange®
Ms. Jul

Reserve monay

Tha sharp increass in rasarva money during the last two monthes of 13987 was
due fo the increasm iIn thes reguired reserve ratic (from 4.5 percent to
T percent, effective Movember 23, 198711 this raised deposit money banka®
{OMBa ) reserves at the Bank of Korea (BOW) by ebout W 1 frillieni resesrve
maney  adjusted for the chang= in the reserve reguirensnt | rose by 289 percent
rathar than the agtual ineresass of 49 parcent. Tha contractionary impast of
the tncrease in the resarve reguiremant | howaver , was negligible bacause hanks
switched deposits from the Moneiary Stabilization Account (M5A) to recuired
depasits. Mr. Bymon msplatnad that the incrsass in the required ressrcve ratio
was takan more in Fesponse to complalnis from banmks that their profitability
was being aroded by the requirsseant to maintaln rassrvas ln the M5A =arning &
relativaly low B parcent interest than for monetary control purposes. He said
that banks preferred to accept & legal reguirement to maintain reguired
reservas {at no interest) rather then “"window guidance” to make deposits in tha
MSA, particularly in terms of explaining performance to their sharsholdera.
OMBs maintain only reguired reserves and depositis im the M54 with the BOK , frees
reserves are used in the intarbank market or for investment Lln varlious
financial instruments. Im terma of depoaits in the HSA, Mr. Byason said that
the BOK calculates how mueh liguldity meads te ba absorbed, and apporticns the
depositis in the HSA among the OHBa.

Bank of Korea's foreign currency deposits with DHBs are maintalned:
(1) 1o finance prepayment of ==<ternal debt by commercial bamks; and (21 tg
Finance imports for import diversification. The introduction of thess wvarious
financing schemes accounted For the W 3.4 trillion (84 billion}? increase in
such deposits. Mon=-DMBa {mainly KODB, KEXIM, Horsa Long-Term Credit Bank ., and
mnerchant banks ! swapped their sxternally borrowed funds with the BOKE for
domeatic currency for onlending to domestic firms when Herea experienced
currant account deficits. Banks have revarsed fheir swaps with BOK
(W 1.4 trillion, $1.7 belliend in 1987 in order to reduce their =xiernal
lisbilities,

The W 2.7 trillion ¢%3.3 billionl increase in claims on the private sector
represented BOKE's lending to non-OMBa (KDB, KEXIM, and KLCE!) to supply special
loans fer importis ltundes import diversification), and for the prepayment of
external debt by privats and public snterprizas,



-

external debi by private and public enterprisss,

Hr. Byemon considersd raserve money to be noi as am importanmi instirument
for macrogconomic management a8 in industirial countrims: ha said that EBOK
continues to rely mainly on direct credit contraols.

Honatary Stabilization Honds

OFfF the W 18 Ltrillion MSBs cutatanding at end 1987, W B trillicn are hald
by nonbank fimancial institwiioma (MEBFIs}, W 2.9 trillion by OMBs ., and tha
remainder By obther private nonfinancial entities. ®r. Byeon explained that DO
deas not sall H58 directly 1o DMBs; and im fact, thay are discouraged ta hold
themy he sald that DMBs, partlcularly foreign bamks, buy tham in the “market”.
Sgme of tha MS5Bs hald by OMEs are ralated fo swaps. Tha total mat fssue of
ligquidity control bends {M5E=s, Exchanga Equalization Bonds, and Trsasury bBells)
smounted to W 7.2 trillion in 19871 gross issus totaled W 11.8 trillion, and
radamption amounted to W 4.6 trillion.

Mon ry gUCYEY

The large tncrease in domestic credit to the private sector (W 8 trillion,
19 parcent) in (887 was due, in largs part, to the special financing made
availabla for import diversification and axternal debt prepaymant
W 2.7 trallion, %3.3 billion)s exeluding these special Financing, domeatic
credit would have increased by 13 percant. Although this Financing was
directed toward importa, it was pEavarinalsss sxpansionary , BacAusE to the
axient that seame of tha imports financed by spacial loans would have takem
place anyway, the speclal lecans sxpanded the funds available. The usas of
domestic credit im 1987 wera as Followa:

(Change, in trillion wonsl

1887

Private dom=stic

cradit 3.9
OF whicht
Stpacial cradits £ir

{imports, debt prapaymant )
Expert finamcing - 1.8
Ganaral loans 2.8

(incl, small, medium Firms)
Facilities loans 2.5

[ for axporiars’
Commercial bills )
figricul ture a
Fersonal leans ]
Housing loamna a.
Securiiies loans )
EBudgetary loana a

[NIF , housing,

Fliaheriag, aic.
Uthers i




Honatary developments in 1988

The growth Lm broad money comtinued at a rapid pace, altihough thers has
bhean some decelaration from the 22.5 parcent at and December 1987. Broad money
grew by 19.1 percent in March 1988 and 18.5 parcent in fApril. ®r. 8yson asaid
that with W 7.5 trillion of the liguidity control bonda falling due in 1988,
groga issue of such bonds would meed to exceed W 13 trillion. He said that the
continued inflow of net foreign assets will maks 14 difficult to maimiain the
growth of MZ at 18 percent. MHr. Byaon also said that the ovarall BOP
understeates the monetary control problemy i1m particular certain imporis and the
prepayment of sxternal desbt abave the line is being fimanced by an expanaion of
domestic credit. He sald monetary data for 1988 will be supplied to the
misasion later in tha waak.

The Bamk of Horesa Ls reviewing expanding the coverage of broad
noney with a8 viesw to axclude leng-tarm finpancial liabilities of commarcial
banks and to include short-ierm financial liabilitias of MBFIs. He said that
the liquidity of COs issusd by NBFIs are often comparable to that of DMBs.




INTERMATIONAL HOMETARY FUND
Eorea==1988 Artiela IV Consultation Follow-Up Uisit
Minutes of Meating on Monatary Deavelopmants
Bank of Korea, May 4, 1588 3:88 p. m,

Meating MWo. 4

Egrean reprogentatjive Fund £ il v
Mr. Kim, Directer af Rasmsarch Mr. Meiaa
Bank of Koraa Ma. Taenge
Ma. Jul

Mr. Kim discussed measuras baimg implemenied to contaim the growth of
broad menay to arcund 1B pearcant. Credit to large conglomerates 1s being
reduced. The Bank of Korea has reguested enterprises with bank debts of mora
than W 2@ billion to reduce thea outstanding debt by 18 percent before tha and
of Lhis year. In 1987, the large borrowers repaid W 728 billion; he esxpecis
such repayments to amount to W 80@ billion this year {eguivalent to 2 percent
of broad money cutstanding at end 1987).

Hr. Him sald that the financial communily was saturated with MEBa and it
18 bBacoming more difficuli to "sall® them (in practice moral suassion has Baan
usad to induca nonbank fimancial institutions to purchasa specific amoumts aof
MSE=}. HMS5Es cutstanding rose to W 14.9 trillion during the First guarter af
159883 the increass af W 4.4 trilllion represanting abaut T percent of the total
increass during the sntire last year.

Mr. Kim noted that tha spacial financing for debt prepayment by the
private sactor is not very popular this year, givan tha comtinued appreciatiom
of tha won and high domesiic interest rates. Users of tha spacial finamcing
rust provide Z@ parcent of the prepayment from their own resgurces (8@ percent
is fimanced by BOK). The repayment is in U.5. dollars, and the interest rate
is fidmd at 8§ perceant (it was tied to LIBOR last wymar).
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INTERWATIONAL MONETRRY FUND
Koraa--1988 Article [V Consultation Follow-Up Viait
Hirnuwtes of Meeting on Tariff Rafarm
Mintstry of Finance, May 6, 1988 19:22 a.m.

Mezting MNo. 5

Forean representatives Fund representatives
Mr. Shim Mysumg-He, Diracter Ganaral, Mr. Neiss

Custeoms and Tariff Bureau Ma. Jul »
Mr. Park Sang=Tee, Director, Industry Ma. Tseng

and Tariff Division
Mr. Kang S=uk=Jun, Deputy Dirsctar,
Industey and TarifP Division
Mr. Eim Chong=Ho, Deputy Director,
Custonms Cooperation Division

On rpril 208, 1988 the government announced a propoesal for tariff

raform, which would cut the avarage unweighted basie tariff rate from

w 8.1 parcent im 1988 to 7.| percent by 1993, the presant tariff laval
of tha indusirialized devaloped couniries. Tha proposal (attached)
gives a tariff reduction schedule which would be frontloaded, with tha
major tariff cuta to ba implementad by Jamuary 1, |1988. After this
proposal is discussed wiih other authorities concerned, 1t will be
subject 4o public fora i1nm tha form of seminaras to which all interestad
parties will be invited. They intend to Bave an agr=ed draft by ths and
of June., Tha draft will then be discussed by the Tariff Reform
Comrission and then by the Cabinat and tha Prasident. They plan to
send & proposal to the Mational Assembly by September.

The propeosal doas not include changes in the drawback system but
thay are also reviewing iif. Their objective 1s to reduce fariff
gxemptions step by step. Alszo, they intend to incorporate tariff
concessigns during the five yesr period, as fast as poassible, in the
comprahansive basle tariff readuction schedule. The whole sysktem of
tar:ff protection will Be reviewsd in the context of the tariff refors
process,

In 1988, the asuthorities have impleseanted tariff euts through

tariff guotas and tariff concesslons on two ocassiona: Januwary | and
February 24. At present, thay ars preparing a new list of items that
would = subjeet to tarif! guotas starting June or July. They have
askad 'he ministries concerned to submit & liat of 1tems, in particular
consumption goods, by the end of May. The new list of tariff guotas

. will be different from the previous ones Secawdd 1t will includs final
consumoiion goods as well as raz materials and intermediate goods., [t




4111 egxtend for another s5ix months (after June 3@, 1988) existing fariff
cuotes on some [tans, The new list may not be implemenmted until July
cecauss it has to be discussed with concerned ministries as well as 1in
ihe Capimet and with the Prasident.

They do not envisage additional tariff comntceasiona. Tariff gquatas
coguld be 1mplemented for some i1tems for which conceEsdions have hesn
reguasted but have not beean granted yat, Thay do not feal thers 13 any
naad to implament additional reasures in this arsa. Alaoc, thare ars no
measures planned with respect to emergency or adjusiment tarcffa.




Tariff Reform Plan for 1989-'93

April 30, 1988

Ministr}f of Finance
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TARIFF REFORM PLAN

[. OQutline

On April 20, 1988, the Ministry of Finance of Korea announced its draft of
a comprehensive tariff reform plan designed to cut the average tariff rate of 18.1
v 1 5k
percent to 7 percent. the present level of developedicountries, by 1993,
The Ministry will draw up a master plan by August that reflects extensive

public opinion obtained through public forums and consultations with the relevant

authorities concerned.

The final proposal will be submitted to the National Assembly for approval
during its regular session in September this vear, and hoped to be in effect as of

January 1, 1989. |

II. Background

The Korean government adopted the five-year Tarnff Pre-Indication System,
an annual tanff reduction program, in 1984, One of the major advantages of this
long range program was to allow domestic industries time to adjust themselves

to upcoming tariff changes by giving them early notice.

With the termination of this program by year’s end, the Ministry of Finance
decided to review uand revise the overall turiff scheme and to design another five-

year program for 1989-93,

While recognizing the necessity to control Korea's recent trade surplus by
AL Jrem : -
promoting import“and domestic demand, the Ministry will also emphasize a plan

that contributes to the progress of international free trade,

'-rI—
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III. Objectives

The main objectives of the reform draft are as follows:

- gontribute to the promotion of international trade by eliminating tarifl

barriers
—  minimize differences in the range of tariff rates ewo9aet oo = SV
wiad vpal LG e e

— ensure efficient reallocation of resources .o =2

- .
L et |._f. - |

— pmmme balanced development of both exportation and domestic demand

-4 -'-"""l."." BT B A - LI F,.'H-'.-_ ho SECELE e '-"Dr-'-”""ie"‘r'l

- i ¥ - - .
e J Lt T Sy oL & ot
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IV. Key Elements

One of the most important elements of this reform plan is to drastically cut
current tariff rates to a level similar to those of.industrial countries.
""H-;-::T:r;ﬂ:re’wr:l
The average rate will be lowered from the present 18.1% to | 2.6 in early
1989, and will gradually reach 7.1% by 1993. Accordingly, the present 16.9%
on manufactured poods will be reduced to 11.5% and 6.17 in 1989 and 1993, respec-

tively. As a result, actual rates in effect will be at 3.0% in the target yvear.

It will also affect all items of industry in each sector. The result will be a
remarkably slow-moving escalation in the range of tariff rates in accordance with
degree of manufactural process, i.e. in the order of raw materials, processed

products, consumer products.
‘Ene
Key indicators are given in the following tables.




Tariff Rate Trends

{unit: %)
Clirvent Yearly trends
("88) '89 90 91 92 93
Central rates 20 15 13 11 9 | 8
Average rages |
Total 18.1 | 126 Ir2 9.5 .1 1.1
Manufactured 16.9 11.5 99 | B4 69 | 6.1
products ;
Agro-fishery 5.2 |88 18.1 154 14.7 I 124
products
* Rates in effect B0 4.8 43 3B i3 a0
{as of
| 87

* Rates in effect: tariff rates to be borne by taxpayers in practice after reduction, refund, re-
imbursement, etc,

Raw Materials

(enit: %)
Current | Percentage | . - R X 0hen ¢
rate decrease 8] %90 [ A 92 | 93 [Majoritems
Nan-
Competitive 5 60-30 1-2 12 12 L2 1-2 |Raw ares
Competitive 10 70 A 5 4 4 3 |Raw rubber,
raw hide




Manufactured Products

(unit: %)
Current | Percentage | .gg9 | wgg | 91 | 92 | '93 | 'Maio e
rate decrease
181 ; = ro A ey |
" General 20 60 15| 13| 11| 9| 8 |-centrivate
I
Processed 20 75 15 11 9 7 5 | Cotton yarn
products
Consumer 30 73 20 16 13 10 & | Garments,
products electronics
Luxuriess | 50 84 20| 16 13| 10 8 | Jewelry
Agro-fishery Products
(unit; %)
| ¢ : | irasnt 2 X LSl
| S FCENLaRe | 89| 90| '91 | 92 | 93 ‘Msjoritems
rate decrease
Raw farm 10 T0 - 3 4 4 | 3 | Com,beef
products | tallow
[ |
General 20 60 15 13| 11 | 9 8 Fish, minor
products cereals
Cash crops 30 33 300 30| 25 ! 25 | 20 | Meat
grodusl ¢ '
" 40 38 35 35| 30 20 25 Livestock
products
¥ 50 40 40 40| 35 35 30 Fruit
|
High tariff 100 70 50 50| 40 40 30 | Liquor
items |

—g—




As shown in the tables above, the degree of tarilt cu ts will be highest in 1989

) i b al ace thereaf lariff cure Wil W po

B B N vt o porbits aimtves mend of e
For items for which a2 uniform lowerment of tanfts proves dificult. as deter-

mined by consensus. the item-by-item formula will be implemented as an alternative

in order to compensate for the disadvantages in general reduction where tariffs

on items in the same caterories would be unified by drastically reducing the rates

on those items which carry high taritts,

V. Prospects of the Effect
It is expected that this Tariff Reform Plan will:

- promote cquilibriom in the trade balace by lowenng tartt rates and

INereasing importation.

strengthen Korcan industries’ international competitiveness through  the

lower prices of ruw materials, ,
i r Cdif
 LWE et

5
s i i L . i
stabilize domestic prices as a result of importation wit-hesmeasi—and

mcrease consumers’ wellure by broadening their choice in buying foreign

commodities.

Submitting itsclf willingly to a drastic decrease in tariff revenue. the sovern-

?E"f'-“ai'T.:"F'“ﬁ that zhic Zavid ypio¥e alas Wil Le favy ces

ment aut the-tarifEreform resoluteb in-erdertavontribuieto-t he-workd -
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INTERNATIONAL MOMETARY FLUND
Kerea--1988 Article IV Consultation Follow-Up Wisit
Hinutes of Heaeting on Internatiomal Finance Developmenta
Ministry of Fimance, May B, 1988 Z:00 p.m.

Meating Mo. B

Kprean cepresentatives Fund representatives
Hr. LEE Jumg=Jas, Dirsctor, Mr. Meizss

Mr, KIH Suk-0Oeng, Deputy Dirsctar, Ms. Taang+

Mr. KIM Yeng-Ouk , Deputy Director, Me. Jul

Hr. PARKE Dai-Tong, Deputy Director,
all Foreign Exchange Policy Oivision,
Ministry of Finance

Current accoyni

The current account surplus rose to B3 billion in fhe first quarter of
1988 compared with 2.1 Billion In the same period & year age, ocwing Lo
continuad strong axport growth and inflows of privata transfers. Exports
increased by 38 percent (23 percent volume and 12 percent unit value). Mr. Kin
said that the strong export growth during the first quarter was partly due to
tha spesding up of exports in anticipation of won appreciation. The strong
growth of sxporis and domestiic demand boosted imporis which rose by 36 percant
{23 percent volume and 1| parcent unit value). The net services surplus
declined to %156 million compared with $318 mallion in the first guarter of
I98T. Services receipts rose by T percantii although travel receipts rose by
47 parcent , recaipts from overseas constructionm declinad by 7 percent.
Servicea paymants rose by 1B parcent raflacting mainly the Bl percent lnereases
in travel paymanmts and ths 29 parcant Lncreass i alher service payments. This
was atiributiad to thae liberalization measuras affectiing invisibles paymants
implemented since late last yesr. Private transfers nearly doubled compared
with the first guarter of 19B7 due to expectations aboul won appreciation. HMe.
Kim said that measures were implemented to discourage speculative inflows im
lfate March and that transfers was on & downward {rend in Apral.

In the light of the first gquarter developments, the Government's current
aceount projections fer the year was raised to a surplus of 58 billion from the
§7 billieon projected in March. Exporis has bean revised uvpward by % | billion,
net iransfers upward by 208 million, and invisibles surplus downuard by 208
nitllian. DOespite the strong esport growth in the first guarter, labor sirife
and the wen appreciation would adversely affect sxport performance in the
remaindear of the yesar. 14

1/ DOuring the prolonged strike at Daewos, Daswos's car sxports ceasasd in
April.




Direction of trads

Tha trada surplus wiith the Unitad States remained largsly unchanged in the
First quarter of 1988 (81.9 billion) compared with thea sams pesricd a year ago.
Mavarthelass, the underlving export and import trends indicates a narrowing of
the surplus in the reminder of the year. During the first guarter, sxport
growth decelerated to 23 percent, while import growth accalerated to 5B
parcent. Mersover, letters of credit recealved in the first quarisr from the
Urnited States rose by only 7 parcent compared with 33 percent in the same
period a year ago, while import licenses issusd (for imporis from the W. 5.)
roae by 47 percent compared with Z1 percent a year agoe. The itrade deficii with
Japan declined owing to strong tmport demand and the comgetitivensas of Korea'a
axports ln Japan as well as Horea's efforts at import diversification. Tha
deficit with Japan declimed to %1 billion compared to 1.3 billion in the sams
period a year agol esports rose by B! parcent and imports by Z5 parcant.

Capital accouni. sxisrnal debi. and cesecvaes

The non=debt-related capital account recorded a surplus of $8.6 billiom,
mainly reflecting net inflows of medium= and long=term capital. 1/ Errors and
omisaions also showsd net inflows of B0.5 billion. External debi was reduced
by E860 millisn to 534.7 billion. The schaduled and actual amortization of
madium-and leng-term debt during the first guarter weare as followst

{In millions aof U, 5. dollars)

Tetal amartlzatien 1778
Scheduled amocrtization 1188
Prepayment S99
Public sesctior 15d
Financial imstitukions 448
DMB= | 5a
Mon-0OHEs 314

During 1987, of tha 85.8 billien in prepayment by Ffinancial inatitutions,
22.6 billion was by DMBs, and 3.4 by non-0OMEs.

Debt sarwvice payments totaled %2.5 billion including prepayment
(%1.8 Billion amortization and estimated S708Q million interest), and $1.9
billisn exeluding prepayment. The debt service ratic declined to 16 percant

-

including prapaymant , and 12.2 percent excluding prepayment,

LY Hr. Eim later sxplained that the 3513 million net inflow wnder “octhar
damt® skaud not be classifisd as debt. He said these [lows were relsted to
*irregular® activities of the private secter in the forwsrd exchangs markat tao
circumvant cradit controls. He said the mature of thesa flows kad both current
and capital account characteristicass he was uncertain how they sheuld be
classifiad and for rnow would imclude them 1m the capital ascoumt as “"sither none=
debt-related flows.®




Imternational reserves of tha bamking sysiem rose to $13.7 billion during
the firet quarter, and ithe import cover rose alightly to 2.7 months. Excluding
the foreaign reserves held by branches of Foreign banks in Korea, total ressrves
was E1Z.6 billion. HResarveas of the Bank of Korea rose to 37 billicn at &nd-
March 1988 frem 85.6 billion at and 1887,

Shori-term dept

Short-tarm debt remainad largely unchanged, as tha increass in trade-
related debt was offset by a decline in banking sector debt. This was in
contrast to 1987 when trade-related short—-ters debt rose while non-iradse
related debt declined. Mr. Kim said that last yesar's develcpmanis waa the
rasult of measures implemented during 1986-87 to discourage ahort-term trade-
related borrowing, for example by reducing the Ltems aligible for trade
gradits., He also said that in the first quarter aof 1988, the incraasae in
ghart-term trade credits reflacted the sxpanmsion of imports, while the decline
imn banking sactor short-term debt was due to shift from reliamce on refinances
to financing by the BOX by banks,

Mr. Kim said that in practice it was difficult fo distinguish between
trade and non-trade related shert term debt. He zaid that the presant
classification was agreed with previous Fund missions, but that 1t was
difficult to maintain accurate statistics on short=term debt.

Honatary Survey

Hr. Eim explained that Bank of Korea®s foreign currency deposits with OHB8s
and BOK®s claims of the private sectior {which are the non—-0H8s, KDB, KEXIM, and
HLCEB) are resources made available to Financial institutions to repay
mxternal debt, finance imporis under the special financing program | for L;ports
from sources other than Japam), or substitute for Foreign Financing. In the
case of OMEa, the DOMEa could use the Funds te repay their ocwn external debt,
for ocnlending to the private sactor for repaymant of privats zacter axternal
dabt , or to financa axports (previcusly OMBa had refinanced export bills with
foreign borrowing . Wh&n OMBEs wuse tha Fumds o rapay their own =xternal debt
or for snleanding to the privats sector for repayment of privata axternal debt,
the monatary effect i3 neutral. In the former, the decline the NFS 18 affast
By an tner=ase in MDA§ in the lattear, the dacline in foreign ass=ts i3 cffsaet
by a deelimne In foraign liabilities,

Tha terms of loans for prepayment of sxternal debi are harmonized with
thoss on the debt being repaid. The terma for import financing are 98 days for
raw materials and up to 1@ years for capital gooda. Mr. Kim said the specifics
i=,.g. tntereat rates) will be provided to the mission later by tha
International Finance Division. Of the $3 billion special import financing
provided laat year, %1 billion was disbursed im 1887, 1.7 baillion will be
disbursed this year. (%2 billion for capital gooda and $0.7 billion for rau
materials} An additicnal %3 billion in special import finamcing is available in
18 ballian for capital goods and %1 bBillion for raw materials ).




[MTERHATIONAL HOMETARY FLRND
Korea==1988 Article IV Consultation Follow=Up Wisit

Mirutes of the Heeting with the Minister af Flnance
May &, 1988 at 4:3@ p.m,

Heating Mo. 7

Korean repressntative Fur‘ll:l repressntatives
The Honorable Sakomg 1l Hinister of Finance Mr, HEiss

M, Jule

Ms. Tseng

Mr., Heiss statead that tha mission had concludad that thers had been
no majer changas since the conaultation, that the assesmant ramalnad
unchanged ,and that the forecast was broadly in line with that included
in the astaff report and that no revisionsd weres intended. The policy
course continued to be the same, alihough the pealicy environment had
changad and theres was a meed to walt and ses how the proceas of policy
implamantation would evalva. The mission still anavisianed anether year
af strong growkth, of strong domestic demamd, a large current acceount
surplus, and inflationary presaures. Frebably the cutcomm of the wage
negotiations would show larger wage increases than forecast previocusly
and this would hawve implications for competitiveness,

Tha Hinister agreed with the mission's conclusiens, He thought that
the political develcpmanta would not affect the basic direction af the
gconomic policy but that the government would have io sngage Ln more
strenpus efforts to persuade politicians on policy iasues and to avolrd
the policy course te drift by giving in to populisi demands. The
Minister thought that theay could defend amd would defemd their pelicy
atance but that thers would be some difficulties.

The Hiniater stated that he had me problems with the staff report.
Hr. Maiss painted ocut that tha appraisal imcludad some paints which had
rot beed discussed hy the consulbatiom mission which were not meant for
Horsa but for other countries, It was stated that HKersa plays a more
important role in the world sconomy ioday and should contribute to the
world adjustmant process, but that Earea was relatively amall and octhap
counfries should not expect a big coniribution. The appraisal pointed
aul that if other countries do not adjust, Horea's adjustment affort
would not be effective to reduce world imbalances bBacauae its surplus
would shift o other countries., Also, for welfare reasons international
and domestic, 1t was bhetter t¢ opean markeis than to appreciate.

The Miniater stated that ke had basn advocating tha last paint
all alang. He s«pected that the surplus would decline 1m the zacond
half of the year, i1n a gradual manner and not tn & disrupiive Form.




rJ
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Hr. Meisz stated that the inmadiate patential prebles was
inflatien, The Lncrease In liguidity resulting fros the sxtarnal
surplus was more difficult fto absorb, large wage inereasas, a fast
growing asconomy with botilenscks arising, wera all factors which could
push the annual rete of inflation to B=8 percent for 1988,

The Minister selieved that the currant account sueplus would go
avar 5 7 bBillion in 1988 becausa of invisibles and transiers, which
would presant largar surpluses tham origlnally forssean. Thay would do
their beast io raduce thesa surpluses but they would have io watch thea
trade account closely too.

The Miniater exprassed that they would like to publish the Staff
Aepert., Hr. Meiss suggested that they could publish the appraisal and
othar axcerpits. The Minister agread with this point.

Mr. Neiss stated that the mission intended te include in ithe
supplement the tariff reform proposal pointing owil that it was still
a proposal which gould suffer madifieationa., Tha Minister agreed and

ment ioned that besides the tariff reféern they would Be working on & tax
reform and on a financial referm during 19B8.
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INTERWAT IONAL MOMETARY FUND

Horea=--1888 Article IV Conaultation

List of Minutes of Meetinga/Meroa/Tables

Hinuta Subject Data Time Author
Mo, A.R. .M.

| Courtesy call en the Ministar of

Finance Har. 14 3:08 Baban
2 Heating at HKorea Inatitute of

Economicas and Technology Mar. 15 i@:3d Baban
. Courtasy Call on Me. Ssung Park,

Saniar Secretary to tha Presi-

dent for Economic Affairs Mar. 15 2 Tsarng
4 Heating with EDI Mar. 15 4:08 Le Fort
Sas Technical Heeting on Trade

Mattars Mar. I& 11:8@ Jul
Sh Hesting with Vies Hinistear aof

Trada and Industry Mar. |6 1@: 38 Jul
B Technical Meating on Tariff Mar. 16 59 Tsang
g, Teachnical Heastimg on National

Incems Accounts and Prices Mar. |G EBaban
- Courteay call on the Deputy

Prime Hinisrar Mar. 17 9:30 Le Fart
g Technical Heeting on Labor

Matters Mar. 17 Baban
Ia Technical Heetimg on Interna=

tienal Finance Mar. 17 2:3Q Teang
11 Technical Hesatings at EPB on

the 1988 Budget Mar. 17 4:99 Katz
12 Teeghnical Hestiing on Monay and

Creoit Har. 18 9:308 Le Fort
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Export Projections, 1987-HE
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Import Projections, |1987=88

Service Account Projections, [9B7-88
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INTERNATIONAL MOMETARY FUNMD
Korea--1988 Ariicle IV Consultation

Masting with the Minister af Finance
Mareh 14, 1988, at 3:80 p.m.

Maating Mo. |

Eorsan Baspresantstivas: Fupgd Bepresaniafivadg:

Tha Honorabla Sakong I1, Minister of Finance Mr. Neisa

HMr. Huan-Kyun Lee, Director-General Mr. Babane
M3. Taeng
Mra. Jdul
M, Katz
Mr. La Fort

After an mschange of pleasantries, the Minister of Finance stated that the
IMF has besn highly valued in Korea a8 & scurce of independent and chjective
apinion. Such ocpinion has been usaful for persuading tha public, which
continue to harbor a deficit mentality. Up until racently, the amphasis has
been more exports, leas imports. Mow, 1t's the other way arcund and it has not

bean sasy to persuade the public as well as officials cuiside the econoniz
ministries about the nesad for change.

During the second half of 1987, political factors and tha labor unrast
madse progress in liberalization difficult., Despite {he large wage increases,
1987 came sut better tman aspeacted. Of course, thess wage incrsasses came late
in tha year and their main impaci will be in 1988. Alrsady, thare 153 great
concarn about inflationary prassures.

Hnnuging nnnu{ur? aggreagates has besn sspecially difficult. To sterilize
formign exchanga inflows, monetary stabilization bonds has bean scld in large
guantities, a3 much a3 W 2 trillicon in one month. The Ministry of Finance 1=
now working on further liberalization of Lnvisibles and transfers. 0Ope problem
that needs to be resclved Ls that If outward flows are liberalized, more inward
flows result. This has besn cbssrved in Taiwan.
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Kerea-—i988 Article IV Consultation

Minutas of Magting at Korea Institute of Economics
and Tachmalagy

Mareh 15, 1938, at 10:3@ a.m.

-

Heegting No. 2

Korgan Eepresentetives: Fund Fepresentatives:
Mr. Kang-Wen Lee, Director, International Mr. Meiss
Economy Division Mr. Babans
Hr. Chul=Kyu Hang, Semior FRessarch Fallow Ms. Taeng
Mr. Kyoung=Hwie Hinh, Senicr Ressarch Fallew Mrs, Jul
Mr. Jong-Hwa Cho, Senior Rasesarch Fellow Mr. Katz

Mr. La Fort

KIET's staff representatives made the remarks summarized below.

Part of KIET"s resaarch agenda is the affect of extarnal shocks on various
sactors and the aconomy As & whole. Every January, the ataff forecasts trade
flows and adjusts thess forecasts guarterly., The KIET model 13 primarily
geared for sectcral preojections. KDI's modal is mora alabasrate and fends te
forecast macrosconomic variables better,

Whean i{he external current account shified tnto surplus in [98&, there was
a guestion of whether it waa & transitory phenomeancon., Thare was also a
consensue that the level was appropriate amd the same figure was expacied for
1387. Tha outcoma for I9E7 turned owt to be much better, but about half of the
surpglus may be transitery, The wait and see attitude was reinforced by tha
advant of labor unrest.

On the basis of a model, Dr. Cho has made forecasts of trade flows under
varying assumptions of nominal sschanges rate appreciaiion againat the U.5.
dollars., The model, which 1s patternad after Prof. Zima' VAR model, has 12
variables, 5 forecasting variables and 7 axogenous variables. The following
wers assumad: impori prices would rise by & parcent in 1988 and 1383, wages
would rise by IS percent in 1388 and 1989, M2 would rise by 1B percent in 19B8B
and 1383, and the interest rate would remain at tha current leval. Export uwnit
valupe ara andogenous. Tha follpwing results were obtained {with trade flows
im nominal bBililione of U.5. dollarsit




1988 1989

Case fA. Apprecaiation Eoih o
Exports BY.2 BE.S
Imporis 45,7 52.6
Trade balance 7.5 6.3

Case B. Appreciation 1d id
Esports E2.8 BE.9
Imports 45.8 B2.7
Trade balance T.d i, 2

Casa C. Appreciation 15 13
Exports B2.7 55.8
Imporis 45.80 B2.8
Trade balance £.9 1.8

Caza [. Appreciatisn ) 1a
Exports 52.8 G4.B
Imports 45.8 B2.8
Trade halance E.7 1.8

The model indicates that the sppreciation would begin to have substantiive
effacts from the FLfth guarter, hence tha small differance between the 1988
scenarios. In the L8988 scenarios, the decline in the trade balance cwes mainly
to movements in éxports, as the impori valus remains practically the same For
all scenarios. As a rule of thusb, a 10 percent appreciation would result i1n a
USE | billion decline in ex<poris, a @.6 billion increase in imports, a 2
percantage peint decline in GNP, a I percentage point declinme im the GRP
deflator, and a I parcant decline in WPI bafore its® affact peters cut. The
wgakneasses of this model are: 1t uses nominal trade flows, does mot
disaggregate sxports ‘bBetween traditional and new!) and imparts (betwean oLl
non-oil for es<port use, and non-oil for domastic consumption), and assumes a
symagtric response to both deavaluation and appreciation.

The relative imsenstiivity af imAports is the spprecistion of the sxzchange
rates pointe ta tha nead for markat opening palicies. Thers (8 alss & nesd to
make the import sysiem tramsparent and more streamlined. The import surveil-
lange systam should be scrapped. Tha liberalization of sector-spacific laws &t
thea bhehest of U.5. prassure will aiso have an impact but i1ts’ aggregate affact
is difficult to measurs, (It was noted that |68 foreign cars were imporied Ln
1987 and that about Z8@ would be imporied in 1988). Licensing proceduras, even
for those imports on the automatic mpproval list, still tend to ba loang. Each
requirement has had a raticnale in the past but simplification could be
effected. At the administrative level, there (3 a need for greater awarsness
of liberalization policy 3o thal where there is room for discretion it would be
exarcised in the favorable direction. Tariffs should also be reduced, theugh
this takes time because Lt has to be approved by the Naticnal Asszembly. The
simplest aspprosch would be 2 unlform raductlon.




The insensitivity of imporis to won appraciation may also reflect the
rigidity of Korea's trading relationship with Japan. Trading relaticnabips
established since colonial times, cultural and geogrephic promimity, adeptation
of productis to Korsan testes could overwhelm moderate price changes. In the
last two years, Japanese espori prices hawve Ilncreasad tremeandously and prices
affects would be mora avident. The trads deficit with Japam i3 daclining and
Korea 1s increasingly becoming & source of inputs for Japanese indusiry.

Turning to industrial poelicy, among the important issuss would be auts-
matien in the weke of large wage increases, the international strategy for
footwear and testiles which face sevara compeatition and proisctioniesm, forelgn
inveatmant in electronics, import of technology particularly for the machinery
sector, and industrial crganization {fair trade, monopoly, oligopoly, atec. ).
Several years age, indusirial policy shifted from supporting specific indua-
trias towards the support of technological development and labor adjusiment
policies. With the won appreciating and wages rising, factor substituiion is
likely to ensuea. Conpanies are on bthelr own as to how they would enhance laber
pgroductivity. Adeguate labor absorption ia not likaly to be a problem 1f tha
gconomy is growing. KIET has & study on productivity trends by sector bBut it
hae mot been translated into English.

Companies will be able to adjust to expected shocks. Wagea are now
gupactiad to rise at a fast rate because of past repression. Similarly, wen
appraciation within an expacted range could also be adjusted te. Fellows
mantionad 18 percent and 12=15 percent. They felt, however, that a high rate
of won appreciation in both 1988 and 1989 would ba difficult to implemant for
political reassons,
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Korea--1988 Article IV Comasultation

Courteay Call on Me. Ssung Park, Senlor Secretary to
the President for Economic Affailrs at the Blue House
Tuasday , March 15, 1988 at 3:88 p.m.

Hinute No. 3

Mr. Seung Park, Senior Secratary to the Hr. Maiss
Presidant for Economic Affairs

Mr. Shim, Sacretary to the President for
Econcmic Affairs Ms. Tsang*

Present:

Br. Lim, Alternate Exscu-
Executive Direacior for
Korea in the IMF

Mr. Park said that the authoritiss are implementing policies to
restruciura the Korean asconomy in reaponse to the current account surplua.
He noted that Korea has bernefited from the axpansion of world trade and is
becoming a developed aconomys therafora, Horea has tncreased rasponeibility for
gnsuring the continued growth of the world ecomomyt the interests of Horea and
important trading pariner countries do not diverge.

Mr. Park said that ike suthoritiss are detarmined to limit the zurrent
surplus te a reascpable lavel over the madium-term, recocgnizing that large
surpluses are detrimental to economic growth anmd price stability. Honetary
coniral is already difficult with the large axternal surpluses and the inflows
of spaculative capital. He thought two or three yvears will be needed to arffect
external adjustment., He ssid that the suthoribties are well aware of what nesds
ta be done, buil nesds time to recrient public cpinion from a “"deficet
mentality® to & "surglus mentality™ and to develog tha political consansus to
taplamant the measures, particularly if view of the new democratization
process. An important cbjective of sconomic policias is to transfar the Frults
of growth to the tadpayers. Thies impliss increasing consumption, by widening
tha markat for imports, lowaring tariffs, and appreciating the sxehangs rate.

Mr. Neiss ssajid that ihis conscliation is the regular Articis IV
cansultation where all aspacts of esconomic developmants and policies will be
discussed. External sector developmants are of course prominent under currcenl
gcircumsiance. The missiom visws extarnal adjustment from a madium—terms




prospective, recognizing that policy sdjustments this year will have limitaed
impact gn the curreni account this year because of time lagz. Tha time lags in
adjustment point te the impoertanca of sarly action and of using all palicy
instrumsnts togethar to achiave a smooth adjustmant avar the madium term,

Mr. MNeiss said that the successful tranasition of the Korsan sconomy will
gontribute to more harmonious international ifrading relationships.
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Meating with the Korsan Davelopment Inatitute (KDT)
Tuesday, Harch 15, 1988, at 4:80 p.m.

Heatinmg No. 4

Korsan Bepresentatjves: Fund Reprassntativas!
Mr. Keo Ban-Ho, Praslident Mr. Neiss

Mr. Jwa Sung-Has I Ms. A.M. Jul

Mr. Him Choong=Soo } Mr. Baban

Mr. Kwack Tas-Won 1 kDI Ms. Tseng

Mr. Katz
Mr. La Forte

Mr. Park Won=fim

Hr. Kang Moon=Sog
Hr. Young Sco=Gil
Hr. Oum Bong-Sung

Tl " Mt Rl iy

Obsarvar:

Hr. Lim Chang=-Yuel , Altar=
nate Exscutive Directior
foar Korea in th=e IMF

Current gocount forgcast

The 1987 current account surplus was largely undareatimatad by KOD and by
the Fund's miasion=-while the actual surplus reached USES.78 billiom, KDI's
matimate was only USEE.0 billion and the Fund®s USE6.9 billion. Threa reasanas
were given to e=plain the underestimalion of the surpluas, including the higher-
than-expechied growih of world trade, the lowar-iham-esxpected dollar intarast
rate and itha stronger-than=-expected depreciation of the dollar.

EOI forecasted a lass fawvorable intarnational economic envircnmant during
1288 than that of 1987. For 1988, KOI projected a current account surplus of
USEB killion, a GNP growth rate of 8.5 percent, and an annual inflation rate,
a8 megsurad by the avarage CPI, of 7.5 parcent. Export value iz projecisd ta
increages by 19.5 percant (12.5 percent volume and 6.5 parcant unit valusl ta
B5E.Z billiomy import valus is projected to increass by Z22.2 parcent (19.2
parcant voluma and 7.6 parcent umit valual to 548.4 billien. The trads surplus
is projected to dacline to %5.8 billion. KDI import foreacast included $1.5
billion of additional imports as a result of liberalizaticn measuras.

KDI considerad the presanmt lavel af the current accoumt aurplius to ba
gxcassive and thought imat the surplus should be reduced by increasing the
laval of imporis and by reducing esports. Trade liberalization and incemiivas
to increase private investment were preferrad over a currency appreciation as
instruments {o adjust the surplus. Over the medium term, the current account



surplus was axpacted to decline to USS2.5 billlom by 19392, while GHF growth and
inflation would stabilize at 7.5 and 4 percent, respectivaly. Foreign debt
wowld be reduced to less than 1@ percent of GNP by 1932,

Trage liber F n

Im the past, tha Lifting of guantitatlive restrictions had been mors
importamt than tariff reductlons im the trade libearalization. Givem the
progress achiavad, howavar , trade libesralizatiom should now concentrate on the
reduction of tariffs. In January, tariffs were reduced toc an average level of
18 parcent. Tariffs on 309 products vers reduced, some of which were in
respense to U.5. pressures. Tariff guotes ‘reduced tariff rates for a certain
level of imports) were spplied io sgme intermédiate products to reduce price
pressures due to domestic supply shortages. The acheduled lifiing of
guantitative restrictions and the reduction of tariffs affecting agricultural
productis has besn moved forward, The import surveillance system will be
readuced and eliminatad by and-1983. nAfter the present liberalization program
in 1982, the future plan i3 to reduce the lavel of tariffs to that of OECD
countries and to eliminate guantitative restrictions on manufacturad products,
However, the liberalization of agricultural products could be delayed as a
result af palitical difficultias,

In addition, the reaform of special laws incomaiatent with the GATT was
wnder study, The Baverament was undertaking & study of tha cosis created by
import rFrastrictions.

Labor costs

A4ftear tha labor dizsputes of September 1987, the leval of wages has
increased rapidly. Prelimipnary esiimates indicated {hat the annual averags
waga indax for 1937 exceeded that of the previcus y=ar by abeout 12 parcent.
Furtharmora, the wage increase of the last guarter of 1987 weould have a carry-
cvar affact to the averape wagse index of 1988 astimated at B percemt. Taking
into account wage scttlements thus far im 1888 {increase of 12 percemtl, the
avarage wage indes for 1368 ts projected to inersass by 18 percent. The wage
increasa and a largar-tham-usual increase in the labor force due ioc demographic
reasons are expecied to create & slight increase in the wnemploymant rate.

Ceficimncies of the data prevented an adequate forecast af the sffects of
the wage hike on tha unit labor costs. Wages representad only a limited part
of labor compensations and more deatailed statistics were not avallabla, In
addition estimations af labor productivity were biasad dus o tha unavail-
ability of statistics on man—hours workad,

Govarnment spgnding

In order to achieve a balanced growth of the Korean economy and to fulfill
promiseas given during the Preaidential campaign, the Bovernment had considered
an sx<pansion of 8.5 40 | trillion won in governmnent spending during 1383. The
financing was awvailable from the procesds of tha privatization of public
corporations. Howawvar, tha plan was cancellad due to its inflationary
implications. Given the extremaly high capacity wiilization rate im the
manufactiuring sector--estimated at about 99 percent--it was considerad that any
expansien inm domestic demand would lead to an accalearatiom of inflation.




Exghange rete policy and inflation

The importiance of keeping & stable eaxchange rate for an adeguate
allocation of rasourcas and the need to avoid zig=zeag policiea=—a sharp
appraciation today may lead to the need for & depreciation tomorrow-—was
stressed by Or. Koo, The J curve effect--according to which a real
appreciation leads to an improvement of the trade balance in tha short run—was
also citad as a reascn for the limited impact of appreaciation for current
account adjustment in the ahort run.

The anticipation af a further appraeciation of the won has created
uncartainties im the businass community. @A ona-shot appreciation
was not seen as resolving the uncertainties because a sudden adjustment could
exacerbate the fears of the busimess coemmunity. In 1387, the Hersan won
experignced an &ffective raal depreciation and LY {8 acceptad that an
appreciation in 1388 is a necassary ouicoma, It is estiimatad that a 18 parcant
nominal appraciation would laad to a reduction of comnsumer prices of 3 to
4 parcaent after a year.

Tha possibility of moving to a flcating axchange systam was disregarded on
the grounds of the lack of a market for foraign exehange,

shteuciural caform

Rapid saconomic growth and the current accownt surplus creastad the
conditiens for modarnization and adjustment. The level of investment should be
incraasad to modarnize the manufacturing sectior and adapt the sconcmy to a
different snvironment. KDI saw no apparant merits for pre-payment of the
foreign debt given the altarnative usas for (hoss Fascurcas in the domestic
gconomy,

Structural raforsas should include the liberalization of the trade sysiem,
but mot the opening of the capital account. The high rates aof returns of
Forgan aasats should not be enjoved by foreignera=-=at least not befors tha
domeatic cepital market is broadensd and deepened and befors dommetic intarast
rates area mgre in line with international leavels,
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H!Etlﬁﬁ-ﬂﬂ Trade Mattera, Hiniaktry
of Trade amnd Industry
Wadnasday, Harch 16, 988, 18:80 a.m. and 3:0@ g.m.

Mesting No. & a

Kerean Reprasantatives Fund Repraseniatives
Me. Jas Uk, Director Genaral Mre, Meiss

Mr. dan Ho Les, Diractor Me., Tsang

Mr. Jong Kap Kim, Directos Ma. Jul =

Mr. 6L Haon Ewon Depuiy Oirecior Mr. Baban

Mr. Woo Jung Shim, Deputy Director Mr. Katz

Mr. Sung Hun Lee, Deputy Oirasctior Mr. Lae Fort

fr. Byes Hyung Les, Usputy Director
Mr. Choong Ho Les, Deputy Directer

MWr. Lim, IMF, Alternate Executive Director

The Her=an repressntatives stated that with respeci o the trade
guastionnaire they had received from the Fund, theay were in the
course of negetiations in the Uruguayan Round and that their position
wazs not setiled and zome points had to be consulted with the relevant
Ainistries., After consultations they would give the mission answars im
a writitan form.

Libaralization meaasurss

I. 148 items to be liberalized April 1, 1988 bringing the
liberalization ratic &o 95.4 percant, 2 itenms!sugar producis) wers put
back in the restricted listi, 9 Lteams wars liberalized ahead of schedule,
with 381 items {0 remain reatricted instead of 37@8. Accerding to an
astimate by the Korean Osvelopment Inatitute (HDI), tha affects of tha
liberalization messures amounted ta WSS 1.2 billion in 1987 and will
amount to US% 1.3 billion im 1388,

2. Surveillance lisi. 48 items (B-digit CCCN) remaining in the list
since January 1, 12988, On April |, 1988 23 Ltems will bBe {aken off the
List. The aystem will be aboclished at the end of 1988 instead of
January 1, 1988, which was the original achedule becausa of complaints
by tha private industry.

3. GSpecial lews. 53 items will ha rapoved from the application of
special laws affective April 1, 19B8. Alss, BY items will ba switehed
from the licensing system to a reporting system. [tems covered by
special laws will amount to lass than 1,700 {(B-digit CCCH). Under the
Harmonized System (HE=108 digit) classification adopted January 1, 1988,
2009 i1tems will still be =ubject to special laws, or about a 20 percent
of the total i1tema.



Fa

d. rurther import liberalization measures wers being planned under a
schedule to last three years, up te 19391.

Korean Trade Commisaion (KTGI]

The KTC was astanlished July 1, 1887, 1t had received only one
patitien under the ruless af the Import RAaliaf System (IRS) wntil neow,
but the HKorsan represantatives helieved more patitions would be filsad
this year as knowledge of tha new systam spreads. The only patition so
far was filed last Movember and they werms atill investigating the casa.
The investigetion will take Z27@ days to be completed and then B@ m=ora
days are reguired for determinmation of tnjury. The i1tem under
inveatigation i3 used for gas ranges and i3 a liberalized item.

The only petition filed sa far was Filed last Movembear and they ars
still imvestigatinmg the case. The investigation will take 270 days ta
Be completed and then B8 more days are regquired for determination af
iAajuries, The ttem, used for gas ramgas, 15 a libaralized item.

Tha IRS is im conformity with Articla XIX of the GATT regulatiens.
The Import Surveillance System ([I55) was an ad=hoc procedure adopted
during the 1983=88 liberalization program to prevent import surges. In
thegry, there is no relation betwasan the KTC and the implamentaticon of
adjustment and amargancy tariffs. Howevar, i1n practice, while the
autharity for tariffs rests with tha MOF, the implemantation of trade
policies 15 an interministerial conaultative process.

Export Promotiom

Expert financing was being provided te axporters, but aftar Horsea
achieved a trade surplus in 1986 and bacause the govermment needed
to reducas domestic liguidity =<pansion, thasa loans had besan reduced
pradually. Starting February |, 1888 only the amall and medium-sized
firAe Freacdive Lthis type of loana at the ratio of W 451 to USE 1.
Thase loans hava no prefesrantial interast rates relative to commeareial
loans , they only provide exporters with credit availability.

Why is thers a nesd for s<porters to get leana? Tha Gavernnent has
bean trying te promote amall and medium=sized enterprises as part of Ltse
structural reforma. GSmall and Aedium-sized firms ascount for only
2@ percent of total exports but Fer 98 percent of total aszport loans.

Promised to provide information on expert fimencing lettached).

Antidumping duties

o e e e

Impoassd by the US, Canada and Australia. On 7 iteams by ithe US, on
18 items by Canada, and on 3 iiems by Australia for a total of 27 items.
Exports of these items amounted ko USS 354 milliom during the firat nine
months of 1987. The products includs coler TWs, colar TV picture tubes,
phot albumas (U5). These items do not include those under investigation
like Hyundai cars by Canada.




Do thesse dutiss constitute a serious rastriction on Korea's axporia?
Tha Frange of duties lmposed vary., ndit present tha US Lmposes anti-
dumping dutias on coler TUs that go from 1.37 percent to 3.49 percent.
Photo—albums wara imposad a B4.8 pearcent duiy by the US. Howaver, tha
S imposed a vary small duty on the same product imported from Taiwan
beacauses in Korea this induairy ia a very weak one and cannot keep itas
bookkeeping in accordance with US regulations. [t was sxporting USE 3@
million to the US market prior io the impoaition of the duty and was
complataly wiped out of that marketi atfier the aniidumping duty.

Final determination on a reguest filed in Canada for imposing
antidumping duti=s en Hyundai's passanger cars to be ruled by Mareh 23.
rnvarage duty reguested 26.3 percent, with 48.1 parcent for the larger
car, I8.! parcant for tha Stellar, and |6.Z percent for iha Excal.
(Ruling was in Favour of Hyundail.

Steal axports have been substantially reduced by tha imposition of
VERs. Korea's main complaint im fthia area 15 that no restrictions hava
been applied againat Canada and EC countries. In 1987 the share of
the US market of unrestricted suppliera increased from 24.4 percent to
20,8 percent,

Trade barriers of developed countries on major indusirial gooda such
as texiiles K alactronics, footwmar and stesl ware a major barriar for
Hormsan axport growth. They also lad to less invasimant im this field,
lass GOP growth and less employmenti. The Korean representatives
belived that the affects of brade barriers on sxports had been large but
thay did not hava apn sstimats.

Valuntary Export Controls (UERs )

Three types of VERs:
11 Controls based on governmanit to government agresmanta.
21 Coantrels based on private busineas agresments.
3) Benuine voluntary e=port contrala.

Under 1) & items, under 21 3 items (color TVW3 and footwear to tha UK,
and stainless sieal tablaware to the US and several Europ2an countriess),
and undear 3) 3 items (footwear to the US and Canada, cotion varn to
fustralia and Canada, and contalnersal,

Generalized Systam of Prafarances (G5P]

A study conducted inm 1982 by the US Departiment of Labor concluded
that tariff concesaions under the G5P had resulted in a 19.8 percant
larger imports on average. Thus, assuming that the withdrawl of ths
benafit results in a 18.8 percent decline, the affect on Korea's
gxports to the US effacted under the G5P would amount to a cut of about
Us® 2598 million as USS 2.2 billion ware being effected under that

syatem, HKorea will ba graduated from the US's GSP affective January |,
1988. Tha Horean representatives were congerned not =o much asbhout the



abaoluie amount . but about the impaci of greduation on sxperis by small
and medivr=3ized enterprises which would be the onesa affected.

48P programs ares atipulated in BATT regulations to bhelp developing
countriss through trade instead of aid. This graduation measurs was
8 unilateral measyurs and should be discusaed in the 8ATT farum.

[f the same m=lasticity ts aAssumad for exports effected undar the GEP
ke the EC tham that far the US, tha impact on Korman esxports of thae
suspension of G5P banafitis would Be USE 125 million as 23 percent of the
axports to the EC ware affectad by the suspension of B5P privilesges.

Trade devalspments

Thae main foracasting arror for 1987 was Iin axports which wars
UsE 2.5 billieon too low. Tha forscast was an incrsase of Z@ parcant in
volume and it was 24 percent. The main reason for this arror was to ba
found in exporis of sophisticated goods. Actiual exports of theae goods
ware much mors than originally projectied. For =<ample, passangsr cars
wara projected to grow by S@ percent and increased by 183.9 pearzent.
The sape arror was made far axports of computers, seamiconductors,
Mmicrowaveovens, which :tncraasad by more than 49 percent on average.
Thaasa Ltyps of exports grew by USE 3 billion to USH% T.4 billien i1n 1987.
Tha main fiva i1teams were newly axportad ones, which have bean szportad
from 1984 or 1985 onwards.

On a customs clearance basis, exports for 1988 were projected at
USs B billion while amports were projected at USS 52 billion, Thease
figures were revised upwards from U5S 52 billion and LSS 49.8 billion,
respectively. Export projections by products had not been done for the
revised tetal. On a balance of payments basis, the trade surplus is
estimated at USS § billiemn. As to the s<change rate assumpiion usad

for these projections, they said they would provide us with that
infarmation later,

Export wnit values for 1987 will noet be published until the end of
Mareh, It is satimated that they inersased by 9.1 percent in |887. Why
did thay increasa so Auch? EBecausa of tha won appreciation, lncreasa L
the quality of goods, and more tachnology intensive goods. Alss, thars
was a cost push alemant. Expart unit values for 1988 werse projected to
increass by about 8 percent. Why less than in 1987, when the zame
facters that affacted tham im 1987 will be at work im 13887 Tha
inereass in asport umit values up to last year were never less than the
wage increazas. Howevar, thea Korean representatives baliave that it
will bm difficult io accelmrate iha increase in axport prices imn- 1388
becausa thew will looss compatitivaness. Ezporters and producers ars
worried about labor disputes. [f labor costs inermase by mora than
19 percent they belive they will lose compatitivenmss.

Textiles, garments and toy exports increased by only one-digit
figures in January=February 13688 compared to 3@ percent last year. Some
exporters wers actually losing marketzs. Oespite a good performance in
exports in January—-February 1388, exports declined in valume.




Import unit values in 1887 incressed by 5 to B percent. In |3B8
they will ipgreass more than in 18687 {by about -3 percent ! becauss prices
af rau matarials wers ipcreasing.

Effect gon =xports aof exchange rate sppreaciation: axport valuna
declines by 2.5 percent in the first year if won appreaciates by
I¥ parcant, Tha affect is larger a year later. Import slasticity is
ruch smaller tnam that of exports. Industries which are labor intansive
and fnot 28 Reavily depandesnt on lmports are affectad much mora by an
appreciation of tha won tham thosa which arem import intensiva. Last
yaar the overall uage increase was 17.2 percent. Bafore the labor
disputes, wages had increased by only 8.8 percent. Wages were generally
sgttled in the =pring. After the disputes, wages increased by
B.4 percent. Tha impact of last year's wage incresse will be larger
this year and they wers axpecting further labor disputes.
Ermployess were asking for wage increasss of 29.3 percent while employars
ara talking about a 7.5 percant Lnersase, [f uage inereasas ithis year
axcead 1@ percent they will hamper exports of manufacturad goods. Wage
tncreaages should ba setilad by and of April.

Import ratio=. A rough estimate gives a 25 to 3@ percent ratio of
imparts to domestic demand in the menufacturing sector and less than
15 pareent in the sgriculture and fishery filalds,



Export Financing
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INTERNAT IOMAL RONETARY FLUND

Korea==1988 Articlae IV Consultatiom

feir . -L=tF e L S S S .

Mesting with Vice Minmiater of Trade
and Indusiry
Wednesday, March 16, 1388, -18:38 a.m.

Heeting Mo. Sh

Yogrean Representatives Furpd Repressntativeas
Mr. Ham—Hoon Huh, Yice Minister of Mr. Neiss
Trade and Industry Ms. Tseng
Ma. Jul =
Mr. Hatz
Mr. La Fort

Mr. Neiss stated that thia mission waz a regular Fund consultatien
misaton ae it would cover all aspecta of Lthe Horean economy. Howaver,
it was on trade, balance of payments and inflation maitars that tha
misston had the most guestions.

Tha Yice Hinister agresd that the moat important arsas were trade,
the BOP and inflation and as far as his Ministiry was concerned tha most
impartant was trade, The reavaluation af the wen was a panding Lssus for
his Ministry. Regarding this Llssue, tha mission should consult thae
Miniatry of Financa., At tha Ministry of Trade they ware awars of tha
importance af the rale played by the sxchange rate and of the surgling
frictions with thair maln trading partnars.

Their main area of concern was the restruciuring of industry in
Harea, Thay were tn close contactl with othar miniatriss in this arsa,
Small and medium—-sized indusiries were suffering from the worsaning
profitability associated with the apprecistion of the won. They ware
making afforts fo werk up measures to halp Lhese anterprisas.

The Vice Minister also commented an the impact of liberalization
measures in Ranaglng the balance of paymemnis. At ihe moment the
liberalization ratic had attained 95.4 percent, and with ragards toc most
markets Horsa was opan and the survelllamce system had been improvad.
Most manufacturas were liberalized and through this cpening the Ministry
of Trade played an important role Ln the mamagenmnenti af the 20OP.

Mr. Meiss agread that varicus measures, like further cpening and
sppreciation of the won, play a role in the managing of the trade
surplus. To some axtant there 15 a trade=-off; the faater the
liberalization fthe less need there i3 for sppreciation. But if
libsralization is slow and difficult, the more the need for
gppreciation. It iz impertant {o reduce the trade surplus not only to
reduce international frictions but it is necessary to maintain Financial
stability in the domestic econemy. Mr., Meiss reguestad the Vice




Minmister's views on the poeeibilities at preseant on tha implemeniation
of both typas of measuras: liberalization and appreciation. 4dhich wara
itha governmant's plans for the near Fuiura?

The Vice Miniater responded that with regards to market cpeming,
the Herean government had implementead the system of pricr notlice
[anmauncing liberalization measures two or threa yesars in advance |
until 1988. Beyond 1988 they were planning to implement ancther prlior
impert notica syatem for 3 yearas startimg 1389. The problem was not in
the manufactiuraing sector but in agriculture and in othear imporis under
special laws. They would like to expedite market opening and he
believed ihat L1t was faasible. Internal cemsultations amang cancerned
miniztries were being conducted.

With regards to appreciation of the won, the Vice Miniater believed
that it was pari of the government policlies together with
liberalization., The polliey mis would ba dacidad after taking Lnto
acoount domastic as wall as imternational circumstamcas.

With regards to teriff reduction, the Vice Miniatér steted that it
was hia understanding that the modal rate for manufactured products was
2@ percent at present and that Lthe government was planning to reduce ot
to 19 percent. The structure of tariffs was handlad by the Ministry of
Finance, but the Ministry of Trade and Industry had a strong intersst
in mainmtaining balance among producis., that i3, among raw materials
and fimishad products as wall as among industries. The present irend in
Koresa with respect to tariffs was a declinming one and they were going to
continue that trend.

Hr. Maiss axpressad that thera had beem important progress in the
past in opening the sconomy and that all the measures outlined by tha
Bice Minlater were in the right directieon. The Aission wished the
gevernnent all {he sucess and would follow develocpmants with graat
intarast.
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INTERWATIONAL MONETARY FLUND

Korea--1388 Articla IV Coneultation
Technical Meeting on Tariff Matteras

Ministry of Finance
March 16, 1988 at 5:09 p.m.

Mesting Ma. B

Hr. Yang Smung=Mahn, Director, Customa Ma. Jul
5 Tariff Bureau Hr. Baban
Hr. Kim Chong=Ho, Deputy Dirsctor, Mz, Tsang+
Customs B Tariff Bursauw MHr. Katz
Mr. ¥Yim Tae—Hea, Deputy Directar, Mr. Le Fort

Customs & Tariff Bursaw

Institufional framewgrk

Tariffs may be changed by adjusting the baaic tariff, or through tariff
concassions and tariff guetas. The Kerean representative explainad that the
relavant legitslation sets Lthe masimum possible reductions in basic tartff ratas
beyond which further reductions wowld reguire revisions in the lagislatiaon.
Changas Llm basic tariffs bacoma effactive at the beginning af the yesary thay
ara usually not changed during the year, and such changes reguire approval by
tha Mationmal Assembly. Tariff changes with tariff concessions and tariff
guotas are more Flexible. Tariff concssasicns &are intended to reduce trade
frictions; diseretionary euts of up te 50 parcent of tha basle ratas may ba
made, and ime culs are permanesnt. Tarlff guotas, imtended te alleviate price
pressuras due to domastic supply shortages for spacifie commedities, ars
temporary, and are effective for & period of thres months to & maximum of one
yaar.

ITariff changes in 1388

The tariff classification aystem has changed to the Harmonized System (HS)
from the eight-digtt CCCM system. Changes in the basic tariff rates have
affectaed the Following number of i1temsa:




January 1386 January 1587 January 1383

In- [e- Ha In= Da- Ha In- Oa= MNg
crease crease change creass crease change crease creassé croasa

Total | 4 621 1 .EBB | 251 2,049 i3 ShB | JTEB

Manufac-
turad
prod. 14 5i6 | ,4TC 1 286 [, 785 13 4896 1,433

pgricul=
tural
prod. - g5 194 = 44 255 - Ti 2iB

The data on average unweiphted tariff rates in Tabie V-27 of thae
Guestionnaire are calculated using the basic tariffsy tha averages would ba

lowsr if congeasional teriff guoias and tariff reductions were taken into
account .

Tariff concessions on 319 items (HSI@ digit) wers implemanted on February
24, 1988, with reduciions averaging B.1 percentage peints. Tariff reductlons
with tarifP guotas wara implemanted on 356 items on January |, 13HB, with
raductions averaging 9.9 percentage points, and on an additional 117 items on
Fabruary 24, 1388, with reductions averaging 7.5 percentage pointsa.

The budgetary cosis af tarlff raductions 1m 1983 are astimated to be W 253
billion,

Adiuatment and amergancy fariffs

fAlimsugh the Trade Act, which bacama affactive on July 1, 19BY, contains
provisiens for tha import of adjusiment tariffs, all adjusiment tariffs waers
abol lshad. Emargancy tarifis, appliad in accordance with the safaguards clause
of the GATT, presently are applied on seven products, alihough some of the
rates were reduced en July |, 1987 as shown balow!

Effactive

Basic Emargancy tariff

Tarifl Japuary |, 887 July 1, 1387
Acataninaphan 28 34 !
Taleum pawder 18 28 F&
Casein i 3 38
Ferro manganese i5 25 1 2
Silico mangarnesse 5 28 b/ il

1/ Adjustiment tariff.




Adjustmant tariffs are also imposed on oil and o1l producis, alihough not
for protection purposes. The tariff rate on oil and o1l products was reduced
tc 1@ percent in Octocber 1987 from 24.5 percent.

Exemptions from tariffs are granted for sealacied items swch as machinary
and electronics producis which cannot be produced domestically. Tha Ministry
of Financa issuss such azempilon notices omce or iwice a yearsy thasza axempiions
are given to all users.

Ingort surcharges

The Hor=an represantative thought that the Lmport surcharge an agricultiurse
products ware not imposed last year but asked the mission to verify with the
Ministry of Agriculture {(econfirmed by the Miniatey of Agriculturel.

Tha Korsan raprasantative was not familiar with the tmporters' ssguisition
fas) hea gave an sxampla of surcharges imposed on an imported automobile. Thara
is & 30 percent customs duty, a I.5 percant defense teax on the c.i.f. value of
tha automobile, and a special axclse tax on automobilas aof 48 percent or 2A
percant depending an tha si1ze of the automobile (more or lass than 2,802 ese,
raspectivaly ). Tha special excise tax is imposed on the sum of tha c.1.F.
value plus custom duty plus 1@ percent margini and epplies to both imported and

domestic auiomobiles.

Futurg tariff reforn

Thera are plans to continue with tariff reform after the current program
is completed this year. A Spectal Commission for Tariff Reform, comprising
schoalars, businassmen, government officials, was mstablished in February [982,
and will make recommendations for future tariff reforsm by Saptambar 198E,

Ezport ingcentiveas

Customs duties on raw materitals are refunded when the 1mports are usad in
gxport proeducstlon. Therse is alss & customs duties defined system whare
payment of Lmport duties on tntarsadiate tApor-is can be delayed for amall= and
medium=sized exporting firms up to twe montha, and no interest is charged.
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INTERMATIONAL MONETARY FLUND
Korga==1888 Article [V Consultation
Hinutes on Technical Meating on Mational Income
fecounts and Pricaes

Economic Flanning Soard, March 16, 1988

Me=eting Mo. T

Hr. Jong-Gap Les, Deputy Direztar, Mr. Rey Baban+
Overall Planning Division Mr. 6. La Fort

Hr. Young Hoen Chin, Deputy Director,
Overall Planning Division

Hr. Kyung Ho Choo, Deputy Director
Overall Price Division

Mr. Lem stated that the |98 national income statistics in the guestion-
naira are the final figures. He provided tables which had the cbselete 1936
bass and estimates for L1987 {which the Bank of Kerea praeapared in Decembar 138710
and projections for 1588 which were provided by KDI. The Bank of Horea 1is
axpected to release new 1B3T Figures arcund Harch 25,

Hr. Les stated that 8 percent growth was projected for [988 and T percent
pear annum thersafter. KDI estimated potential growth to be arcund 7.5 and EFH
gdecided te use 7 percent im 1is madium term scenarioc, which I8 mow in the
procass of being revised. Tenteatively., the current asccount surplus is
projected at 8 7 billion in 1986, ® 8.7 billion in 1989, declining fo BE
billion by 1991. The savings ratio, =atimatsd at 35.8 pereent in 1387, is
gstimated to decline slightly to 35.5 percent in |988, declining by 8.5 per-
cantage par annum thareaftar. Tha savings ratlo was not estimated theough an
aguation.

The deceleration of growth in 1888 is primarily accountad for by tha
dezelaration af the growth rate of exporcts, cwing to won appreciation, wagse
increasa, and protectionism. Flnal consumptlion, gross capltal farmation, and
importis will grow at roughly the [83B7 rates. The growth of merchandise exports
is projactad to deacalarate Ffrom Z23.8 parcent im 1387 to 7.7 percent in 1338.
The growth of gross Fixed investment will alsa decelerate But substantial
accumulation of stocks will matntaln the growth of gross capital formation at
i3 percent. Final consumption growih will remain at 8 percent, with some
accelaration in private consumption and some deceleration in governmant
consumpilon. Optimise sbout market opaning policies is reflacisd in only a
alight declina in the growth rate of mearchandlse imports from 11.5 percemt in
1387 to 19.2 percent in 1988, despitie tha marked slowdown in esporis. Imports
af ssrvices will also decelerate enly alightly from 19.7 percent itn 13987 to 1@
percent im 1388, refiecting increasad payments for travel and uwse of intellec-
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tual property and octher services.

Mr. Choo stated that inflationary pressures in the last guarter of 1937
amanated primarily from pressures on food prices owing to crop damage in the
wakes of the Auguat Floods. Wage increases may have also besn a factor but
Hr. Choo believed that adverse supply effects were primerily to blame.
fmong the nonfood categeries, clothing also raglstered an acceleration in
prices in the last guarter. Mr. Choo stated that 11 was difficult o pimpoint
the precise Tacicra For this incroaser i1t was possible that higher wages and
Righer nonwage input coats might have been responsible.

Tha CFI increasm i3 Forecast io decline from 6.] percent {Deceamber ovar
December ! in 1887 to 4-5 percent in |S5BEB. The main assumpiiona underlving thia
forecazt is normal weather and the adeption of varicus price atabilization
measures. The WPI increase is forecast to remain stable at 2-3 percent.
Implicit in this ferecast i1s that import prices in U5 doellar terma would
incraase on average at the 1387 rate.

Hr. Choo emphasized that maintaining price stability has bean given tha
utmoat priocity In sconmomic policy., Omn March 1@, 1988, the prices of oil
darivatives including gaseline and Bunker C oil were lowered by 18.6 percent om
avarage. In addition, no increases will ba adopted for railroad faras, postal
feas, pipad watar fees, and sewage charges during 1988, Later in the month,
special excise texes on 3@ items would be reduced from a range of 5-180 percent
to a range of J.5-7 perceént. AFffected goods include: sporting goods, air
conditienars, refrigarators, washing machine, TUs,K aleciric home appliances,
moicrbikes, automobiles, prapos, WTRs, coffae, sugar, saft drinks, and wool
yarf, Mlso planneéd were & reduction of gascline prices ocutside Secul and Pusan
by B percent in early April and a reducticn of intearcity telaphone charges by
12 percent an July.

(Subsequant ta the mesting, press reports indicated that alectricity
charges would bes reduced by 3.6 parcant on averages an Marceh 21, 18288, As in
prévious years, wheén oil and electricity charges arg reduced, the government
inelitutes price surveiilance to eansure that industrial priceas ars rFeducsd to
raflact readuced costs. Tha prass reportad that aon Harch 21, factery prices for
23 industrial products {mainly plasticas, chemicals, and steel producta) would
be reduced by B8.3-2 percent. Estimates atiributed to the Hinistry of Trade and
Indusiry indicates that wholesale prices would dacline by @.5 parcant as a
result.?
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[NTERMATIONAL MONETARY FUND

Horea--1988 Article IV Consultation
Haating with tha Directior of tha Ecomomic Planning Bocard
and Oeputy Prime Minister
Thursday , Haresh 17, 1388, 9430 a.m.

Heeting Mo. §

Egrean Repregentatives: Eund Representatives:
Mr. Rha Wasng-Bas, Daputy Prime Ministar, Mr. Meiss
Ecanomie Planning Beoard Ms. Jul
Mr. Hang Bern—Gyan, Director=General , Mr. Baban
Economic Flanning Board Ms. Tzeng
Mr. Huh Mo=Cheong, Director, Intarnational Mr. Hatz
Organizatlion Mr. Le Forts

The Deputy Prima Minister axpressed his appreciation fTer the advice thai
the Fund has provided to Korea In the past and his lnterest in receiving an
cbjective assassmant of the praesent situation and reacommeandations on tha
reguired policy ackions.

Tha OPM thought there i3 a rfesd for & strudtural adjustment of the Horean
gcongmy , particularly thae need for adjusting the axehange rate to produce a
real appreciatien and for openlng the scanomy bto tmports. Howaver, he
anticipated palitical difficultiss im implemantiing tha neaded policy raforms.
Tha labar unrest of late last ysar and the presidential and the slactlons have
intarruptad palicy raform. He asspscted that during the course of thiz year
policy adjusimentis would continue.

In the OFM's opinton, the agriculiural sector 15 tha most distorted and
the most difficult to reform. Great difficuliies have been confronted when
atiampting to reduce the subsidies impliclit in the protectieon to the
agricultural sector. The replacement of protection by direci subsidies would
create a burden on the budget, which could becore parmanent, and may be usad as
a pracedent by other saciors.

The DFM said that the probebility of successfully (mplementing structural
reforms could be anhanced by esducating the Horean pecple on the characteristics
of the proposed siructural reférme,. The education should be directad te modify
the deaply Lngrainad "deficit meantality® after years of foreign debt
accumulation and scarce axtarnal rasourcas.
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For 1988, the OPH projected a significant reduction in the current account
gurplus as a result of a slowdown in exports and an acceleration in Lmportia
growth. For {he medium tearm, the Hinister prejected a currant account surplus
at & level sgquivalant to 2.3 percent of GNP and that by 1331 Horea's estarnal
debt would be matehed by its holdings of foraign assets {including deferred
paymants ssportsl,
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INTERNATIONAL RONETARY FUND
Korea=--1388 Article IV Consultation
Hinutes of Heating on Labor Matters

Economic Flanning Board, March 17, 1328

Maating MNe. 9

Korean Rsprassniatives: Fund Representat
Mr. Okyu Ewon, Director, Mr. MNelzs
Hanpowar Folicy Division Mr. Babane
Haz. Taeng

Mr. Kwon stated that the numbar of labor disputes and the number of lost
pan=days due to labor disputes rose dramatically in 1387, a3 follows:

1885 18BE §387
Total disputes 114 2E5 3. 3511
Total man=days last 19,088 B4 328 B,791 441

Saitlements alse resulted 1n higher rates of increasse in norinal wages
{including bonuses and overtime pay! from September onwards, as follows:

Jan.=fug. Sept.=Oct. Dec. fnnual Average
All lndustries 7.4 14,1 19.8 1.1
Hanufactiuring T.4 17.1 2247 I11.6

Up toa Hareh 15, 19BB, with 73 parcant of 1928 contracts settled, basic wages
rose on average by 12.2 percent (weighted by number of amployess | doss not
include lunch allowancas, avertima, and bonusas). Wheanm all 1388 contracts ara
saitlead, about tha &nd of May., a somewhat higher rate of increase i1s asxpactiad
te prevaitl. Contract agreaments ara usually basad on tha basic wage, which is
pansicnablea. Twe kinds of nonpensicrhable bonuses are glveni: an a=pectead banus,
which is really disbursed as part of the basic waga, and a real bonus, which
depends on the performance of the firm.

If an index for manufacturing wages is constructed, with the end of 1386
as 108, using the figures in the praceding paragraph would yizld an end of 1387
index of 122.7 and an average flgura for L3987 aof 1106, If the indes rises by
2.2 percant to 13T7.7 in March and stays at that level throughsuti the rest of
the vear, the annual average indsx figura for 1988 would ba 134, 1mplying an
increase of about 2@ percent. If imflation is in the order of 3-4 percent,

B i . e .



real wages would rise by about 16-17 parcant. And if labeor productiivity
increaases by abowt 8 parcent, umit labor costs would rise by about 7-8 percant,
Thia 18 in contrast to negative umit labor gosts im 1587 (8 percent increass in
real wages and Ll percent lncrease in labor produckivityl,

Mr. Hwon was asked to axplain the reasons bahind the official forecaat of
an incraass in unemployment from 3.4 percent in 1987 to 3.7 percent in 19B8.
He stated that in 1987, the rapid increase in employment reflected the rapid
expanaion of axport-related manufacturing and, in the fourth guarter, an
ageceleration in the growth of smplayment in the zapvice sastss dus to the
presidential slections, He made the paint that in the axpart sactor, damand
was met more by incresasad employmant tham increased capital invastmani. In
1982, the aconomically active population is expected ioc incrsass at a somawhat
slower rate but this will be countaracted by an inzreass in the participation
rates of females and alder pmople tage B@ and ovari. On tha demand =ids,
gxport and overall growth is expectied fo slow down. With the large increass in
wages and tha introduction of the national pension plan, there will be less
demand for labor, particularly in the labor=intensive industries. Morecver,
tha prospecti of continuing high wage incredses will incresse investment in
automation,

Tha introduction of minimum wages at the beginning of 1983 is zstimated to
increaze the total wage bill by 8.5 perceni. By law, another 1.5 percani
increase in the total wage bill will result from the national pension scheme.
ficcording to the KOI's guarterly emplovmeni model, both together will have the
ef fect of reducing employmant by 8.7 parcant. As for madical insurance, iha
burden of premiums will be shared by the subscribers and the government. Ths
official position ia to keep the government ahare at 2@ percent: workara'
inastitutions hope that that share would be closer to 5@ percent.

Tha survay of labar costs on page 56 of tha printed guestionnaira Lz not
updated because the survey 13 conducted only every three years. The next
survey will be conducted this ye=ar.

Mr. Kucrn stated that several labor related laws have been amsnded in the
wake of the labor wnrest in late [987. Under the Trade Union Law, ciffearant
industrieas with different locations within the same company can hava thalr own
unien. Previously, ene wnion represented one firm. A3 a result, the number of
wnions proliferated from 2,600 to 4 188. Under ihe Laber Dispute Settlemant
fact, the cooling off period was reduced from 2@ days toc 10 days for an ordinary
Firm, and from 3@ days to 15 days for a public wtility. Also, mediators in the
Labor Relation Council were always governmeant officialas mow, privete medistors
are possible. Under the Labor Management Council Lew, all companies with 108
workers or more should have a council, Im the past, the esiablishment of these
counchl werea mora restricted and none were sstablished in the agricultural
sactor. Mow, through these councils, monthly meetings would be Meld whersby
ihe Mirm's tnveasimant plan, employment plan, and balance shasi, as well] as
woerking conditions would be discuzzad. The Central Labor Managemani Councal
will be revitalized. Chaired by tha Ministry of Labor, thare are 35 members,
|3 from management, 10 frem labar, and 15 from public interast groups. In the
past, this Counct]l was not veary active. Lastly, tha Korsa Labor Institute was
establiskhed. Tts mandate 1s like that of the Kores Developrent Institute, but
the focus will be on labor matters.
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INTERMATICNAL RWONETARY FLND

Korea=—1588 Article IV Consultation
Technical Heeting on Internaticnal Finance
Miniatry of Finance
March 17, 1888 at 2:39 p.m.

Meating Ne. 18

Hr. Les Jung-Jae, Director, Foreign Exchange Me, Meiss
Faliey Diwvision, MOF Ms. Jul

Mre. Him Suk=Deng, Deputy Diracior, Forslgn Mr. Baban
Exchange Poliey Division, MOF Me. Teamp#

Hr. Kim Yeng-Ouk, Deputy Direcior, Foraign Mr. Katz
Exchange Folicy Divisien, HOF Mr. Le Fort

Br. Pak Duck=Meoon, Deputy Director, Forsign
Exchange Department, Bank of Eorea

Hr. Las Kang-Mam, Deputy Director, Ressarch
Departiment , Bank of Kores

Lyrrent accoynt developmants 1387

The current account surplus Encreased to $59.8 billion (8.3 percent of GNF)
in 18987, compared with S54.6 billion (4.9 percent of GNP in 1986. Tha largar
surpius reflected a near doubling of the trade surplus and the shift af tha
services balance to surplus from deficit.

Tha ftrade surplus rose to 87.7 billion in 1987, compared with 84.32 billign
in 18886, Esxports rose by 38 percent and imports rose by 38 percenti the
valumes of axports and tmperts bath grew strongly (24 percent and 22 percent,
respactivelyly and the terms of trade improvad by 2 percent. Export unit
valuas rose by 3 percent refleacting the affects of tha appreciatian of the won
againat the U.5. dallar and wage increases. Isperd unit values rose by
T parcant reflacting mainly the Z@ parcant Lncreass in oil pricas, non-oll
impert wunit values incressed by only & percant. 1/

The sarvices balance shifted ta & surplus of F0.% billion am 1287,
compared with a daficit of $8.6 billien imn 1986, This reflected mainly a 49
percent increass in travel receipts, & S8 percent increasa on receipts from
pversgas consiruction, and a 12 percent decline in interest payments on
exiarnal dabi. The increase in irevel receipts reflectied increases ip bath the
number of tourists {13 percent) and per capita expesnditures (31 percent’. Tha

14 Eorld trade prices for nen-oil primary commodiliss rose by 4 pearceni asnd
for manufactures by 11 percant.
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lngrease in overseas conatruction receipis reflected the resulis of market
diversification and improved sxternal demand.

Cepital sccount developmenta 1387

The capital account recorded a deficit of 84.8 billion on debt-ralated
capital , a surplus of S@.6 billicn on nondebt-related capital, amd a surplus in
grrors and cmiasions of €1.3 ballion.

Hondebt=-related capital flocws arise from auppliers' credits extandad by
Herean residents {mainly shipbullders and ather capital gesds manufacturers),
dirsct and portfolio farsign investment, and cther asset transacticns [(m.g.,
owverseas subsidiaries, shori-term trade creditsl. The nondebi-ralated capital
account balance shifted to surplus from deficits in previous years. This was
mainly due to incresses in inflows of net foreign direct investment, s<port
sugpliars® eredit, and reduciion on paymeni for overseas subsidiary debt.
Foreign direct investmant rose by 35 perceni raflecting the favorabla busineszs
anvirgnment in ¥orea and the liberalizetion of controls on foraign invastmant,
Export suppliers’' credit showed an inflow mainly bacause the gross outflow of
new suppliers’ credits declimed fo 81.1 bBillion in 1987 from $2.1 billicn Ln
I9BE raflecting sluggishnass im the shipbuillding industry. Amortizatiicn
paymants on tha stock of promisscory notes held by Koreans rose slightly to 81.3
billion because of the relatively high interest rate (B percent} on promissory
nctas. Thus, thers was a net inflow of suppliers’ credits of 0.2 billion
together with sales of promissory notes amouniing to $8.2 billion., Fayment for
cverseas subsidiary debt decresased to 30.3 billion in 1387 from 1.8 Billian in
1366 reflecting the restructuring of the overseas construction lndusiries.

Hr. Him Suk—Dong said that he was unable ito determine the r~esason for tha
large positive entry of grrors and omissions in 1987, noling thal errors eng
cmissions accounted for only 1.5 percent of the valus of total trade.
Nevertheless , he :p:tulql:d that achnnu]eﬁgad that exchange rate expactations
may have induced an acceleratlion in esport racalpts and delay ln import
payments, giving rise fo the surplus on sarrors and cmizssions.

External dabh developmants

Total amortization amounted to %14.9 billicn in 1987, of which B9 billion
raprasanted prapaymant of sasxtarnal debi. Prapayment by finmancaal institutions
ameunted to $6.8 Billton [financad by the Bank of Korea, including swapsl, tha
public sector $1.5 billion (financed by fiscal resources and formign currency
loams ], and the private secltor 2.7 billion {finamnced by forelign currancy
refinancing loans i,

Gross foralgn Finanzing requirements [ for amertization, axport supplisrs’
credifi, resarve incraasss, errors end cmissicns, end others) amounted to 85,7
billien inm i987. After account is taken of mondebit fimancing (gross dirsct
investmant inflouws and sales of promissory notmal, gross borrowing reguirements
anourted to 34.8 Billian.

Total external debt fall by §B.8 billiom to $35.6 bBllliem {38.2 parcent
of GNP Y im 1987. As the prepayment of external debt affected medium= and long=




tarm debt, the propertion of short-term debt rose to 25.8 perceni of total
dabt, compared wiih 28.8 percent in 1836, As mosi of the short-term debti
representied trade credits, thare was litile scope for further reducticn in
short-term debi. The debt service ratic rose to 32.3 percent reflecting the
prepayment of external debti sxcluding prepayments, the debt service ratio was
16.4 percent.

International resarvas

Bross reserves rosa to B18.2 billion at end=19871 however , the import
covsr fall to 2.6 months. Escluding forsign exchanges raserves held by tha
lagal branches of foreign bamks, gross reserves rose to B8.2 billion at end-
1887,

Surplus manageseant mEasuras

Measures implemenied to manage tha currant account surplus in 1987
included: {1} import liberalization (removing 1BT items from the restricted
list, thereby increasing the liberalizatlon ratieo to 893.5 parcent i;

(2} reducing the average unweighted basic tariff rate to 19.3 percent from 19.7
parcenti 13) raducing the number of items on the survelllance list ta 458 items
frem 186 items; (4] revising special lawss (5} providing spacial fimancing iat
prafarantial interesst rates, |.25 percentage points abova LIEOR) for imports
from countries with which Kores has a trade surplusi (6! reducing tha domestic
Financing ratic for exports: (7! relasing contrels on invisibles paymentss and
{8) appreciation of the wan.

Liberalization of invisible gavmanis

Comtrols on invisibles payments were liberalized an three occasions—in
July 18987 and December 1887, and March 13B8. In July 1987, the measurms taken
were: (1) basic itravel allowance for business end ......... was maintainad at
§7 008 and to 83 008 for ftourism, and for studenis the bhasie allowance was
maintained at 2 288 but mostly allowances increased from 51 008 te 21,509
{2} automatic payment for forsign services was raised from 310,000 to 559,200
{3k payment of advertising expen=zes o i1ntermedidaries and agents was parmitfed
iprevicusly, only direct paymeni to advertising entities was parmitiadis and
{4} parsonal remitiances for subsistence allowance, living expensas, and othar
personal mspenses up to S50 was permifited. In September 1987, iha age limit
for overasas travel for fourism was lowsred to 45 from S8.

In December 1887, the following measurss were implemanted: (1} the basiec
travel allowance was increased to 85 008, and procedures for overssas traval
gxpanditures were simplified; the age limit for oversess travel for touri=sm was
lowarad ko d49; (2} helding and usage of multiple credit cards for travellars
weare parmitted: (3) surrender reguiraments were relaxed by permitting residents
to hold up to 5,008 in urused travel expenses and incresaing the ceiling of
foreign exchange holdings for money exchanges and coin dealersy (4} automatic
payment for forgign services was itncressed to B100 880 {5) parscnal
remittances ware raised to 1 BB8; and (61 the deanomination of international
cgntracts in won was permitfed.

In March 1988, the following measures will be implemanted: (1)} A partial
nagative list system will be introduced For fnvisibles payments) automatic




paynents for currant transactions up to 10,888 will ba parmitisd; autcomatic
payments for all axtermal transactlons up fo 52,000 will ba permiftbisd;

121 residents may khold fereign curreancy in cash or travellers checks up fo

g5 008 regardless af the scurce of tha foraign axichanga,. Additicnal maasuras
being considarad for fmplementation in April 1988 Lnclude: (F) partfolis
invastment for securities companiles of up fto 38 million, and for invasimant
frusts and insuwrance companies of up to 1@ million will be permitted; (2] the
age limit for overseas trave]l for tourlss will be lowersd to 35 years; and

(2] the ceiling and eligibility for emigrant expenses will ba increasad.

Dvgragas iovesiment

Relaxation af controls concerning ovarsaas investment will be phaszed,
taking imto account its impact on promoting internalization and the portfalis
management capebility of domeatic Firma. In the initial stage, tha emphasis
will be on investmentis that inireduce high tachmology o that overcons
berriers for exports.

The following messures were inplemented in 1887 {dates in parenihesza
indicate when the measure was lniroduced): (1) The types of business eligible
for averseas invesiment ware increased to include real astate and services
tApril 15, 18671, Investment in real estate was permitted, without limitaticn,
whan it is related to doing business, including the purchase of warshouszsas
pffices, representatives' headguariers, and for supperiing sacuritys
contractors werea encouraged to raisa funds locally to Financa thair real astate
devalopment ; howsver, the purchase of real estate for speculation was
prohibited. In addition to investment in general manufacturing, which was
already permiftted, invastment if service industrtas, i;cluding hotels,
restaurants, and iranspertation, wers peraittad,. (2] Imvastment in kind was
permittad for private enlerprisss, &.5. purchasa of machinery (April 65, [9B7 L.
(31 The administrative procedures for approving cverseas investmant wers
simplifiad: the ampount of inveasiment reguiring review by the Committes on
Oversgas [nvesiment F'rcl__]ul:t s raisad Lo 855 million from 81 milliion f8pril I
188T). {4 The limits om retention of profits for overseas investmenl was
raisad to $590@ 2288 From 250,298 and sliminated on March 25, F9BB. {51 An
auvtomatic approval system For investmentis not exceeding %) million wan
introduced for investments which met cartain sppraisal standards oy the
financing bank. I/ {6% Fimancial assistance for overseas invesimant was
increased and the terme made more attractive. Thea Korea Export=-Import Bank
will provide overassas investment credit ameunting to W 48 bBillienm im FY 19E3;:
the intarast rates were lowsrad to 8 percemt from 1@ percent amd fp BE.S perceant
ton March 9, 1988B) for large firms and 1o B perceant from 9 parceni amd to
T percent fon March 9, 1988) for small-and medium—sized firms., Effeciive
January 1988, EEXIM began direct lending to the local subsidiariss of Eorean
firmg, (71 The Jverseas Development Cooperation Fund (EOCF! provides
concessional loans to Kor=an private flrems to support thebies veniure projscts in
developing countries, (W S bBillion wae allocated to the Operational Progras of
EOCF in FY 158B1. (B) Tasx incentives have alsc been granted to oversaas
invastment by raising the masimum reserve ratic of the reserves for overasas
investment deficit to 15 perceni from |@ percent (resgrves are deducied from

I/ Regulrerents Checking Systiem whareby automatic permission 15 given when
the acore in an sppraisal prepared by & bBank is not less than 8@ points or
55 polnts for small- and medium—sized firma.
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taxabla incoma, and paymant of taxes on these reserves are posipomed). (S9) Tha
infermation ayatem for ocverssas investment was atrengthaned.

Capital acgount prorectiions 13968

Projections for the cepital account for 1588 weres provided after the
meeting. On the besis &f & current account surplus of 87 billion, MOF projecta
amartization (including $1 bllllon for the hanking system!) to amount to
27 billian; gross borrowing regulremant to be $2.7 bBllllan; and nat dabi-
related outflows (including banking sysiem! to amount 1o 4.4 billion.

Mr. Eim Suk-Hong explatined that the gross borrowing t5 undertaken both By tha
public and private sectors and include loans already contractied and borrcuwings
to prepay sxternal debt, OF the amortization of 87 billion, 3.4 billicn will
regrezeni prepaymenis. Mr. Kim sald that prepayment beyond 1988 will be
ralativaly small as tha proportion of extarnal debt with unfavorable terms
would have been reduced significanily. HNet nondebi-related owiflows are
projected to be #8.6 billion, mainly reflecting the increase in overseas
tnvasiment and axport zuppliers' eredit given, E=xternal debt would fall by
Ed.7 billiam to %31 billion and rasarves would ineresss By B81.8 baillion to
8i2.@ hillion.

Later, Mr. Kim supplisd capital account projections on tha assusptisn that
the current account surplus will be %11 billion. He said that $1 billiss of
the aurplus will bBe used to reduce sxternal debt (S0.5 BSillismn above tha Lima
and 38.5 Billion below the line), and that the remainder S4 Billiom will Ba
used to incraase resarves,
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#Korea-—1988 Article IV Consultaticn

Minutes of Mestings at Economic Flanning Ecsrd on the 1538 Budget
Thuraday , March 17, 1388, 4:00 p.m.

Heeting Ma. 11

Mr. Kim Byeng=Il, Director, Budget Policy ! Mr. Meias
Diviaion ¥ Ma. Jul
Mr. Yeoon Young-Dae, Direcior, Budget i EFE Mr-. Baban
Policy Division b Mz. Teang
Mr. Jang Byung=Wan, Assistant Oirecter, i Hr. Katz+
Budget Policy Division H Hr. Le Fort
I

Mr. Lee Chang-Ho, Assistant Director,
Budget Policy Division

Eaturday , Harch 19, 1988, 18:88 a.m.

Eorean Beprasentaiivas: IWF Represeniative:
Mr. Kim Sung-Jim, Oirector, Planning amd ) Mr. Katze+
Hanagamant i EFH
Mr. Lee Chang-Ho, Assistent Director, ]
Budget Policy Divisien, EFB ]

Tumsday , March 22, 1888, Z2:@dF.M.

Mr. Lee Chang—Ho, fAssistant Director, Budget Mr. Katze®
Policy Divisien, EPB

The Ecrean representatives noted that fiscal policy for 1968 wasz designed
te minimize the recouras of the Bovernment to the banking system, and help to
abagrt the liguidity increase generated by the balance of payments surplus, and
thus raduee inflatlionary pressures. Following a surplus in the coensolidatied
cantiral government accsuntas in 1587, the Horsan representatives were of tha
view that a swurplus in 19BB was also likely. FAa revenue projecticns uere
preparad in July af last year the sirong revenua performance recordad in 13687
could noft be taken into account. Thus, while revenus was programmed o
increase by soma |4 parcent over the 1387 budgei, thea increasea over the
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praliminary |387 outcome is only 4.5 parcent. Wharsas a supplementary budget
i5 not Likely im wigw of tha tnflatiomary impact of such & measure, a Ffavarabola
revanue parformance could give rise ito Furthesr reductions in tax rates on
consumar goods.

Mo naw tax Measuras were introduced with the 1358 budget, although several
changas took place before and after ithe budget went imic affeci. On October
1387, the duty rate on imported petroleum was lowarad from 24.5 percemf to 1@
percents in late March 1388 special excise taxes on 3@ conmsumer 1tems ware
lowered from S-1088 percent to 3.5-TQ percent. In addition, the edugation taas
which was inircduced in 1382 for a period of Five years has been exiended.

Total espemnditure and net lending were budgeted ko imcrease by 12.9
parcent over ihe 1987 budget, with current and capital spemding rising at the
same rata.

The wage bill is budgeted io increase by |17.6 percemnt over last year.
Hages to government employees are planned to rise by an average of 13.E percent
fallowing an increase of 7.8 percent in 1987, with lower wage aarnarsz
receiving=-a relatively larger increase. Enployment in the Government is
e«<pected to rise by 2.9 percent following & similar increase in the previous
tuo years. The expansiom in government amployment reflacis largely inersases
in the Arumber of teachers and police, Recent devalspmenis in governreant
erploynent. are ae follows:

1985 1 98B 1887 F9H8

Hudget

Tatal governmani amployment 454 354 72,558 485 . 8i2 495 488
FPercentage over previows year 1.8 2.8 2.8 Z.8

Subsidies and other currant tranafers are budgeted to increase by 15.7
percent ower 1887, Local government will Fecsive in additisn to the 13.27
percent of total isternal tax reavenue sharing, W IB@ Billisn from goverdsent
monopoly ravanue.

The agency for foreign ald--0Ffficial Development Assiziance (ODR) has
programmed fo expeand Lte forelgn activities om grantis and loans from
894 million in 1987 to 5172 million;: granis are expected to increase from 55.1
million to %18.7 million, Leans are grantied for a period of 2@ years with
interast ranging frem 4 o B percent altihough the intarest change on moat loans
is anly 4 pereent imteresti.

The financing of the budget deficii was fo consist of domestic scurces:
d 746 billiom from ihe banking system and W EL7 billion from nonbank scurces.
fccording to the defimitions of the monetery survey, net credit from the
banking ayastem to the Bovernment will amount fo0 W 163 billian. If a smaller
budget deficit were recorded, net bank credit o the Bovernment would sadjust
pccordingly leaving nonbank berreowing intact. MNet financing abroad will be
virtually zero. External debt repayments in 1387 by the central governmant
ancunted to 1,111 million, of which prepaymenis were BIS@ million. Taotal



prapaymanis of e<tarnal debi by the government including government-guarantesd
debt squalled 82,523 million, of which prepayments==%1 456 million, 1In 1583,
the Bovernment is expected io prepay sbout 1 billien en eaxtarpal dabi
imaluding gevernment-guarantead loans,

Priorities under the budget include defense, educaticn and social and
rural develapment.

The dafansa budget has been targeted at B percent of GNP as a medium=term
th&ntiun, As segnomic growth in recent years sxcesded Cll_ig:ll'lﬂ]. budget
projectiona, the rate aof growih of defansa aspenditure lagged behind and Lis
share in GNP daclined somewhat. Im 19BE, the defensa budget was programsmsd to
grow by 13.@ percent over the 1987 budget.

E<penditure on educatisn is budgeted te irereass by 17.08 percent over
1987. Tha aducation bucget L3 composed of two catagoriasi aespanditures for
national education establishments and services, end transfers to local
govearnments sarmarked for prlmary and secondary sducation., An imporiant
objective of the 1988 educaticon budget is ithe reductlen in fhe Ausbar~ of
students par class in primary and secondary schools frem 58 to 56 studantz. To
this end, the number of teachers and the sppropriations for construction of
sehoal Faeslllitiss have been raised.

The 1988 budget tntroducas three basic soccial seacurily programs: natlomal
pension system, minimum wage and mationwide medical insurance sysiem.

Under the new national pension aystem, all employers end employess ars
reguired to coniribute 1.5 percent of pross wages. The naticnal pension will
be consclidated with the central gevarnment amd Lts comtributions will be
inveated in sslected securities or lent through tha Fiscal Investrent and
Financing Special Aceouwni (FIF5A! %o tha Matiomal Housing Fund. In 18323,
centributions are expecied to reach W 568 billicon, whereas managing espensas
will amgunt to W 22 billion. The minimum wage legislation which was Lntroduced
with the 138B budget will have no direct budgaiary tmplications as no
governmant employeas are at tha minimum wage range.

Madical insurance programs will be extended to rural arsas in 15988 and to
urban argas in 198%. The extension of insurance to rural areas will caver soma
B million new participantsa. Tatal coest af Lthe progrsm in 1888 13 estimaied at
W 230 billion, of which budgetary support will amownt ta W 81 bBellion, 4a tha
Government plans to bear & portion of the itnsurance premium for rural low
tncome groups. Under the medical insurance program, participants pay © percent
of their gross incoma and receive coverage of 20 pereent of hospitalization and
55 percent, physician cests.

Bovernment expendiiura on sciance and technology ars bBudgated to increase
by 13.9 percent over 1587 to W 638 billion, or B.6 parcent of GHP. Cesbined
With private secior invesiments, tctal national spending on RED is expected to

-

rise from Z percent of GNP i1n 1387 te 2.4 percent in 1988.
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Korsan Reprasantativest Fund pwest
Mr. Byaon Yang=He, Oeputy Oirectar Hr. Helss
Financial Felicy Division Hr. Baban

Hr. Le Forts

Monetary fargal

M. Hyunn agre=d that in an oapen aconomy wilh fixed axehange rata, the
supply af monay is sndogenously determined by money demand. In his cpainton,
the faat growth of the Korman sconomy coupled with its increasing mometization
were causing & rapid growth of monetary aggregates and were 8 reaszon For
coansidering higher targ=ts for monetlary growth., The monetary target for 1527
far the annual growth of =2nd of perlod M2 had basn listed as & rangs of 15 to
1B percenty the upper limit of the farget reange was exceeded in 13987 as end-of-
perliod M2 {exeluding Certificates of Depesit) ilnereased by 19.3 parcemi. Tha
asonetary targat for 1387 could not Be set at a highar level becausa am annual
growth of M2 emxceading I8 percent is nmet politically acceptable. The public ia

vary awars of the riska of gverheating the economy and have & marked fear of
inflation,

Ths monetary target far 1588 considers an annual growhh of the and of
pericd M2 egual to 13 percent and was derived from projections of 9 pearcent
growth im real GNF, 5 percent infletion in consumer prices and 4 parcent
reduction in the Lncoma vaelacity of smeonay. The latiter is consistentl with the
trand of increasing monetization of the Karaan aconomy.

Tha monetary auflhority was studying medifications af the money supply
dafiniiion used to sat the monetary target. The new money definition would

gxclude {ime deposits in the banking aector with maturiiy period excesding a
certain limit.

Mongtary stebilization bonds

In order to curb the fast prowth in monetary aggragates, the Bank of Horaa
increased the sale of monetary stabilization bonds (MSEls duraing 1987, the

sftock of bonds cutstanding was increased from 3.1 trellliem to 7.5 trillion wan.
In addition. ocpan markei operations direcied to the reduction of liguidiiy wera




alzo conductied through the sale of Treeawry billa and Fersign Exchange
Egualization Bonds,

Monbank financial institutions have besn directed to buy H583 in order to
share with the Bank of Korsa (BOK) the cost of reducing the growih of money
supply and controlling tnflation. The financial instituticns that have
accepted H5B2 from the BQJK have made losses ez the interasi rate paid by the
bonds is lower than the one of altarnative inveatments and the bonds are tradeo
in tha secondary market at a discount. The MEBs have maturitiss ranging from
286 to 360 days and pay tnterest at an annual ratas of 12.5 pearcent. In ths
secondary market, the yield of Monetary Stabilization Bonds fluctuates betwusan
IS5 and 16 percant per yesr. Abcut 50 percent of the bonds issuad are held by
tha NBFIs and the other half is rassld in the sscondary market to inmsurance
companlas, sascurltias firme, and ta the general public.

The monetary suthority has imposed ceilings on the commarcial banks®
gutstanding COs and have issued recommendations on tha intarast rats tha COa
can pay on them. The ceilings are imposed in order to shelier the monbanking
Financial i1pstitutions (HBFIs)] from the compatiticn of commercial banks and to
enlarge the market for stsbilization bonds. In March 1988, ihe ceilings for
commercial bank C0s waa 2.8 trillion won and the amoumt cutstanding was below
.G trillion; the interest rate on CDs, 18.25 percenti, was well below the
saecondary market yield of stabilization bonds, 1S percent.

Mr. Byeon explained that the moneiary suthority has to weigh the
advantages of cantralling sonaiary expansion and inflaticon with the affects of
the restriciive credit policy on ihe intferesi rates and fimancial markets. An
gxcessive emphasis in monetary conirol , added to the uncartainties created by
political developmenis and the exchange rate adjustment, could aventually laad
to & reduction of stock market prices, a privates sector portfolio shift toward
real esfatie and soarlng real estaile prices. The increase in real eateate prices
i5 considered to cause significant imcreases in production =asts.

Gradit gontrals

f large current account surplus can be made compatible with price
5tﬂhlll1.g,-' threugh tighi domestic eredit and high intereat rates. In order to
aghiawva this result, commercial banks have received windew guidance according
to which a convenient leve! of credii haa beesn suggestedr commercial banks arse
directed to keep bthe undisbursed funds in the monetary stabilizatiom account
which pays an annual intereat rate of & percent. The reservs reguirements for
Banking tnatifutions have been tprersasad from 4.5 parcent to 7 percent and no
intersst is paid an resarve deposits.  The amount of banking secior credil made
available ta axporters by the banking system has been reducad from W BTG per
dollar sxpartad ta zears for big Fieme, and fram W 708 per dollar exporied to U
452 pear dollar axported for small- and medium-sized firms. Tha moenatary board
has reduced \he radiscount ratio from G@ parcent to 49 parcent for large firms;
and khe big congloemaratas have recelved indicattons to raduce their lavel of
demastic cradit from the banking aystem in amgunts ranging from 5 to 16
percent.

At tha presemt leavel of the controlled imteresat rate and given the tight
credit policy implemented to meat the monetary target, there i=s an ascess
demand for cradit that haas led to the use of direct credit controls. The




direct credit controels create incentives to over—-borrow and fo delay as much aa
poasibla tha repayment of cradit outstanding becsuse private firma havé no
guaranieas that they will have access {o credit in the fulure and thay prefer
to hold additional monetary or Ffimancialassels tnstsad of raducing thair
indebtedness.

Foreign berrowing by privata firms 15 forbidden, morscover large private
firAns have basn parsuadsd to reduce their sxternal debt in spite of the lowsr
cost of forailgn borrowing relative to domestic. These restrictions have
allowed to partially avoid the liguaidity &xpansion that would otheruise result
from tha int&rnational interest rate differentigl--interest Fates in won
escesds comparable dollar interest rates Ln the internailonal market and the
wan 15 axpacted to appraciate against the dellar. In addition, foreign credit
restrictiona are used to achieve iha social goal of reducing the foreign debt.

The systeam of credit contraols and the efforts directed to curbing tha
liguidity expansion has had negative effects on the profitebility of financial
inatitutions including commercial banks, nonbanking intarmediaries and (ha
central bank.

= The highar regquired rasarva ratio on bank depoeits coupled with tha
suggested credit limite and the low interest paid by the monetary stsbilization
aceount (relative io tha yiald of alternative assasts) have reduced tha
profitability of itha commarcial banks,

= The acceptarce at face value of stabilization bonds that are priced at
8 discount in the sscondary market has reported losses to nonbanking fimancial
institutlons (WBFIs}. Tha NBFIs by purchasing MS5Bs at Face valus have made an
annual loas estimated &t about W 148 bBillion in 1887, That reswlt is cbtained
considering a total atock of W5Es of 5.6 traillion won and that the annual yiald
of M58s 1n the secondary market excesded the Fface yield of the bond by 3.5
percant .

-= Tha Bank of Korea has made lopsas astimated at W 588 billian through
the sale of MSBa. These locases represent the mxcess of the interest paid on
outstanding MSBs by the B0K (satimated in W 728 billion) over the return
abtainaple by fnvasiing tha proceads of tha bonde Im the accumulation of nel
foreign assats. The EOK Lssuas bonds in won affaring an intarest rats of 12.5
percent and u=e= the procesds bte accumulats net fareign assets (reducing
fareign liabilities oF accumulating foraslign assats! that yield anly 3 perecant
in dollars, whila the doilar deprecisted by 6.7 percent apainsti tha won. Tha
bend itnterast rate was asaumed sgual to 13.5 perceni, the international
interest rate in dollars egual Lo B percenti, and ithe annual won-dollar
appreciation rate egual to I percent, Lthe stock of bonds cutstanding waa
assumed sgual to 5.76 frilllom wom.

loterest rates

HMr. Byeon explained that there have been no significant changaa in the
interest rate during last year. The only interest rates that genuinely
represent markest Forces is the interest rate in the unregulated nonay market
which has been relativaly stable since mid-1985 at an annual rate af 25 ig 27
percent. The controlled loan interast rates hava baan kept stahla with ranges
betiugen 19 end 12 percents and the interast rate paid by time deposits and COs




have alsoc bean kept stable ranging from B to 1) percent per annum depending omn
maturitiy.

The monstary autherity was not ocppesad to the libapralizatlion of intarsst
rates , howaver the businass community has lobbied against that reform as thay
cansider that the interest rates would increasea if the rates wara let to follow
market forces. In addition, the limitatioms and underdevelopment of the market
for securities have made Firms dependent on the financial systems io obiain bhe
reguired financing for iheir oparations and sspanaian,




INTERMAT IONAL HONETARY FUND

Korsa==-1588 Article IV Consultation

Meating with thea Koresan Foraign Trade
Asscciation
Friday, Harch 18, 1588, 1F:3@ a.m.

Heating Mo. 13

KEarsan Aepressntatives Fumd Reprasanfatives
Mr. Sun=-Ki Lee, Vice Chairman Mr. Meias
Mr. Seh Hyung Choi, Executive Direcior Ms. Jul =

Mr. Hatz

Mr. Lim, IMF, Altearnaie Executive Diractor

The Kor=an Foreign Trade Aasceiation (KFTA) is & privats
grganization which has mora than 1, 389 members who are sither axporters
or tmportars or both. It saxtends various services to its members by
providing information concerning markets, commodities, government
policies, trads =avironment tn Japan, the US and other countrias.
filza, 1% mrakes recommendations on trade policy to the governmant.

By and large. tha members of KFTA are becoming more concerned by the
pressurss being exercised by other countries. In terms of the policy
mreasures being implemented, KFTA members feal lass prassure fros the
liberalization drive than from the appreciation of tha won. Some firss
wara still esxpanding, othars were going bankrupt.

KFTA was strongly reacommending toc the government to acceleraie tha
liberalization process and to slow down the appreciation of the won.
Wages had increased 20 percent already,.there had been a reduction in the
government financing of axports, Horea will be graduated from the US"=s
58F next year, and prices of raw materials in the internaticnal markets
wars ineéreasing. Last yesar's appreciation of the won was more sasy to
absorb becauam the yven and the Taiwanase dollar were moving in tha
sama direction as the won, but now theses currencies weare depreciating
vis—a-vis the dallar,. This resulted ina a loss af competitivensas,
bankrupticies and unemploymant. Ten companias had already stioppad
exporting=— small and medium=sized enterprizes. Japan and Taiwan had
enjoyad trade surpluses for manu years and had built Ruselas, while
Karea had only two years of surpluses amd (ts muscles were 5iil]l weak.
The won was not a convaertlble currency so it was impossible fo tell
what i1ts valua should ba.

Fr. Meiss pointed ocut that although it was true that wages wers
increasing in Korea much mors rapidly thanm in competitor countries,
Korea's wage levals ware still much lower than Ln competing countrias.
Mr. Lea agraed but pointed out that another negative effect on
compatitivenass cama from the increased cost in the imperts of Faw
materials originating im Japan due to the atrong yen. Whila Japan
could squeaze local suppliers to absorb the effects of the appreciationm



of its currancy, Korea was not Lo a positien to do that.

Ta the guestion of why Korea was net switching io the US marketi,
Mr, Lea respondad that thers were genuine diffroulti=s ta de sa, Thea
KFTA had preparsd a lisi of 350 :ttems whose importation could in
principle be snifited to the US narket, but US suppliers wers very slow
in responding comparad to tha Japanese suppliars.

Thus, tha KEFTA was recommanding a slow appreciation of tha wam ta
give timea for ratiopalizatiom of management, increasa in productivitiy,
and invastmant in ressarch and development 4o take placa. Theay should
mova to opan tha market faster. The EFTA would like the government to
remove all non-tariff barriers instead of sccelerating the appreciation
af the won. Problem arsss were those where the US cannot subatitutle
for Japansse inports. The US can only sell to Hersa agricultural
products ., high=tech products, and servicea. Tha US could not sall mora
of thess products to Horea even if fthe won wés adjusted. Agricultural
goods all‘g:u;hl reprasanted one tenth of importa, high=tech products werse
rnot produced in Korea, and Ln services US managamani was more advanced,
So, Lf Korea cpans its market imports of these kinds of products could
incraasa without any harm done to the Korean producers. All thasa
imporis were related to market opening and were nol price related.

To the question of how fast can Korea cpen its merket, HMr. Lee
answered by explaining the import liberalization deive which had already
taken place and did not aslaborate with raspect to the futures.




minBkel 1 (37237880 WT

INTERNATIONAL MONETARY FUND

KHorea--1888 Article IV Conmsultation

Tachnical Meating on Economic Managemant Flan
and Balance of Paymenia
Econamic Planning Bureau
March 18, 1988 at 2:00 p.m,

Meating Mo. 14

Herean Repressniaiives: Fund Representatives:
Mr. Maeng Jung-Ja, Director, Mr. Meias
EFE, Financial Plamning Division Ms. Jul
Mr. Cho In-Kang, Assistant Director, Mr. Baban
EPE, Fimrancial Plamning Division Ms. Taeng#
HMr. Chin Enung-ﬂnn. fssisfant ﬂ:futidr. Me. Kaftz
EFE, Quverall Flanning Oivistion M. L= Faort

Hr. Lea Jong-Hap, Assistant Diractor,
EPE, Overall Planning Division

The Korean reprasantativas pravided the altached tablas which show Lha
differences between projectied and actual current actount cutcomes n | 8387 and
current account projections for 1388,

The projections wers discussed at & subseguent tachnical masting. Tha
rain diffarencas batween the EPE and Fund ataff projections were exporis and
servicas paymenta. EFE's expori projections are based on leiters of credit
received through {most ofi the first guarie~ of 1988, The subatantial
geceleration in esports is attributable 1o the affects of the wage incr=asses,
ihe appreciation of the won, and domastiie capacity constraints [with the
cperating ratioc in the manufacturing sector reaching & historical high of 38
garcent }.. The Fund repressntative said that fhe staff's projections for
aipocrte alsc imply a substantlal deceleration i1n asporis during 13353. However,
the Fund reprasantative guesticned the plausibility of the sharp daceleration
projected by EPE, pariicularly the growth rate for the firat guarter (2B
parcent ! which {5 below the growth recorded, fhus Far during 1988 (39 percant
through mid-Marchl. EFB's projeciions for new exports also show sharoer
daceleration, compared with the Fund staff's prajection. Thes Horsan
rapresentative cited protectilonism, partlcularly the antidumping charges om
automobliles in Canada, as an impoertant facter for the sharp deceleration in new
gxporta,. Quarterly data on new exporis which were provided subseguently did
net show & decelerating trend for mew exporis in F3B7.

On the import side, the EFE projections included 2.5 billicm imports on
account af policy measures (#1.5 billion for special foreign curremcy loam and
1.8 billion for import liberalization and tariff cutsi. The HKorean
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representative asid it wag difflcult to detersine whather imparts financed by
these lodans wers [ndeed additienal imparts, but considerad that same of Lthem
coguld be additional because of the favarable terwme of the foraign curcsncy
laamns., OF the 53 billion Ltn leans previded in 1987, %1 billian gecds wers
impartad im 1587, and fthe remainder 52 billion goods would be imported im 13833
in addition, another 53 billlon 1n loans is availabla in 18983, Ian calculating
the 1.5 billion additional imports on account of financing, EFE assumed that
43 percant of the 32 Billion lmparts carriad aver Ffrom 1987 would represeant
additional imporis, and 6@ percent of the imports financed By 15828 loans would
be imported in 12388, of which 49 percent would repressnt addiiional imports.

EFE projections fer travel and other services paymenis were 33.8 bBillion
abova zftaff astimate. The Horean rapresentative said that ths liberalizatian
measures lmplamenied during the [atter parti of 1987 and early 1988 will
increasa servicas payments significantly. The Fund representative noted that
the ataff projection far travel and other services paymenis was already higher
than growth rates recorded in previous yearst travel paymeants are projected to
increase by 25 percent inm 1388, compared with 14=15 percent in 189BE=87i cihaer
sarvicas payments ars projected to increase by 20 percent in 18988, compared
with [3-19 percent in 1986-87.
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Ainutes of Heetingas with the Mimistry of Finance
gn riscal Uevelepments in |49E¢ and Policies
Frigay, Mareh 1H, 1488, S48 p.m.
and continusd |luesday, Maren L2, 9:i3d a.m.

Meaating Nao. lh

Horgan Hepresentatives: kund Hegregent :
Hr. Les Chong-Rin, Ulrecior, internaticonal Mr. Katz#®

laxation Uivision
Ar. Hong Yocung=Han, Ueputy Larector,
internaticonal laxation Uivision
Br. Rim Uk-Jso, Uesputy Uirector, ireasury Lept.
Mre. Le& Peapn—-Yaung, Uirector, Setilemant Uivision
Mr. Un Se—Woong, Ueputy Ulrector, Sattlement
bivision
Mr: Lee Tong=Keun, Uirector, ireasury Uivision

InEsea mestlnpgs focused on revanpus developrants 1n 148, rEvAanua
projections Tor 198H, tax policy issuss, and the sxpendltiure outcoma of I149H/.

ihe Korgan represgntat ives 2alo that the :trﬂﬂﬂ FEvENUe pertormance of
T8 ==19:1 pércent incraase over |13db——was well in excesa of original busget
prﬂjﬁﬂtlﬂﬂl ang rarleciag the SNarp AnCreasss 1n anparis, lhpbff& and domEstic

aconomic Aatcilvliiyi tax revanue Llngraased sven mora ragldly-——3id.c parcani over
I5-1-1- 1%

Btrong growth was recordad in corparate irfcome tam recsipts=—4d.4 péErcent
ovar 149db. #i5 corporation pay 1nNcaoma tax 1IN fwd INEtallmants——July of 1Th& 2ame
tax ysar on asssased incoms and March of the TolloWwing yaar aonm tha actual
palance Fos 1ha prayious yeaar, ihe pPEsSELDLEe REgative &Tfrectis af the EUurreEncy
appracliation and tha wage awards dig not have an advarsa arract on corporata
income tax in |56/, Fevenue from individual income tax and social SEEUPlip
contripution alaoc rose fharply largaly as a reasult of waga awards which wara
granteg in the secong half of the year.

iaxes on goods and services recorded a morse mOOdest increass--H.. percent=-
well below the growih of private consumption and short of the |98/ bDudget
pgrojeciion. kExcise tax revenue rose by |19 parcent ratlecting a reduction in
tax rates on consumer durables in mid=id9E/i the revenue loss of this raducilon
was astimated at W 10 billion and its affact on the wWholEsale price indes==
.is percent.




laxes on imports, incluoing the .5 percent dereanse tas, Lincreasad Dy
do.d pEFEent as A resull of a4 sharp risa 1n imports and am Lncreasa Ln ina
ippori outy on pairoleum to £4.5 percent trom S5=|b percent in most of i49db.
Hevanue From the importi duiy on petroleum incréssed from W 1838 Dillzon in | 3Bb0
to W 4890 baliton tn 1984 Ihe Average Bffective import duty rate on total
imports rose From 4.9 percent Lo IW.0 parcant lm 19H8Y ano average duty mata
gxcluging petroleum increasad from Y9.4 1o H.8 percent, noftwithstanding some
reguctions In tariff ratas.

ihe 198 budget introduceéd Ac néw FEVENUE MESSUrEes. Howavear , the
FeEQuctlien L the patrolaum lﬁpEF1 Uty Trom L. T 10 peraent in Uctober of
14d¢ 18 EEPEEtEU to resuli In revenue fose Otf W 1B biiliom im I9Hd0f and tne
Cut 1N speclal Bxclae tas rates or ang-Harch |4388 from S5=1W8 to 2.5V percent
13 projected 10 raduce revanue Dy W I/ piliton in 1948 amd lower tha whnolesala
price indes by #.IY percent.

Since the 4388 revernue projections were preapared in July of I3BY, the
strong revenug performance could met have been foresesn amd &5 & result the
rate of ipncrease of révenue projactad in the 1438 budget over the 14954
praliminary actuals 15 4.5 percenti, wnile nominal bMF is sasxpecisd to increass
By 4,2 pareant. Iha Korean represanfatives axplainea that ana way af
adjusting the 13944 revenue projections would be to apply ihe rate of growth ot
ravanua in the Y948 budget over the |%YEY pudget=—=13./ parcent=—-io the 138/
preliminary actual reEveRue.

iurning to tax incentives to saving, the Korean repressntative esplained
ihat interest i1ncome i8 ireated more favorably than &liher corporale or wage
income. Lnterest income is5 not globalized with othnar Sourceas of income anog A4S
subject to & tax of Id parcant, wall below the 45 perceni corporate tas< anag
egual to the low range of tax orackats for 1polvidual i1ncome. LIn agaiticn,
small Savers wlih accounis up to W 9 million per household are subject to & 5
parcent witnnolding tas provided that such deposits remain with the banmking
system for more than one year. filss, certain categorieas of =2avings recelive tas
cradlt, Hesidents wlin savipgs tnroughn ine National Savings #sscclation can
deduct am amouni eguivalent to S percenti of ithe saving from ine global incoms
tas amgounty mambera of employess S3tock Holding Associationa with saving through
the assgciation Tor nolding of stock OF inelr company can deduci Trom tne
global incoma tax an amount eguivalent to the saving: and membera of augh
aszoclations who receive 1h&ir compamy sSiock as bonus orf retiremeni allowance
can deduct |3 percent of the acgulsition valua af the stocks from the glcobal
income fas amount.

ihe Korsan representative noted that these cldauses provide incentives 1o
saving, in particular te zmall household deposliiers. |he reduction of the
witnholding ta= rate on intarest lmcome of deposits up Eo W b miliion From 14
to 5 percent sffactive |94h% could have been & coniribusing Facior to ithe
ypayrge of ipe mational saving rate, alinough a guaniificaticon of 1t§ 1mpact
would be & difricull undartaking.

Un axport promotidn SERanEs [ﬂfﬂugﬁ tha tas sveteam, thna Karean
FEpFﬂEﬂntﬂtjfﬂa sxpilainea that & Dbulilo-up of rasarve Tor Bsport LosE Tor
ovarsaas market developmenia, and for pricé Fluctudatlons have viriually no
arfect en tasx reavenue. |hey marely delay the tax payment from the year during
which the reasarve has bean appropriated to the tollowling thrée years (ths Lds




i85 paid in ihres sgual instaliments i, ihe possibiiliiy was ralsed, however,
that under conditions of staady espansion in ss<ports, the firat two resérves
would be expanoing and thus there would De a mére permanent revenue Lo3sT thHe
revanua io0ss would om sgqual to |1 percent of the 1ncreéeasa ln the won valug of
a:ports multiplisa by the 55 percent COFpOrals: Las< rate. Lansaquently , iR FHH ¥
the increass 1n asports amounted to W &, 1df.8 billion and the révénué Los5s (as
& result of the incresss in the reserve Torfr Bxport IDSS ) WOwld De

W db.d billion IW 530 BLLLLEN for the fiFst fuwo reasarwves ., o B./ parcant of
ithe lREF&ABE 1M &8xpOrts . It was also explained that thea speclal oDepreciation
dllswansa to &<ports nas a4 negliglioie artTect on tax ravanue Decausa LT 13
limited fo A percent oFf the ordinary deprecliation amount.

Ine Korean represantatives noteéd that the Ministry oF PlRhance uas
considering to have thass incAntives apolished during the course of [Hoo.

lurming to the eaxpenditure gutcoma in 148/, the Korean rapreasantaildes
remarsad thai preliminary actual data would not be availablie before April IS,
I988r the various funds and special acocounts swomit their |48/ balances oy end-
Harch., Mz preliminary data on ine bapneral Account ang the Graln Managemant
Fund are avallapls, they suggestad ithat tamporarily the §490y pralimipary
gctuals would be based onm ithe |Y9H/ budget adjusied ror the bensral fAccount and
the brainm Hanagemant Fund taking account of the filood relief. Ihua, the
griginal central government expendiiurs budget of W 18,0l billion would have
to be raised by W =S¥¢ oilligon==-flogod relief, less W /B Diliton of unused Funos
to & sum total of W 19,85 pillion and Fevenue would be adjusted upward oy W
1,287 Billion ovér the original budget to W Id . 2bBW billion. |he resulting
gaficit woula amount to W 1ba 0illion comparead with an original d=rieit or W
| bW Billiam., WUwing to a less favorable performance ofF tRe brain Mapagemant
bFund, reveanue of the consolicated caniral governmeni would Rave to ba lowsarsed
by W /3 billion to W 18,621 apd sxpenditure raised by W 112 oillion to & total
of W 149,194 billion; and tha ensuing oerficlt would egual W 241 oillien,
comparad 1o an original oudget desrficli or W 1,391 piliion,

Ine Korean reprassptalives notead that the palances of the other acoounts
ara likely o be more ravoranle ang the resulting deficit could therarore be
smaller. Ihey inoicated tnai they wouwld sena to ihe LAF tne revised version of
laples IV-]1 through IV-4 of the 1300 guestionnaire aa scon as ithey Decona
availapia tarier fApril 15, |988],
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INTERMATIONAL HOMETARY FUND
Korsa==1988 Article IV Comsultation

Technical HMesting on Energy Matters
Ministry of Energy and Resources
March 21, 1988, 3:3@ p.m.

Heating Mo. 16

Mr. Joo-5ak Suh, Directer, Energy Policy
Division Mr. Babamn®
Hr. Soon=Young Hubh, Deputy Director,
Energy Folicy Division

Fr. Suh stated that figures for snergy use per won of resl output showsd &
declining trend during the last five years. Though decreases in this ratio was
recordad annually For the last five years, he cautioned that year to year
changes could be misleading because the numerator is not corrected for unusad
capacity. Enargy plants aluways have to functlon at certain minimum output
lavals regardleass of demand. He therafore suggested that the trend would be
the more meaningful concept for analysis.

Daspite racent price decreases in the intfernational and domestic price of
anergy, tha governmant ias not flagging tn :ta snergy conservation af forta,
Energy audits of heavy energy consumers (5 a comtlinuing program. Industries
themsalvas have a substamtial Lnterest in saving energy 1o reduce costs in &
climate of riaing wages. bSavings ares slso gensgrated by shifts in the indua-
trial structure from heavy indusiries towards high technology and servica
industirias.

In decomposing ensrgy demand by sectar ovear the medium term, Lhe mnost
marked change will be the increasing share of transportation in total demand.
This primarily reflects the increased ownership of privaita cars. Thes
prospect is mirrored in the rising share, from 15988 onward, of petroleus Ln
anergy by source, primarily at tha espense of the share of coal. The shares aof
nuclear anergy and hydroslectric power will remain relatively stable during
L1988-91. KEPCO has contiracted for the building of #13 and %14 plants by 1996
and there are no present plans for further plants beyond these two. LNG
imports over the medium term will be limited to 2 million tons per annum. The
pacea of conversion of planis as wall as i1npvestimani in distribution facilities
to private homes and commercial Facilities will limit increased wse of LNG,
filso, the controversy ovar pricing with Indonesia i1s still not resolved. Eoth
Horasa and Indonesia agread that LNG shipments should be priced ai Indoneszia’'s
‘realized” price feor petroleum exporte, However, this has been interpreted by




Indonesta to mean the posted price, which works out 1o $13@ per ton. Kgrea has
no means {o check actual discounted prices. MNegotiaftions are continuing.

Saveral days ago, domestie prices of petroleum products ware reduced by an
gverage aof 18.8 paroent, parily to reduce price pressures and partly to pass on
the affects of won appreciation against the US dollar. This has made domestic
coal avan lass compatitive, necessitating further subsidiss while the 1ndustiry
tn being rationalized. Further domeatic o1l price reductionas are poasaible in
the course of 1988, if the won contimues to appreciate and international o1l
prices remaln siabla.

FPetroaleum, bituminous coal, and uramium are |Q@ parcent imported. In
addition, 1.2 parcent of anthraciie coal 13 imported. Az energy reguirements
rise with development, the import dependence ratio is espected o increaas from
78 parcent in 1986 to B3 percent by 1991. To reduce the wulnerability of Horea
to disruptions of supply, Korsan companies bave Deen given incentivea
itechnical assistance, access to funds, and tax allowances! to invest in joint
gnergy wventures abroad. While joint ventures in oil, Bituminous coal,
anthracite coal, and uranium have been antarad into, those for bituminous coal
have mage the mosit progress, In 1987, the share of jJoint wentures in
bituminous coal imports reached 18.7 percent, compared with 3 percent five
years agoe. OBy 1996, Korea aima For joint wventures to account for 3@ percent af
bitumingous coal itmports, 20 percent of oil imports, 28 percent of anthracite
coal imports, and 3@ percent of urantum importis.
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TachAical Meaating on Agricultural Mattars
Ministry of Agriculturs, March 21, L1988, at 5:88 p.m.

Meating Mo, 17

Mr. Hanm=Kaon Kim, Dirsctor=ceneral,

Agricultural Policy Bureau Mr. Baban=
Mr. Chan Joon Sann, Director, Agricul tural

Policy Division
Mr. Hyung-Kyn Choi, Deputy Director,

Agricul tural Pelicy Divisiaon

Mr. HKim statad that, averall, 1587 was a difficult year for agricultura,
Thera wars two typhoons and five periods of heavy rainfall, 2 in July and 3 in
Pugust. The rasulting flocds demaged about 462 888 hectares of land. Rice was
the moat badly affected and total harvest declined for the third year in & row.
Heavy rainfall came during the seeding pertiod for radish and Chinesa cabbage
and tha prices of these products doubled over the thosa in the pravious yvear,
Tha barley and wheat crop was harvested in Juns and escapad damaga. The
incroase in barley and wheat production in [987, after thres vears of continuaed
decline, reflected a substantial itncrease in demand for barley for brewing of
alcoholic and nonalecholic beverages. Consuming companies have enteresd i1nto
buying contracts wiith farmars, specifying guanitities, species, and prices, Tha
Govermment approves of this arrangement, as the farmers are assured in advance
af a markat at agr=ed pricas.

The 9 percant aecline in the fish cateh im 1587 partly raflacts tha
unusually high [fevel achieved in the previous year. Also, climatic conditions
in 1987 were not &s favorable. fdvarsse westher reduced the number af Firasking
gays, and therefora the pumber of flshing ftrups. Alsa, the tesparature af the
water rosa on average, readucing the vield for cold-water species.

The most important new measure taken in L8987 in the agricultivral ssctor
was the astablishment of a factlity to reduce the indebtedness of Ffarmars to
tha wunorganized Financial market, where inileresl rates were as high as 22
percent. On Mareh 12, E8B7, the Government allocated W | billiom 1n funds o
gnable the natiomral cooperative federations of agriculture, livestock, and
fisharies fo sstend loans at low rates for the retirement of high=interest
indebtedneas. As of March 1®, 1988, about 87 percent this fund had been
disbursed. In addition to this aweeping memasurs, the Govearnment alsoc reduced
intereast rates selectively to revitaelize certain seciors.




The =stablishment of new rural industirial estates, with a view to
dtwtrﬁlfylng the rural income saurces and balanced regional growth, haz been
wigorously pursuad. This program was siaried in L9B6 and with 45 mAore sstates
buklt 1m 1988, the total would rise ic 122, The Lndusiries 1n thesa astataes
nead not necessarily be related to agriculiure, thers are no resiriciions in
this ragard. Firms are attracted to locate to theesa estates by Infrasiructiural
development borne by the Governmant, teax exempticna, and [ower interast raies
L9 parcent instead of 1.5 parcanti,

Mo import surcharges have been leviad am :anEt. sugar, or any olhar
produst. The legal decumentation hes Besn preparsd but the Governmant has held
of f from Lmplamenting 1t. Thae IMF staff mambar indicated that such surcharges
run countar to the spirit of current policy, which points to libaralization.
the funds collectied were supposed to be deatimed to an integrated rural
development fund, but this could just as well be provided through the budgeat.

The daficit in the Grain Managemant Fund centinues to be af concern toa Ehe
authorities and in 1987, tha purchase price for rice waes raised oy & percant
while the selling price was reaised by 12.5 percent. Conssguently, the implicit
subsidy declined from W 11,530 per B kilogram bag to W 5,849 per B kilogram
bag. In the case of barley, the implicit subsidy rose slightly frem W 3,218 to
W 3,438 per 78.5 kilogram bag, but operatiens in barley are fairly small. Tha
Furd purchases mainly low guality rice. In sarly March LS8, to eass pressurse
on food prices, the price of rice sales from siock was reduced by 1O perzent.
The buying pricas fer rice and barley are anngunced just before the harvast, in
the light of inflation and markat conditiona.
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INTERNATIONAL MONETARY FUND
Korea~=1988 Article IV Consultation
Heeting on Securities and Insurance

Ministry of Finance
Tueeday, March 22, 1%B8 at 10C:30 a.m.

Heeting Mo. 18

Eorean Representatives Fund Eepresentatives
Mr« Chung Duck=Eoo, Director Mr. Baban
securities Policy Division Mr. Le Fort#

Mr. Park Bwan=Eyun, Deputy Director

1. Foliey measures

Er. Chung explained that the authoriclies have ipplemenced several
messures in order to help further the development of direct corporate
financing, to emhance public confidence in the stock market and increase
the number of market participants, and to increase the access to the
capital market of small and medium-sized firms. These neasures
include: the revision of the Securities and Exchange law, and of the
Law on Fostering the Capiltal Market; the privatization of publie
corporations; incentives to direct savings by people in the low income
brackets to the securities market; and the establishment of an over-the-
counter markeet for small and sedium—sized firm shares.

The new legislation protects the control by current cwners of
cowpanies that ge public and provides additional incentives for issuing
new stock. Current owners are protected from takeovers by limiting the
number of share that nonprincipal owners can held. Each principal stock
holder (those that currently contral the big firme and conglomerates)
can hold up to 30 percent of the company shares; the holdings of shares
by all other investors (nonprincipal owners) are limited to 10 percent
of the total. The new legislation have abolished many restrictioms Eo
the igsue of stock by private companies allowing firms going public teo
lggue stock at market price instead of at par value.

A tax credit was given to small investors in the securities
market. Those earning W 600,000 or less can invest up to 30 percent of




the monthly salary in the security sarket and enjoy a tax credic
equivalent to 10 percent of the wvalue of the investment.

In addition, firmancial liberalization measures directed to ease
restrictions on the domestic stock market and to improve its links with
the international market were implemented in 1987. These measures
include the establishsent of the Korea=Eurepe Fund, the further issue
overaeas of convertible bonds, and the authorization to domestic
securities compenies te hold forelgn exchange up to 10 millien U.5.
dollars.

s Developments

Hr+ Chung explained that the stock warket has been in strong rally
mainly due to the robust and Iimproved growth prospects of the economy,
to the large expansion of ligquidity and to expectations of a future
internationalization of the domestic capital market: The links of the
Eorean market with the international capital market are very limited due
toe the restrictions imposed on the holdings of Eorean Securities by
foreign reslidents. Thus, the effects of the international stock market
craeh on the domesctic market were very small and, by the end of 1987,
had already been reversed. Most recently, the stock market entered into
an adjuscment phase in response to higher interest races and to the
expectations of large increases in the supply of stocks cauvsed by firma’
attempts &t raileing capitel in the stock market.

In 1987, the composite stock price Index increased by wore than
90 percent. One week after the international stock market crask of
October 1987, stock prices in Borea began to fall, but before the end of
the vear they recovered surpassing the pre-¢risis level. The composed
price indicator, which stood at 516.1 om "black Monday," fell to 509.1
by the last day of October, then recovered, reaching 525.1 by the end of
the year. From the end of 19B7 to mid=-Febtruary 1988, stock prices had
increased by 27 percent, however, at the end of March stock prices stood
at a level 20 percent higher than that of end-19%E87.

The rapid rise im stock prices was faster in domestic Industries
including banking, insurance and construction than 1n the export
industries. In Mr«. Chung's opinion, this result reflects expectation on
sectoral growth and is partly due to the negative impact that rising
wages and currency appreciation will have on export industries. The
financial and comstruction sectors are not expected to be affected as
much by the labor unrest and by the turbulent and changing international
environment as is the export sector.

In 1986 and 1987, capital market activity was very strong and the
stock and bond markets were characterized by their dynamic development
and growth. The development of the capital market was reflected in a
fast increase in the direct financing of corporaticons. The growth of
the capital market consisted in an increasing number of market




participants {the number of share holders and of companies listed
inereaged gharply); and in an increasing value of transactions {the
turpnover of stocks and bonds, measured by thelr sale value, sore than
doukled): The total direct corporate financing incressed from

¥ 3.5 trillion in 19B5 to W 5.1 trillion in 1987. While bond financing
stood almost at the same level during the last three years, stock
finarcing throough public cofferings and offerings to shareholders
increased from W 0.3 trillion in 1985 to W 1.9 trillion in 1987.

E Forecast anmd future poliecy sctions

In Mr. Chung's opinion, & continvation of the present tendencies in
the capital market appears most likely. Stock prices are expected to
continue growing, but at a slower pace than previous years and the size
of the market should continue to expand. In 1987, the daily average
trensaction reached a volume of 5.7 million shares and a value of
W 708 billion; fn 19EB it iz expected that the daily average wvolume
will be about B million shares and the value will range from W 120 te
W 150 billion. In the first two monthe of 19EE daily awverage
trangactions reached a volume of 70.2 million sheares and & walue of
W 1B2.1 billien. It is also expected for 19BE new stock lasues for abeut
¥ 3 trillion, and new bond issues for about W 3.4 trilliom. 1Im 1987,
new issues were W 1.9 trillion for stocks and W 3.2 crillion for bonds.

In Mr.: Chung's opinion the current size of the Korean stock market
i1z an impediment to expedite the internationalization of the capital
markets The market is so small [U5533 billion, equivalent to one—half
of total IBM stock) that cen be subject to hostile tske over and
cornering from abroad. Other limitatfions for internationalization
include the unavailability of public inforsetion on the financial
condition of domestlic companies, amd the lack of adequate regulations to
control inside-tredings In his opinion a sizable market growth and
imporctant structural changes should precede the Internatlonalizacion of
the domestic capital market. In the meantime, an indirect link with the
incernational capical market will be provided through selling abroad
mutual fund shares {like Korea Fund, Forea Euro-fund)} and issuing abroad
gonvertible bonda. In addition, the limitations on the holdings of
foreign assets by domestic residents will be reduced.
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Mesting on Forsign Investment and Economic
Cooperation, Miniatry of Finance |/
Tuesday , Harch 22, 1288, F1i2@ a.m.

Meating Ne. 13

Korean Reprasantatives “wnd Representatives
Mr. Hahn-Ki Yang, Director, Foraign M. Jul »
Invaeiment Policy Divieion Hr. Saban

Mr. Yeun Yong-Ro, Daputy Director,
Economic Cooperation Division

Mr, Sung Baes Kim, Assistant Oirscter,
Economic Cooperation Buresu

Mr. Yang deliverad a set of answers to the guestions which had besn
advanced by the misston prior to the mesting (attached).

Last year ihere was a record level of foreign direct investrent
applications. They amounted to USE 1.1 billion compared to only USE 309
million in 1986, The liberalization drive had been important, although
thars wera some sectors where the ratic waa 3till low, well below the
average. To attract Fnrn;qn direct invesiment 8 sector has tao presant
a high liberalization ratic, grant tax incentives, have an adeguata
infrastructure and high skilled workars. The international
compatitivenase of the won was alses a very important alemant.

In reagional tarms, invastmants by Europsan countries axpandad
significamtly tn 1987, in particular in the stesal sector. European
firms ware more (nterestad in investing in Korea than the Japanaas
firmes. The share of the US was al=o declining.

In tarms af tha liberalization plana, Mr. Yamg atated that they will
gpen the services sectors gradually. They wara preparing regulations
cancerning investment in the insurance zector (provided to us at the
maating on March 289.

They will abolish mpst tax incentives for axport Lrmdustriss sffactive
April ar Hay 1883, The ftax incentive system will remain only in tha
area of high tech indusiries and for invesimants by Koreans rasiding im
foreign countries. Inceniives provided consist of income, corporats,
dividend, acquisition and registration tax axampliona. Import duty
examptions are effective only for industriss im the manufacturing sactor
which are sxempt from income tax. The import duty sxemption was

I/ Additional clarifications on the material provided in this meating
were ocbtainad from Hr. Yang at & meeting on Mareh 28, 1988.




reduced last y=ar to only 78 percent of ihe duties. Alszo, until last
yaar Lharse were saveral industriss bepafiting from tas incentives | such
as hotals, axpoert indusiries, and high-tech-industrias.

fit preasent ithe Ministry of Flnance was worried about geatting tes much
foraign direct investmant bacauss the cash ratic of Foreign inveastimant
uas vary high t 78 parcant. The price of land was high and tha demastic
suppiiers could supply & large portion of the reguired capital
aguipmant. Thay axpected the cash ratio to increase to about 5@ parcant
at tha mnd of this year. The only tool thay had fto discourage foraign
investmant was to reduce tax incentives.

ceanamic Davalopmeant Fund

Tug projects had been approved as of December 18987. PApproved by the
dfor=an government bui not yet ascepted by the countries cencarnsd. Ons
was a project in lndemesia, a bypass amounting te USS 13 milliom, the
sthear was a proj=zt for procurement of locomotives in Nigaria amounting
ta USE 10 million,

Tha Fumd oparatess ocn tha basis of applications. The capital
for tha Fumd amounts io USS BB million. Loams will be given in won, to
be conveartad to USS at the Bank of Korea. Given the appreciation of the
won, interest rates charged are at preseant too high so they wars
revising the tarms.




Discuss measures implemented in 1987 regarding foreign
investment in industrial sector and measures bkeing
considered to be implementad in 1988 and beyond.

- On April &6, 1987, twenty-six more manufacturing
industries were opened to foreign investors with their
removal from the Korean government's "Negative List".
This revision means that foreigners may now invest
in 97.5 percent of Korea's manufacturing industries,
making the manufécturing sector almost completely open.
Likewise, the combined percentage for all industrial
sectors has now increased to 78.9 percent.

- 0On July 1, 1987 a variety of changes made to improve
Korea's foreign investment system went into sffect
according to the revision of the Enforcement Decree
and Working Rules of the Foreign Capital Inducement
Act. The changes were part of the government's ongoing
policy to liberalize foreign investment and included
expansion of the Automatic Approwval System, relaxation

of post-investment controls, and reducticn of special
tax incentives.

The Korean government will rewvise the Negative List
to lncrease industries in which foreign investment is
allowed, while it will reduce tax exemptions granted
to foreign investors so that domestic and foreigqn

invested firms will be able to compete on an equal
basis.

In additicn, our government is stressing a policy of
gualitative,rather than quantitative development and
will diversify foreign investment source LY sncouraging
foreign investment from Eurcpean countries.




Discuss measures implemented in 1287 regarding foreign
investment in the services sector and measures being
considered to be implemented in 1988 and beyond.

- In July 1984, the government introduced the Negative
List System in an effort to open foreign investment
to forelgners. This resulted iﬁ liberalization of
97.5 percent of the manufacturing industry. We are
now pursuing similar liberalization of the service
sector, but at a-graduatad pace to protect the
competitiveness of the infant domestic industry.
Recently, the government abolished numerous restric-

tions imposed on the service sector including general
trade, movie distributicen and production and adverfi-
sing industries in which foreign investors have

displayed much interest.

The Korean government will continue to gradually open
the service sector in accordance with the national
economic & social development.




e R e e F

"83

‘84

"85

‘86

e e e e e -

e e = = == =

22

103

234

181

269

e . e . . . .

167

347

87

(Unikt : U5
Agriculture,
Fishing, Mining

[

el e i I R i S ———

5 million})

— o —

e e v i e e i e e s - S, i

189

269

422

532

354




Discuss the effects of the measures implemented so far
in foreign investment approved and effected by sectors

and by countries.

— e

Mineteen-eightly-seven witnessed increased levels
of foreign investment in Korea. Surmounting 4difficult
challenges on the domestic front, Korea ended the year
boasting a total foreign investment approved amocunt that
tripled that of 1936.

A. Investment by Country

Total foreign investment on an approval basis reached
US$1,060 million compared to US5354 million in 1986.
Total investments approved by country show the U5 at
US$225 million, 21 percent of total investments with 98
investment projects. Japan invested US54%4 million in
207 projects, representing 47 percent of total investmetns.
European countries invested 055210 million in 40 projects,
a 20 percent share of total investments. Investments by
cther countries recorded (055101 million for 331 proejcts,

9 percent of the total.

B. Investment by Industry

Translated inte investment accerding to industry,
the manufacturing sector garnered the largest share of
foreign investment, recording US5775 millicon on an
approval basis for 322 projects, 73 percent of total
investments. Foreign investments in the service sector
also increased substantially with total investment amount
at US5 281 million for 36 projects, 26.5 percent of total
investments. The agriculture, fishing and mining industry
recorded the smallest share of foreign investment with
US53 million, 0.5 percent of total investments.

L ———




C. Analysis

Tnis outstanding performance brings the total
foreign investment amount since 1962 to nearly U554.7
billion. Further, accompanying the new investment
projects was a change in their composition. Responding
to efforts by the Korean government, foreiyn investments
have diversified with increased investment by Furcpean
countries and greater investment in the manufacluring

gector; particularly high-technology industries.

Foreign investments increased despile adverse
domestic conditions because of Korea's continued efforts
to provide a favorable investment climate and to libera-
lize foreign invesktment. The strong Japanrse yen also

had a positive effect.

B. Contribution of Foreign Investment to Export and
Employment in Korea.

Foreign-Invested firms have been contributing to
Korea's capital accumulation, technical transfer and
trade balance.

In particular as of the end of 1986, the foreign-
invested enterprises produced 1.8 of GNP. And the
foreign-invested enterprise's exports and employvment
accounted for about 11% of the total exports and 5.2%
of all the manufacturing industries.

E. Prospects for 1988

The cutlook for foreign investment in 1988 is
similarly bright. A robust economy and prime investment
climate makes Korea an ideal investment country.




As HKorea continues to further liberalize its markets,
with particular focus on the service sector, and initiate
steps to further simplify foreign investment procedures,

Lt expects tc attract greater numbers cof foreign ilnvestors.
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foreign investments approved

Table V-34 of the guestionnaire lists the amounts of

(by countries and by sectors) - -

Have these amounts been affected and

if not.

Could we
olease have a table showing amounts actually effected.

Table V=-34. Korea: Approval of Foreign Direct Investment

by Home Country and Industry,

1583-87

(In millions of U.S5. dollrs during period)

Cumulative
1983 1984 1985 1286 1987 total

approvals

By home country 267.8 419.1 531.] 353.7 1,060.2 4,692.8
Japan 167.5 163.8 363.4 1377 494 .4 2,395.5
Unitsed States 53.4 191.0 109.1 L 255.1 T A2T.TF
Eurcpe 3.4 49.8 40.0 63.4 210.0 556.2
Cthers L 14.5 19.2 27.5 100.7 413.3
By industry 267.8 419.1 o3l.7 353.7 1,060.2 4,591.F
Chemical 7.6 6.7 ‘44.8 30.8 153.4 608.3
Foodstuffs 5.9 18.4 3.6 44.4 50.3 194.0
Pharmace::tical 20.8 6.4 11.2 12.7 33.6 128.3
Metal 1.8 T & 2.6 7.6 17.5 139.2
Machinery 19.6 131.5 50.7 29.8 87.6 261l.1
Electronics 41.4 67.5 55.8 66.6 208.2 p
Financial services 33 13.3 17.3 10.1 16.1 190.9
Hotels and tourism 155.7 118.4 312.3 6l.6 248.9 1,160.6
Construction 3.9 22.3 16.1 - 24.7 54.7
Others 7.8 29.3 17.3 90.1 189.9 1,220.4

Source : Data provided by the Korean authorities.




- Tptal approved amounts have increased in recent years.

- There is a time lag of 1 to 2 years between approval
of investment and actual inflow of approved amounts.

= Therefore, the ratio of actual inflows to approved
amount for each year except in:LEEE have decreased.

(Unit: million dellar)

'B6 '‘B7

Actual invested amount (A) 477 625
Approved investment amount (B) 354 1,060
Ratio (A/B) 135% 59%




Provide amounts of investment approved and effected in

the newly liberalized sectors.
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Korega==1588 Articla IV Consultation

Technical Meating on Industrial Pelicy
At the Ministry of Trade and [ndustry,
March 22, 1987, at 2:08 p.m.

Me=eting Wo. 208

Ministry of Trade and Industry:

Hr. Lea Tl-Kyu, Deputy Director R. Eaban#
Industrial Folicy Divizion

Hr. Kim Young-Min, Deputy Director
Small amd B Medium Industry Bursau

Mr. Lea stated that the te=<t on industrial policies and mesasures taken to
support small and medium sized industries for 1986 and the early part of 1387
which was sent sarlisr by Mr. Baban is accurate, Since then, only one othar
ast of rationalization maasure applying to the urea and complex fertilizer
industiry has been adepted under the Industrial Development Law. Effectivae
January |, 1888, the import of chemical fertilizers was liberalized. Morsaowver,
under the tariff guota system, the tariff on ammonia inputs was reduced from 1@
parcant to 2 pasrcant. The Government alsc decided to privatize a astate-run
fertilizer company . Yongnam! and is negotiating the terms of sala ta tha Dﬂﬁg*
ba group, one of the 35 largast conglemarates. Toa pravide pneentives for this
particular sala, tha Govarnmant will easa tha credit limit an the acquiring
conglomerats as well a5 the limit on s2quity holdings between related compantes,
whieh is 48 perecent under tha Fair Trade fAct.

Mr. Lee atated that overall industrial policy continued to be guided by
saveral primnciples. Structural adjustment i the industrial sactor would be
smocthed by raticnalizing declinming industries, while promoting the transfer of
high technalogy to growing indusiries. The ascope of inveatment would be wide,
thereby avolding concentration, and consistent with international comparative
advantage. The modernization of industries would be promoted to increase the
productivity of ssisting plants, To promoie bhalanced regicnal davelopment, the
astablishment of rural indusiries would be encouraged, Mr. Lee stated that Ris
division was im charge only of the overall framework for industrlal policy.
Datailed secioral policies could be obtained from the various bureaus in tha
Miniatry of Trade and Industry.

Hr. BEim regretted that he could not e<plain in English the developments in
the small and medium industries in 1987, He provided a pamphlet on pclicies inm
English and twoc pamphlets in Korean on developmants im 1987.
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Karea--1988 Article IV Consultation
Palicy Mesting on Balance of Payments
Economic Planning Beard (EPB),
March 22, 1988, at 3:08 p.nm.

Meeting No. 21

Hr. Kang Bong—Hyun, Dirscticor-General, EFB Hr. MNeisa

Hr. Haong Jung-Ju, Director, Financial Mr. Baban
Planning Division, EPE Hs. Jul

Mr. Chang Seung=-Hoo, Director, Dverall Mz. Tseng*
Flanning Divisian, EPB Mr. Katz

Mr. Cho In-Kang, Asst. Oirector, Financial Mr. Le Fort

Mr. Lea Jong—-Gap, Asst. Director, Overall
Planning Division, EFB

Current account projections

The current saccowunt swurplus in 1987 was %3-4 bBillion more tham projected.
Alikough the authoritiss intended to limit the surplue to arcund %7 billian,
policy adjusiments wara interrupted during the second half of the year becauss
of upcertainties created by political developments and the labor stirikes.

Mr. Kang said that policymakers were cauiious becausse they recalled that inm
the aftermath of ssvere political disturbances in 1980, sxport growth
decelerated and real cutput declimed, thea only such d2cline in modern Horsan
history.

Mr. Kang said that policy adjustmants implamented last year and
the deterioration in external competitivenesa brought about by the large wage
LACreasas Sra nlrEudy warking ta reduce the current accowunt surplus. Thae
surplus declined from %4 billion in tha first mRalf of 1987 te %3 billien in the
second half. Letitters of cradit recsived in the First gquarter of 1988 declinad
to Z8.6 parcent compared with 27.9 percent tn the fourth guarter of 1987 and
41 .4 parcant in the second and third quarters of 1987V. On ibhis basis, EFB
projecta the growth of export value to decelerats to 2B.4 percent in the firat
guarter of 1988, 19.3 percent in the sscond gquarter, and 8.1 percent in the
latter half of the yvear (implying volume growth of 19 percent in the first
guarier, 1@ percent in the second guarter, and 4 percent in the second half of
19881},

Mr. Haiss said that the main differences between the prejections prepared
by tha Fund staff and the EPH were exports and, 1o a lasser extent, services
payments, Hoth projectlions incorporate a decalaration af esspert growthi while




there are uncertainties about the sharpness of ihis deceleration, he guestioned
khe plausibility of wvirtually no growth In exports in the sacond Ralf af this
year. He said that the focus of discussions should mot be onm a specific
forecaast for tha current account, but rathar on the policies that will be
implemanted to manage the current acgount swurplus. If adeguate policima are in
place, than the current account surplus will adjust ovar the madium term,
although the surplus for 1988 could remain large due to laga. He noted that
adjustment mepasuras wers interrupted during the second half of 1987 because of
pelitical developmentsy if additional action 13 delayed this year, adjustment
will be further postponed and could become more discuptive.

Hedium-ters gblactives

The authoritiss are preparing revisions toa Lthe Sixth Plan and detatls ara
net yal avallable. The madium—term cbjectivas for the current account are to
reduce the surplua to &7 Gillion (5 percent of GNPY in 1988 and toc %6 billiom
i2=3 percent of GNP} by 1982, This adjustment path will emable saternal debt
reduction to around 208 billien by 1952 which will be matched by reaerves and
ather foreign assets (deferrad paymenis exportis ).

Mr. Kang =a:d that the authorities' poliey for currant account adjusimant
will ba import liberalization and tariff cuts, structural adjusiment inm
industry and agricultura, and exchange rate flemibility. He said that this ia
only the third year of current accounit aurplus for Korea after nearly three
decadaes of deficitss adjustment of public opinton to a "surplus mentality" is
slow, He thought that given developments already in place and the policy
adjustmentas the authorities plnl'l to make, drastic changes im pq-].:.l;:.l:rzl AFE ROt
neaded to achiave adjustiment. There ara concerns about the impast of rising
labar 2osts., 17 wage lnereasas in the arder of what sccurred last year and
garly this year were io continue (2@ percent), sxternal competitivensas would
deteriorate significeantly unless further gaina in productivity were made.
Certain weak sxporiing firms have already closed down. Oomestic savings will
alsa decline from ithe preseant high laval of 36 parceant as the private sector
adjust their consumptiton to Righer Lncomes, The autharitiiss have elrang
determinatian to achiave a raduction Ln the curreant account surplus amd will
nake policy adjusiments as necessary to achieve this objective.
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Korea==1988 Article IV Comsultation
Palicy Heeting onm Internaticonal Finarnce
Hinistry of Finance.
Wednesday , Harch 23, 1588 at 10:00 a.m.

Heating Me. 22

Mr, Lee Hwan—-Kyun, Director—-Gemeral, Interna- Mr. Neiss
tional Finance Burseau Mr. EBaban

Mr. Las Jung-Jae, Director, Forsign Exchange Ma. Jul
Palicy Diviaion Ms. Tsenge

Mr. Kim Yong=Ouk , Deputy Oirector, Faralgn Mr. Hatz
Exchange Policy Division Mr. La Fort

Mr. Kim Suk=D0ong, Deputy Oiractor, Foraign
Exchange Poliey Division

Mr. Pak Duck-Moon, Deputy Director, Tha Bank
of Korea

Mr. Lea Hang=Mam, Deputy Director, The Bank
of Korea

The authorities will aim ta reduce the current account surplus in 13688 to
87 bBillion thraugh accelerated market opening, tariff cuts, and liberalization
of axchange controls. While primary emphasis will be on theae inatrumentis,
axchange rate policy will also be used to support current account adjusiment.
Mr. Les noted that current account surpluses of Japan and Taiwan prevatled Far
mnora tham tan years, and that Japan Ls the largesti creditor couniry in the
world while Talwan has the second largeat holding of foreign eschange reserves,
In contrast, Karea's surpluses have bean used to reduced external dabt.

Exchange rate policy

Tha appreciation of the won, which was imitiated during tha first half of
1287, was intarrupied during the second half of the year because of political
devaiopmants, particularly uncertainties for exports and intarnational
compatitivenass arising from larges wage i1ncreasss., However, the sppreciation
of tha won resumed in the early montha of 1988, The won appreciated by 5.5
percent vis—a=vis the U.5. dollar between end-December and March 22, 1888 (to
Won 758.8%. Imn real affective terms, as measurad by the Korean authorities
(WFI-based indax!, the won depraciated 3.3 percent betwean June-December 1357,
but appreciated by 7.1 percent betwsan Dacamber and February [13988.

The authoritiss manage the a«change rate in light ef develsprents in the
balance af paymrents and movemanis in the axchange rates of major currancias,




Hr. Lese said that thera is no target for thae real exchangs rate for tha
remnainder of the year, although he indicated that tha real rate will be mora

appreciatead if there were indicetions for the current account surplus {0 exceed
the affiecial targat of 7 billton.

The authoritias plan to continue with their presant axchangs rata ragins
imanagaed floating). A floating rate regime is a longer term objective which
would be developed together with further liberalization of the financial
ayatem.

Harket opening policies

The propartiion af unrestricted imports will pnerease from 3.8 percant as
of December 31, 1987 to 95.4 percent on April 1, 138B. The average unwaighted
basic tariff rate was reducead from 19.3 parcemt in 1987 ta 1B.| parcent on
January |, 1988. Exchange controls on current transactions have shifted from a
positive to & partial negative liat =system. The administrative procedurss for
appraving ifAvisibles payments have bheen made more affletent. The age limil on
travel was lowerad on two occasions in 1987 (July and September from S8 ito 45
to 48). In July 1983, the age limit will be further reduced to 3@, and
complete abolition of the age limit in January 18988 is under constderattion.
Allowancas for bravel sxpensss was also rateed fo 510,088 per person, and thera
ara As limits for business traval, Mr. Lea thought that liberalizatiaon of
invisible paymants (traval and cthar paymante) will have significamt tmpact on
raducing tha invisibles surplus. He satd the invisibles surplus already
declined during 1987 from BBAQ millisn in the firFrst half of the year to 2314
million during the sacand half. Ha thought the imnvisibles surplus in P382 will
remaif 4t about tha 1937 lavel (%1 billion).

Overssas investwent

Restrictions on ovarsaas ilnvastimant by Horean residents have been
liberallized. On March 25, 1988, individuals are parmitied Lo invest up to 51
million abroad, the reguiressent for inward remittances of 1nvastment sarnings
has bean apolishad, and procedures for approving overseas investment have been
simplified by abolishing the interministry review process. Tha Governmanl has
alsg provided finmamcial support for overseas invesiment, including reducing
interast rates (loans for overszeas invesiment are provided by the KEXIM bank,
interest rate was lowarad from 3 pearcent to 8.5 percent for large firma, and
from B percant to 8.5 percent for large firma, and from 8 percent to 7 percent
for small and medium firma), and improving terms {the financing ratic was
increased from 7@ percent to B9 percent for large firms, and from 8@ percent to
9% percent for emall and medium fFirms, and the repaymeni period was extended
from 7 years 1o 1@ yearsl,

Eereign invesiment

Restrictions on foreign invasiment have beesn sased furthar. On fApril B,
{988 (7}, 26 manufacturing ssctors were removed from Lhe restricted List,
making 97.5 parcent of all manufacturing sactors in Korea open to foreign
investment) overall 78.9 percent of all industries are open to foreign
tnvestment. Az a result of revisions of foreign investment laws on July 1,
[987, investments in unrestricted sectors are automatically spproved, posi-



inveatment controls (remittiances af proflii) were abolishad, and tax Lncentives
for foreign invesimeni were reduced so as to put bath foreign and domestiic

firma on egual footing.

Copital controls

Tha authorities are considering restrietlons on capital inflows to deter
speculative capital inflows. Hewsver, the reavieaw procass 15 not yat complata
and details about the measuras are not avallable.

Extearnal debi management

Prepayment of medium= and long=term external debt amounted to %39 billionm
in 19887, of which 36.8 billion was accountad for by the banking aystem, 21.5
billion by the public sector, and %B.7 Gy the private sector. In 1958, with a
projected curreni account surplus of %7 billion, prepayment of extarnal debt ia
projected to ba 33.4 billion (81.9 billion banking systames %1 ballion public
sector: ¥.5 billien private sector). Resources supporting the prepayvment of
extarnal debt for tha banking system are swaps, for the public sector are
fiscal rescurces of the Govarnmeant and for public invested enterprises and the
privata sector are forsign currency loans.

The authorttilies are modifying their Si=th Plam, including the objectives
far external debt reduction over tha medium tarm. Tentatively, the objectives
are to reduce the current account surplus to 87 billion in 19B8 and 86 billion
during tha medium termi axternal debt will be reduced From 8§36 bhillion tm 1987
ta 331 billion in 18988, 327 billion im 18989, $24.5 billion in 8890, 523 billion
im 18981  and 822 billion im §8392. The madium-term objectives for rasarves ara
not yat available, but Mr. Lea indicated that after esternal debi reduction,
the current account surpluses will be used to fimance overseas investment and
some Bulld-up of resarves.

Article VIII status

In response to a guastiion from the mission, the authorities Indicated that
they will review the possible change ic Article WIII status for Korsa. Tha
authorities thought that Korea has fulfilled all the prerequisites for Article
WIII astatus with the ssceplion of tha convertibilitiy of the Korsan won for
nonresidants , which could ba a possibility im tha near future. Mr. Nelss said
that ahift to Article VIII status will be im line with the liberalizetion of
the Koresan economy and the growing Lmportance of Korea in the world econamy .
Mr. Heiss sald that the Fund will provide information en the legal reguirements
for Article VIII status.
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Kores==15988 Article IV Consultation
Meat irg an Trade Paliey, Ministey

af Trada and Industry
Wadneasday, March 23, 1988, 3:30 p.m.

Mamating No. 23

Hogrzan Representatives Funid Representatives
Mr. Jaes Uk, Dirsctor Genaral, Multilateral Mr. Meiss
Trade AFFEaLrs Hz. Ta=ng
Mr. Won Ha Lea, Dirsctor, Trads Palicy Division Me. Jul »
Mr. Young Weock Moh, Oirector Trade Promotion Mr. Eaban
Palicy Diwisiom Mr. Katz

Mr. Han Soa Kim, Deputy Dirastor, Export Divistionm I Mr. Le Fort
Mr. Sung Huan Kim, Daputy Director, Trade Policy

Divistaon
Mr. Sung Hun Lee, Deputy Director, Korean Trade

Commisalon
Mr. Young Tahk Park Deputy Director, Industrial

M/C Diwision

Mr. Two-0k Park Deputy DirFscter, Impert Division

Liberalization measures

With respect to further liberalization measures 1t was clarified that
the newspaper article report stating that 40 items would be liberalized
5000 wAl arronsous. They weare discussing if they should be liberalizaed
becauss of price pressurss but no decizion had been made. They waras
discussing how to libaralize the remaining 361 restrictad itema. Thare
wers many items which would not be liberallzed &ven By 1931 and thia
would ba comnsistent with BATT principlies.ltems restricted wara
racommended iiams {(lheair importation could be authorized if needad!)

and not pgrohibited. Their importation could be recommended becauss of
price preassures,

A8 ko the effect of the liberalization measures on imports they did
nat have an estimate. They had asked KIET to analyze these =ffects but

the study was not ready yet. It should be finalized by the latter part
of April.

The purposs of the surveillance list was not to restrict imports but
ie monitor the emounts imporied. Even LF thesa itams were liberalized
Same of them were politically sensitive, for example luxuricus goods
which wara regarded by the pecple as unnecessary iiems and they were put
in the survaillance liat just to prevent a surge in the imperted
amgunts. Tha Import Relief Syatem (IRS) was mot inm place prier to
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July 1, 1287 so0 tha survelllance lisi was implemantad bacause dumping by
foreign suppliere could occur wham am item was liberalized. To the
guasilon of what would happan if tha survaillance [ist was asliminatead
fpril 1, 1988, the Korman repraseniatives answerad that thera had bean

a langthy discussion about that and that 1t was concluded that tha
producers of thea relevant products wara not ready for tha alimination

of the list. Evan if thers would be only B months difference, many
groducera were reluctant and were insiating that the government maintain
the announced aschedule. Only 25 ftems remain in the list, mainly
agrieultural preduets, The Prestdential decrae for bLhe anfarceamant of
tha Foremign Trade Act had already mstablished the and of |988 as tha

elimination date for the surveillance list so there was no nead to
contimue discussing the fssua.

With respect to impart procedures | the Hor=an reprasentatives stated
that there was ne bureaucratic rad tapes on Ltemes subjecti to autematic
licensing. Tha Ministry of Trade and Indusiry had the authority to
isgua licenses but had delegated 1t fto the foraign axchange banks Whigch
issua licenses without restricticona. Red itape may cccur for tha non-
sutomatic licensing itema. [mporis subject to aulonatic licenaing
require three documents : an applicatign form, an L/C, and the import
contract. Ii=ns subject fo special laws face a more cumbersoms system,
MT] was reviewing th= applications of the special laws and a few days
ago they had sxcluded 57 items from the application of these laws and
had shiftad B7 i1tems from the licemsing system to a reporting systes.
Last year they had streamlined tha application of spacial laws
tremendously.

Experti restrictiona

For the pericd January=September 1987, total s=ports amountaed to
UEs 25.6 billion with US5E 7.42 billion subject te reatrictions
£28.9 percent ).Theae restrictions were affecting exports very sericusly,
aspacially electronic goods, footwear, and steal products. Theas
rastrictions also affected the level of invesiment in the domestic
aconany and reduced imports.

dhat does the declime in the ratio of restiriciad axports to total
exports to QECD countrics mean? For itha main trading partners the ratio
was not changing much!for Canada i%t had increased,for the US it had
decreaszed a little, fer Japan it had decreasad a lot, for Australia it
had decreased a little, for the EC countries it had increased, for the
Mordic countries it had increased. They promised to provide detasled
infermation by ¢ountrias on these ratics (attached!.

Thae total number of expert restrictions had remained more or less
stables since 1983 at about 180 items. They provided a list with thes
nunber of investigations sterted svery year sinca 1983 {attachad).

Export restrictions put pressure on producers to diversify markets
and in that aegnse, the Korean reprezsntatives stated that they thought
these restrictions could be benaeficial to the country as in the long-run
they halp to strengthan the sxpori structure. Eaxport restraints had




led to increassd sophistication of axport producis and had helped to
allaviate the axzport concemtration im certain countries. For example,
the share of footwear exporta to the US had declined from over TH
percant of total footwsar axports in 1986 to B% parcent in 1987, that of
axports of stainlass steal kitchanwara had decreasad from 5@ percant in
1986 to 48 percent im 1887, that of textile axparts had droppad by

5 parcantage points during the same pericd. Export restraints to the
US had inducad axport surges to other countries, especially the EC
countries. To the mission’'s counterargument that this market
divarsification will result in sxport restirictions by the EC, thears was
no answar from tha Korean represantatives.

In tarma of the behaviour of esports subjesct to restrictlons
relative to those not subject te restrictions, it had baen variad,.
Exportas of iron and ste=el anly grew by 2-3 pereant in 1987, whila
testiles undar guota increassd by 37 percent while total textile esxportis
grew by 34 percent.

Lecalization program

The main objective af iths program was to substitute imperts by
readucing imports of raw materials and capital goods. #Alsc, fto develop
n=w tachnology te Lmcreasa the walfars of tha country.

Two types of measurss were being implemented:

a) Technical asajistance to small and medium sized firma.

Bl Provide reference information by announcing local:ization Ltams,
Once an item was announced by the govermment, private banks used that
itnformation when lending to small and medium-sized enterprises
lproject lending). It was only ussd as raference inforsation.

Co far they have announced | ,555 items aince February 1988 when the
program startead. Criteria used to afnounce an ttem: a) There skould bHe &
a raguest from at lesst cne firm which was geing to develop the 1tam in
guestions b} Imports of Lhe Ltem should bBe mainly from Japan or a
country with which Korsa has a trade deficity and ¢b Tha itam shouwld
rapresant a technological contribution to the countery.

The import substitution effect of the localization program had bBaen
estimated at USE 1.2 billion for 1386 and 1387. This number had beemn
caleulated by adding the astimated (by the private compamies) import
substitution affects of the ittems effeciively developaed (651 out af
the | 5655 anncuncedl. This number could ba overastimating the
substitution affects by substantial amounts becausa tha firRs could
have oversstimated the potential asubatitution effects when requesting
tha anncuncemant aof an item 30 a3 to make the item appmar morse
faviourable and also because some of the substitution could have
gcourred even in the absence of the program.

Divarsification pragram

The pobjective of the program was to diveraify import markets away
frem Japan to tha US and EC.
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Heasures implamaniad:

a! Uispatehing buying missionas to the US (1) and tha EC(1) an 1387.
The Arssion to fhe US was & SO-sember missicnm, with the total amount
purchased amounting to USE1 388 millicnm including aircraft and
machinery. Thay will dispatch twse missjgns to the US this year, onas
im May, tha ather ane L1n Joctobar. .

bl Dasignatad 18 largs companlies as the main targat firms to
e<pedite the divaraification program and designated Z35 items as tha
cbjective of the diversification. They ware sncouraging thess coMpanies

ta do their beat to shift their tmport scurce from Japan to the US and
EC.

c) Establiehed in Juna [98T a consulting cantar to salvea iha
obstacles to import from the Us and EC.

d}! They ware trying to satablish an After Service System (ASS) for
imports of machinery. The system was to be managed by the Huyers fgents
Azspciation. These agents would get togethar to service the machinery
they import in coopeération «ith the relevant Firms.

&} Providad USE 3 billion in foreign financing foar imports
criginating im ithe U5 and EC un 1987 and will provide ancther USE 3
billion thia year.

E Eq:;gnutnd ancthar 188 ttems for div:fﬁ;’lcatLhﬁ, with the
gavarnment and the private sectar providing informationm concarnimng
Ehease imparis. Thay will held echibitisns of theas goods produced Ln
thea US and EC and also in Japan.

They did not have information concerning the reaction of Japanese
firme to this program. Tha Korsan privata sactor has been very
cooperative, large companies were expediting diversificetion. Japan
had complained to the GATT on the products designated bBut nat on tha
progean.

They had & egritical imbalance with Japan. Imparts from Japan wars

needad to ba able to azport to Japan as wall as to cther countries.

They weare trying to decreass the daficit with Japan aven iF thars uas &
disadvantags whan imperting fros other sgurees. Thay neasdad to do thaie
bast to diversify =so as to reduce thair dependancy on Japansss aw
materials and parts, If Japaneses exportars manipulatsd their export
scheme , Korea would be affected. The main purpose of the diversification
was to avolid overdependency and they wera willing to pay the cost of Lt.

Alss, they were krying to increase their sxports to Japan by
dispatching sales missions, establishing a permanent exhibition hall,
and by allecating axport gquatas on a ratio of 2 to 1 to thoss exporting
to Japan., There had been & reduction tn the trade deficit with Japam in
1987 mainly due to the sppreciation of the yen.




Horean Trade GCommission LKTC)

Mot much had been happening yet i1n this ar2a becauss:

1} OF the short history of the KTC, local firms wara not familiar
Wwith the new system,

2! Tha survaillamce system was still in place and the mosat
sensitive items were protected under this system, Companies will need
tha Import Relief Syatem (IRS) in 1889 to protect ihemsalves from a
surge in imperts, 20 the number of petitiona is sxpected to increasa Ln
the future.,

Export Projections for 1388

P - ==

The Korsan repressntatives were very concerned with what ifhey
consldared to be averoptimistic export projections by the mission. Theay
stated that up to now the won apprecietion had been leas tham that of
the yen and the Taiwanesse dollar but that for 1988 both curencles wars
depreciating while the won was appreciating at an annual rate of Ppora
than 2@ percenti. Also, wages had increased by 17.2 percant in 1987 with
ef fects beaing falt this vear when the wage rate was expected to increase
by 15 percant. Great problem for manufacturing essports. This month ,
the LC's accaptanca rate of growith had dropped to 12 parcent comparad to
a3 35-48 parcent increase in the asgcond half of 1387. They were rather
passimistic on the expansion of exporis in the latier part of 1928,

They ware analyzing very carefully the projectiona in terms of the
compoaition of sxporte. Producers of textiles and in miscellan=ous
industrias ware very pessimiatic om export performance in the latter
part of 1988 and ihese [ifems wers still wvery important export items.
They could not wunderstand the Fund's projections. They asked the

misston to be cautious end fto gather all tha pertinant information.
pertinent inforsatlion.

Mr. Neiss replied that the Rission was prajeciing a decline in
thea axport voluma from 24 percent in 1887 to 14 pearcent tn 1988 and
that we were assuming a 5 percent appreciation of the won (which had
alraady taken placel as wa did not know what was planned for tha rast of
tha yesar. We had alsc incorporated the high inerease in wages but had
included tha fact that productivity was increasing very fast |
largely compensating for the wage increasa with the affect om costs
baing much smaller.

Clasing of Firme in 1987 amountad te 1.8 percent of the number of
fFirms exporting, while in 1988 Lthis percentage had climbed to 6.2 .
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Hemsting oan Tarif! Peliey, Ministry
af Fimanee
Wadnesday, Harch 23, 1388, -5:0@ p.m.

Maeting Mo. 24

Forsan Representatives Fund Representatives
Mr. Yang Seung=-Hahn, Director, Guatoms Hr. Maiaa
and Tariff Bursau Ha. Jul =
Hr. Eim Chong=Ho, Oesputy Director, Hr. Baban
Customs and Tariff! Bursau Hs. Tsang
He. Yim Tas—Hes, Deputy Director Mr. Hatz
Customs and Tariff Bursau Mr. La Fort

Tariff measuras implemanted

Basic tariff rates had been raduced as schaduled. For scma items
tariff reductions had besn accelerated using the flexible tariff syatem,
A puideline of the tariff reduction program had been to achieve 2@
parcant ratss for moat manufactured productsimodal rated. As ascme of the
manufactured products had a 18 or |5 percent tariff rate at the start
af the tariff reduction process, their rates were increased to 28
parcent in =ome cases and these tncreases accountsd for reported tariff
ineraases according to the basic tariff modification scheduls annowunced in
in 1983. Tariff reductions were one of tha factors which had
contributed to the increase in the volume of imports in the past few
YEAFS ,

Tariff measures planned

f special commisaion had bsen Formed to conduct an gverall revieaw of
tariff leavals and structurs. The concrate level of tariff reduction
will be decided by that commitfea. Tha ravision will be finalizad by
end July 1988 and is i3 expected to ba approved by and Decembar 1338 by
the National Aasembly and to be implemantied with tha 1989 budgat. Tha
gresant tariff structure was deatersined in 1983. The main objective of
tha restructuring is to narrow the dispersion of tariffa by processing
gtages and across Lndustries. Under the presant system, the tariff
palicy was datarmined by the Ministry of Finance (HOF ) while the
tndustrial golicy (resfructuring) was dasldsd By the Miniatry of -Trade
and Industry (MTI). Starting with this next revision of tareffes 1t 13
certain that iheres will be mRore amphasis on taraiff policy than on
industrial policy as such. The overall tariff rate will ba lowsrad
and the tariff structure modified. Tha objective is to saven effective
protection among indusiries with a lowsr central rate for raw
materials than for finished goods.




Tha tariff ~aducticns impleameanted so far via concessiaonal tarifFs
will be incorporated into the basic tarifPf. Thay will probably centinue
to wam tariff guotas om spacuific items, as tha purpesa of tariff gquotas
and emergancy tariffs Ls to respond to changing asonomic condilions,
internationally and domestically. The govarnment had appliad the
quota svastem Lo stabilize domastlc prices.

Enargensy tariffs ware seb in accordance with GATT principles. They
eonfarmed Lo Article XIX of the GATT. If imports tncreased tooc much in
volume thay could cause serious lnjury Lo the domestic industry and
gmarganey tariffs were impoassd. Thay were Lteying to minimize the number
of Ltems subjest %o thess tariffs. A large trads surplus and trada
frictions had lad the govarnmant {o minimize the usa af ihasa tariffs,
Alasdo, at gressnt they were no longer using adjusimeant tariffs.

Well the admimistration of the emergency tariff system be transferred
from the Ministiry of Finance to the Horsan Trade Commiasion? Mot at
this stage. Reguest for Lmposition of an amergency tariff could come
from the Ministry of Trade and Industey, from the Hinistry of
fAgricultura, or from other authorities concarnad with tha Ministey of
Finance deciding on the imposition of tha tariff. Both functions could
ba integratad.

I£ 15 wery difficult to sliminate tha drawback system. Tha long-tarm
glan of the govermmant i3 to abelish thiz syatem as well as other tariff
exemptions,

They will apply the zame guidelines for agricultural and manufactured
products, but they will continue io protect agriculture tha sams as
othar countries do by continuing preferential treatment to this sector.
There i3 a discussion going on Betwssn the HOF and the Ministey aof
figriculture in ERts Fespect but the prasant taruff scheagules on
agricultural products will be reduced. It is & wvery delicate political
problem. Thea spormous gap betwean rural incomea and wrbam incoma and thea
fact that 1t 13 widening should be taken into account.

How will the tariff reduction schedule be affected by the Uruguayvan
Raund?

It will be decided by the horesan Trade CommissioniETC). In their
ppinion, the KTC will reduce tariff rates pricr to the conclusion of thea
Uruguayan Round, because there are many supportiers aof tariff reductions
although many producers are against Lt. Then they would reduce tariffs
te {he leaval tha goevernment wants to achieve through bLhe Uruguayan
Round, The Horean reprasentatives stated that they expect the tariff
level af Earea to ba the same as that af the sdvanced countries at the
completion of the Round and that they will try to get credit for
unilateral changes. The governmant wants to reduce tarsff rates to
cooperata with the intarnational economy, to tnersase irade flows with
other countrias.

The introduction of tha Harmonized System {1@-digit HS) has reguired




negotiationa among counirisa becauss inm adopting the new syastem
countriea incressed exiating conceasional ratas. Korsa conducted six
sessions of negotisations with trading partners, because even if Korea
did not medify ~ates when Lt adopted tha HS, ather iraging partners did.
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Maranh 25, 1888, at 3:35 p.m.

Meating Mg, Z5

korean Repressntatives: IMF Repressntatives:
Mr. Yang Seung-Man, Director, Mr. Naiss
Customs Bursau, ROF Ms. Jul
Mr. Chae Jae-Uk, Dirsctor-Genaral, Mr. Baban#
Ministry af Trade and [Indusiry Ms. Tseng
Mr. Lea Hon-Ho, Directer, Ministry of Ar. Ratz
Trade and lndustry Mr. Le Fort

Mr. Lee Hwan-HKyun, Diractor-General ,
Ministry of Fimance
Mr, Hong Jas=Hyong, Assistant Minister, HOF
Mr. Maesrng Jung=Ju, Director, Economic
Plamming Beard
Mr. Kim Han=Gon, Director=deneral ,
Mimistry of Agriculturs
Fr. Huh Noh=Choong, Director, MOF
Mr, Park Cheul, Deputy Director, Bamk of Korea

The Assiatant Minister Hong invited repressntatives of various ministries
to makes commants om the mission's statemant.

Director-5anaral of the Minteiry of Trade and Industiry suggested that ihe
text on the diversification and localization programs should read to the effact
that thesa programs should be puraued in accordance with comparative advantage
and that they should he reviewed (rather tRan phased out) as global adjustment
of trade procesds. Hr. Lea of WTI addea thati localization Ls one of the mosat
important programe of his ministiry. HKorea has & large structural surplus with
Japan and Lt Ls necessary to reduce that surplus, partly through localization,
and partly through shifting purchases to the United States and the Eurocpsan
Compunliy. Koraa wanmts a sound relationship wiih its three largest trading
partners. It i3 not the intention of MTI to have these programs farever.

Mr. Heiss said that there Ls no fundamental disagreement. He recognized
that thass programs were adopted not fo make trade more advantagsous for Horea
but ts redrass trade 1nbalantea, which have given rise to trade frictiaons.
Meverthalass , thersa are costs involvaed and the point i3 not to have then
permanently. As adjustment proceeds, bilateral balances would alsc be reduced.




In brief, Kaorea should not be chbliged te intervens in a manner not compatible
wWwith comparative advantage.

Oirector-0enaral Kim aof the Ministey of Agriculture suggeszted that the
adjective "acceleraisd” should be replaced by "gradual® in the refersnce to
impart liberalization, including agricwltural products. His minisiry L8 now &n
the process af formulating Lis 19868-31 liberalization program. He felt that
accelerated was too strong a word,

Hr. Neiss stated that agriculiura should be liberalizad as a matter of
primciple. fAccelerated could mean famier tham in the past or faster than
planned in the future. %inge the latter has not been diaclosed, the formar
could be comstrued as its meaning, The world should know that Korea s
reacsting to callas for adjustment., IFf the ftext is too weak, it will only iPwite
more criticissm. ‘Accelerated” could be replaced with "substamtially faster
pace than in tha past® to make the meaning clear.

fAasiatant Minister Heng, referring to the recommendation on exchange rate
pelicy  suggested tha removal of the word "receant” before btrend and the
adjectiva "significant” befora real appreciation. Me. Neiss stated that tt was
important to know what 15 meant amd how best to presant 1t. The mission
recommends a significant sxchange rate sppreciation, not a drastic amount which
will i1nduce shock, but certainly more than last year. He stressad that real
appreciation dosa not just refsr {o the won/US dellar rate, 1t also takes into
account domestic cast factars and movemrents i ather exchangs rates. Ha
suggestad that the authoritis&s da fel read too much ifn the word “sagnificant” . r-H
Therae ars urcertatntiss i the laber market and the recommendation could bBe
aodifrad in the light of develepments. IF the wage round in 13BB turns out to
result in substantial wage Lnereacses, anothes caraful losk at the sxchange rata
155uUs wWwouwld be needad. 1t may be that substantial real appreciation may occur
through wages., Hefore the staff appraisal its wraitten, the staff will consult
with the autherities to find & way 1o state the staff's position without
undesirable si1de affecis 1n Korea.

figsistant Minister Hong requasted that the Horea target for the currant
accownt zwrplua be included in the staff report.

In his clesing statemant, Mr. Hong thanked the missiom for Lts afforts to
analyze the Korean asgonomy, The mizsion's statement would be useful as a
r=i=r:n::, pﬂril:ulnrly during this time of tranaitiom. Thare ta & clear
consensus 0 the directicn aof sconamic pnl1:y and on the instrumernts aof
adjustmant. Where there i3 a difference of view 18 on the strength of the
process of adjustment now underway. He assured the mission that kKorea wiil
uwtilize all available tewla to contain the external surplus to a manageable
level, He again ihankad the mission fer Lis understanding of Hor=am policiss
and constraints.

Hr. Maizzs thanked ime authoritiss and their staff for fheir assistance and
cooparation. He noted that the difference in view of the strength of the
adjustmant underway underlies the wait-and-ses position of ithe auihorities and
miasion's poattion that the Government should press sahead with further
adjustment neasures. .
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Mission members:
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Technical Maating on lrtearnational Fimance
Ministry of Finance
March 17, 1988 at 2:3Q p.m.

Masting Ma. 10

HMr. Lea Jung-Jae, Director, Foreign Exchanga Mr. Neiss
Policy Division, MOF Ma. Jul

Mr. Eim Suk-Oong, Deputy Director, Foraign Mr. Baban
Exchange Policy Division, HWOF Ms. Taenp®

Mr. Kim Yong-DOuk, Deputy Director, Foraign Mr. Eatz
Exchange Poliey Division, MOF Mr. La Fort

Mr. Pak Dueck-Moon, Daputy Director, Forsign
Exchange Departmant, Bank of Korea

Hr. Lae Hang-MNam, Deputy Director, Ressarch
Departmant, Bank of Horea

Current account developments 1807

The current account surplus increased to $9.8 bBillien (B.3 percent of GNP}
In 1887, compared with 4.6 billion (4.9 parcant of GHNP) In 1986, The larger
surplus reflected a near doubling of the trade surplus and the shift of tha
garvicas balancae to surplus from daficit.

Tha trade surplus rese to 87.7 billion in 1987, compared with S4.2 billian
in 1986. Exports rose by 36 percent and imports rose By 30 percant: the
volumes of axports and imports both gres atrongly (24 percent and 22 percent,
respectivelyli and the terms of trade improved by 3 percent. Export unit
wvaluss roas by 9 percent raflsctiing the affaects af the appreciaticn of the won
againat the UW.5. doller and wags inoresses. Import unit values rose by
T parcent reflecting mainly the 20 percent increasse in oil prices. nom-oil
import umit values increased by only & parcent. |/

The sarvices balance shifted to & surplus of 82,8 billien in 1987,
compared with a deficit of ®B.6 billion in 1988. This reflacted mainly a 483
parcent increasa in travel receipts, a 58 perceant incraass on receipts from
oversaas consiruction, and a 12 percent decline in lmfarast payments on
axternal debt. The increase in travel receiptie reflected imcreases in both the
number of tourisis {13 percent! and per capita esxpendituras (31 percent!. Tha

1/ Werld trade prices for non—oll primary commodities rose by 4 peresent and
for manufactures by 12 parcent.




increase in ovarseas construction recaipts reflected the results of market
diversification and improved external damand.

Capital account daveloomants 1987

The capital account recorded a deficit of %4.8 billion on debt=-relatad
capital , & surplus of $8.6 billion on nondebt-related capital, and a surplus in
arrors and omissions of 1.3 billion.

Mondabt-related caplitel flows arise from suppliers credits extended by
Korean residents (mainly shipbuilders and other capital goods manufacturers),
direct and portfolic forelgn investment, and other asaest iransactions (&.g.,
overseas subsidiaries, short-term trade eredits!. The nondebt-related capital
account balance shifted to surplus from deficits in previous yesrs. This was
mainly dus to increases in inflows of net foreign direct investmenti, export
suppliers’ credit, and reduction on payment for overseas subsidiary debt.
Foreign direct invesimani rose by 36 percent raflescting the favorable business
anvironment in Korea and the libaralization of comirols on forelgn Lnvestmant.
Export esuppliers’ credii showsd an inflow mainly because the gross outflow of
ned supplters’ credits declined fo #$1.1 billion im 1387 from $2.1 billion in
1986 reflecting sluggishness in the shipbuilding industry. Amortization
payments on the stock of promissory notes held by Kereans rose slightly to ®1.3
billion because of the relatively high interest rate {8 percent) on promissory
notes. Thus, there was a net inflow of suppliers’ credits of 88.2 billiom
together with sales of promissory notes amounting to %8.2 billion. Payment for
overseas subsidiary debi decrsased tc #8.3 billicn in 1387 from E1.9 billion im
1886 reflecting the resiructuring of the overseas construction industries.

Mr. EKim Buk=Ocong said that he was unable to determine the reason far the
large positive entry of errcrs and omissions in {987, noting that arrers and
omissiona accounted for only 1.5 percent of tha valum of total trade.
Navarthaless, ha speculated that acknowledged that sxchange rate expectations
may have induced an ascelsration in export receipts and dalay in import
payménia, piving rise to the surplus on errore and omisslens.

External dabt developmanis

Total amortization amountaed to %$14.9 billian im 1987, of which 89 billtien
rapresented prepayment of extarnal debt. Prepayment by financial imstitutioms
amounted toc $6.2 billion (fimamced by the Bank of Karsa, including swapgs !, tha
public sector B1.5 billion {financed by fiscal rescurces and foreign currency
loans ), and the privaie sector 80.7 billion (financad by foraign currancy
refinancing leans).

Gross foreign finmancing reguirements (for asortization, export suppliers’
cradit, rasarve increases, arrore and omlssions, and others ! amountied to 5.7
billien im 1987. After account is takean of nondebt financing (groas direst
invasimant Inflows and sales of promissory notes’, gross borrowing reguirements
anounted to ®4.8 billien.

Total extarnal debt Fell by $B5.9 billlon to §35.6 Billisn (320.2 percent
of GMP) in 1887. As the prepayment of axternal debt affected medium- and long-



term debt, the proportion of short-term debt rose to 25.8 percent of total
debt, comparad with Z8.8 percemt in 1986E. A3 most of the short-term debt
reprassnted trade cradiis, theres was little scope for furthar reduction iR
short-tarm debt. Tha debt service ratio rose to 32.3 percant reflecting tha
prepayment of axtarnal debt: excluding prepayments, the dabt service ratlo was
16.4 parcant.

Internaticnal reserves

Gross reserves rosse o $10.2 billiom at and-138T73 howavaer, the import
cover Fall to 2.6 months. Excluding foreign exchange reserves hald by the
local branches of foreign banks, gross resarves rosa to §9.2 blllion at and=-
1887.

surplus managesent msasures

Measures implemeéntad to manage the current acesunt surplus in 1987
included: (1) import liberalization (removing IE7 ittems frem the restricled
list, tharaby incressing tha liberalization ratio ta 93.6 parcant
(2) reducing the average unweighted basic teriff rate te 19.3 percent from 19.7
percanti (3} reducing the number of items on the surveillance list ts 48 Ltams
from 106 items: (4} revising special lewsg (5) providing special finanging tfat
prafearantial interest rates, 1.28 percentage points above LIBOR! for imports
from countries with which Korea has & trade surplus: (B) reducing the domeEstip
financing ratic for exportsi (7) relazing conteals on inviaiblas paymants: and
[(B) appreciation of ithe won.

Liberalization of invisible pavments

Contrals &n invisiblss paymants ware liberallzed on ihrea scccasisns-=-Ln
July 1887 snd December 18387, and March 19BB. Im July 1987, the measures taken
ware: (1) basic travel allowance for businass and culture was mailntained at
%3 .080, for tourism raised to 853 808, and for students the basic allowancd was
maintained at 2 000 but monthly allowances wers inoresssd from 31 000 ta
Bl ,SB8; (Z2) automatic paymant for foreign services was raissd from §18 009 to
858,082 (3) payment of advartising expenses to intermedisriss and agents was
parmitted (preavicusly, only direct payment to advartising entities was
permittadls and (4} personal remittances for subsistenca allocwance, living
expeanses, and cther personal expenses up to 500 was permitted. In September |
1887, the age limit Ffor owverseas travel for tourism was lowsred to 45 from S8. .

In Decembar 18387, the followlng measures were Implemented: (1) the basic |
travel allowance was incressed to 5,808, and procedures for ocverseas travel
expenditures were simplified: the age limit for oversesas travel for tourism was
lowared to 4@y {2) holding and usage of multiple credit cards for travellars
wara parmitted: (3) surrender reguirements were relaxed by peraitting rFresldents
to hold up to 85,080 in unused travel axpenses and Llnersasing the seiling of
foreign exchange holdings for money exchanges and coin dealersi (4) sutomatic
payment for foreign services was increased to 8100 00Q; (5) personal
remittances wara raised to ®1 @0@¢ and (6} tha deromimation of international
contracts in won was parmitted.

Im March 1988, the following measures will be implemented: (1) & partial |
negative list system will be introducad for invisibles payments; automatic



paymants for current transactions up to S18 008 will be permitted: sutomatic
payments for all axternal transactions up fto %2 0090 will be permittied:

{2) residants may hold forsignm currency inm cash or travellers checks up %0
#5008 regardless aof the =zource of tha foreign ekchange. Additional measures
being considerad for implamantation im April 1988 include: {1} portfolic
inveatment for securitiss companies of up to %308 million, and for Lnvestiment
trusts and insurance companies of up to 818 million will be permittads (21 the
age limit for oversemas travel for tourism will be lowered to 35 yearsi and

{3) the pceiling and eligibility for emigrant expenses will be Increased.

Overseas investment

Relaxation of controls concerning overseas investment will be phased,
taking into account its impact on promoting internalization and the portfoliao
managemant capability of domestic firms. 1In the initial stage. the smphasls
will ba on investmants that introduce high technology or that ovearcome
barriars for axportis.

The following messures ware lmplemanied in 1987 (dates in parenthasas
indicate when the measure was Iintroducedi: (1) The types of business aligible
for overseas Llnvestmant ware lncreased to include real estate and sarvicas
(April 15, 1987}, Investment in real estate was pernitted, without limitation,
whan Lt is related to doing business, including the purchase of warshousas,
offices, representatives’ headguarters, and for supporiing securiiyvi
gontractors wares encouraped to raise funds locally to finance their real esatais
davelopmenti howsver, the purchase of real estate for speculation was
prohibited. In addition to investment in gensral manufactiuring, which was
already permitted, investment in service industiries, including hotels,
restaurants, and transportation, wers permitted. (2} Invesiment im kind was
permitted for private enterprises, &.g. purchase of machinery (Rpril 15, 1887},
(3} The administrative procedures for approving oversesas investment ware
simplifiady the amount of investiment reguiring review by the Committee on
Overseas Investmant Project was raised to 35 million from 81 million CApril 1,
1887}, (&) The linits on retention of profits for overseas investment was
rajlded to 500,000 from 850,000 and eliminated on March 25, 1988. (5) An
autematic approval system for investmenis mot exceeding B1 million was
introducad for invastmants which met certaln appraisal standards by the
financing bank. 1/ (B} Financial assistanca for overseas invesiment wBs
increasad and the tarms made more attractive. Tha Korea Export-Import Bank
will provide overseas invastiment credit amounting to W 4@ billiem im FY 138834
tha intarast rates wera lowsred from I8 parcent firet te 9 percsant than te B.5
percant {(on March 9, 18BB) for large firme, and from 9 percent to B parcent and
then to 7 percent {on MHarch 9, 1988} for small-and medium-sized firms.
Effective January 1888, KEXIM began direct lending toc the local subsidiaries of
Kersan firms. (7} The Overseas Development Cocperation Fumd (EDCF) provides
concassional loane to Korean private firms to support their venture projects in
davaloping countries. (W 5 billion was allocated to the Cperational Program of
EDCF in FY 1988}, (8) Tax incentives have also been granted to oversecas
invastment by raieing the maximum reserve ratio of the reserves for overssas
invastmant deficit to 15 percent from 18 percent (reserves are deducted from

1/ Reguirements Checking System whereby automatic permission Ls given when
the scora in an appraisal prepared by a bank is not less than B8 paints or
B8 points for small- and medium-sized firms.




taxable income, and payment of taxes on these reserves are postponed). (8) The
information system for overseas investimant was strengthened.

Capital scgount projections 15688

Projections for the capital esccount for 1888 were provided after tha
meeting. On the basis of a current account surplus of &7 billien, HOF projects
erortization (including ®1 billion for the banking system) to amount to
87 billiens greas borrowing requirement to be %2.7 billloeny and net debt-
related outflows {including banking avatem! to amount to 4.4 billion.

Mr. Kim Suk-Dong explained that the gross borrowing is undertaken both by the
public and private sectors and include loans already contracted and borrewings
1o prapay external debi. Of the amortization of %7 billion, 3.4 bLilion will
reaprasant prepayments. Mr. Eim said that prepayment beyond [988 will be
relativaly small as tha proporilon of external debt with unfavorsbls terms
would have been reduced epignificamtly. Net nondebti-related outflows ares
projected to be $8.6 billion, mainly reflacting the increase In overssas
investment and export supplisrs credit given. External debt would fall Oy
B4.7 billion to 31 billion and reserves would increase by ®1.8 billion to
E1Z2.8 billion.

Later, MWr. Kim supplied capital account projections on the assumption that
the gurrent account surplus will be 811 billion. He said that %1 billian of
fhe surplus will be used to reduce esxternal debt (®0.5 billion above tha Lline
and §9.5 billien below the line!, and that the remalnder 24 billion will Ba
usad to inerFssse rasaryes,
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hel OEPARTHEN
ASHAH i "L'Epru 6, 1988

Taos Mr. Tanzil

From: Henachem Eatz tﬁji-.

Subject: Forea: The 1988 Article IV Consultation
Back—to—-0ffice Report

I participated in a staff team, headed by Mr. Belss (ASD),
that visited Seoul duriog March 15-30, to conduct the 1988 Arcicle IV
consulcation.

Eorea's remarkable economic performance has contioued despite
political upheaval and labor unrest. Rapid growth (12 percent) fueled
by strong export performance, price stability, and a large current
account surplus==05510 billion equiwvalent to B percent of GHP-——were the
maln characteristica of the Korean economy in 1987. We expect economic
growth to remain stromg im 1988 and the current account te record a
gurplus of some U551)1 billiom. In order to avold a rekindling of
inflation and trade frictioms, the auvthorities aim at reducing the
current account surplus over the mediom term to 2-3 percent of GHP. To
this end, significant market openlng measures and tariff reductions have
already been ilmplemented and forther measures are belng planned; and the
wage increases of late last year have resulted inm a 13 percent real
appreciation as measured by relative unit labor costs. New wage awards
are expected during April/May of this year.

Fiscal policy im 1987 was designed to be somewhat more
expansiomary tham in the previous year (Table attached). The accounts
of the consclidated Central Government were programmed to be in balance,
with revenue remaining constant as a proportion of GNP and exzpendlture
rising by 1 percentage polnt; the change in the fiscal stance was to
turn from & negative 0.8 percent of GRF to a positive impulse of about
1 percent. The Central GCovernment was budgeted to move from balance in
1986 to & deficit equivalent to 1 1/2 percent of GHP.

However, owling to & stronger than projected performance of
exports and imports and buoyant domestic economlc activity, revenue was
conslderably higher: As a result, the consoclidated Central Government
15 estimated to have recorded am overall surplus equivalent to about
1 percent of GHP, and the slightly expansionary effect of fiscal policy
on domestic demand envisaged in the original 1987 Budget was replaced by
a neutral fiscal stance.

The Central Government recorded a balanced budget. Helped by
an lncrease In the fmport duty on petroleum and larger import value,
import tax revenue rose by 36 percent over 1986; and largely owing to a
sharp increase in exports, corporate income tax rose by 40 percent;
speclal excise rates on 30 consumer durables were reduced in mid-1987
but their impact on revenue was small. On the expenditure side, a
severe flood in mid-year necessitated a supplementary budget of



W 5300 billion (0.5 pertcent of GNP} im the second half of the wyear.
Wotwithatanding the supplementary budget and a somewhat larger deficit
for the Grain Management Fund as a result of less favarable price
developments, the sharp increase in revenue more than offset the higher
expenditure. HNonfinancial public enterprises, largely owing to a
slowdown in investment, have récorded am overall surplus of 0.3 percent
of GNP, compared to a balance In the originmal budget.

In 1388, fiscal policy was programmed to be moderately morTe
expanslonary. The consclidated Cemtral Government targeted an overall
deficit equivalent to 1 percent of GNP, implying & posltive stimaulus to
aggregate demand of 3/4 percent of GRP; the central government deficitc
was budgeted at the egqulvalent of 1.2 percent of GHF. HNo new tax
measures were Introduced wicth the 1988 budget, although a reduction in
excise taxes of mid-1987 and a lowering of the petroleum lmport doty
from 24.5 to 10 percent in October of 1987 were expected to have some
negative effect on reveoue. Also, owing to lower petroleum prices and
lower petroleum levy, revenue of the Petroleum Buslness Fund was
projected to be coneliderably lower. Om the octher hand, the introduction
of the Nactional Pension Plan is expected to concribure some 1/2 percent
of GNF to the consolidated central Government revenue. Nonfinancial
public enterprises were budgeted to be broadly in balance, with
investment activity recovering following a decline in 1987.

Dther programs presented with the 1988 budget were minimum
wage legislation——no budgetary impact; amd the introductlon of medical
insurance to rural areas which would extend coverage to 8 million new
participants at a small cost to the budget.

Owing to the fact that cemtral goveroment revemue projections
were made before the stromg rtevenue performance of 19687 became evident
and a subsequent upward revision of macroeconomic indicators for 1988,
the receipts program in the original 1988 budget appears considerably
underestimated. Recognlzing the potentlial budget surplus and im an
accempt to counteract imflaciomary pressures, the asuthorities lowered
exclse taxes on 30 consumer goods from 5-100 percent to 3.5-70 percent,
effective April 1, 1983; the revenue loss of this tax reduction would be
relacively amall. HRevised staff projections indicate that the
consolidated Central Government would record am overall surplus of about
1 percent of GHP--egual to the overall surplus inm 1937; the fmpact of
fiscal policy on domestic demand would be virtwally neutral.

As the economy 1s operating at about full capaclity, there is
limited scope in the short run to support current account adiuscment
through demand management without igniting inflacion. Fiscal policy
should take a broadly neutral stance. The small surplus projected for
the consolidated Central Government in 1988-—about 1 percent of GNP=--
provides scope for a modest fiscal stimulus. As filscal stimulation
through expenditure increases is likely to be inflatlonary, it would be
preferable to stimulate domestic demand through tax reductions In




al
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particular, import duty and excise tax reductions on consumer durables
would stimulate consumption and raise imports while counteracting
inflationary pressuras,.

Over the medium term, as export growth decelerates, flseal and
monetary policies should play an ilmportant role inm malntaining domestic
demand at adequate levels. In addition to an easing of fiscal policy,
the structure of the tax system should be reformed s0 as to reduce the
existing bias against imports and consumption, and in particular, the
reliance on import taxzea for revenue, the tax incentives for savimg and
the remaining advantages in the tax system to exporters {estimated at
about 1 percent of the increase in the value of exports im 1987).

Attachment

cc: Hr. Helss
Mr. Tait
Hrg. Ter-HMinassian
Hr. Hashashibi
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Table . Korea: Sumary of the Consolidated Central Government, 1/ 1985-88

Revenue

Expenditure and net lending

Qverall balance

Financing

Domestic
Bank

Nonbank

foreign

Revenue
Expenditure & net lending

Overall balance
Financing
Domestic
Bank
Nonbank
foreign

Nenorandun itens:

fiscal inpulse
64 (billions of won)

1985 1986 1987 1987 1988 1968
Budget Prel. Budget Proj.
(In billions of won)
15071 16969 18712 20128 20586 22510
15270 16092 18797 19275 21580 21580
-199 m -85 853 -9 930
199 -87 85 -853 99 -930
-4 =73 2 -8% 936 -928
-195 -351 -612 -1550 168 175
46 -380 654 654 828 828
440 -146 43 L =2 =2
(In percent of 6HP)

20.7 20.2 20.2 20.6 19.5 20.2
2.0 19.2 2.3 19.8 20.4 19.3
-0.3 1.0 -0.1 0.9 -0.9 0.9
0.3 -1.0 0.1 S 0.9 -0.9
-0.3 -0.9 0.0 -0.9 0.9 -0.9
-0.3 -0.4 -0.7 -1.6 0.2 -1.6
0.1 -0.5 0.7 0.7 0.8 0.7
0.6 -0.2 0.0 0.0 -0.0 -0.0
-0.80 -0.88 0.9 -0.03 0.75 0.27
72850 83976 92571 97532 105611 1msn

Sources: Data provided by the Korean authorities; and staff estimates.

1/ Includes : beneral Rccount, Special Accounts, Govermment Funds, Public Enterprise Funds
the Petroleun Business Fund (PBF), and the Public Service Pension Fund.
Totals nay not add up due to rounding.
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Office Memaranduq:

U_  CONFIDENTIAL
=
TO: The Managing Director Yk Harc§13ﬂ, 1988
The Deputy Managing Director H-“”
.-"E‘lz >
FROH: P.R. Narvekar Y
SUBJECT:

IR

Eorea—1988 Article IV Consultatiom Discussions

Attached is the mission's back-to-office report.

Eorea's remarkable export performance has continued and the
Eorean economy has remained strong despite prolonged political upheawal
and labor unrest last year.

The current account surplus doubled to
nearly 510 billien (B percent of GNF) in 1987, and a surplus of similar
magnitude is in prospect for this year.

The suthorities aim at a reduction in the surplus to

2=3 percent of GNP over the medium term, both to maintain domestic price
stability and to avoid exacerbsting International trade frictions. They
intend to tske further messures to ensure a desirable course &f adjust-
ment. However, the task of the new Govermment-—vwhich is more open and

more susceptible to popular pressures—will be made increasingly diffi-
cult by strong domestic opposition to further liberalization as well as
to exchange rate appreciation.

The additional measures may, therefore,
be less strong and be implemented more graduslly than we would wish.

mtt{ﬂg.

The Executive Board discussion is acheduled for mid-May and bﬁ
we plan to issue the staff report by mid-April. The authoritiea have
agreed to our proposal for a follow-up staff wvisit before the Board

Attachmant

ces

ETR, EXR, FAD, LEG, RES, SEC, TRE, Mr. Hugh Simpson
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. Office Memorandum

CONFIDENTIAL

T0: The Managing Director March 30, 1988
The Deputy Managing Director o

=2

FEOM: Hubert Heisa

SUBJECT: Eorea==1988 Article IV Consulcation

A migsion 1/ was in Seoul from March 14=30 for the 1988
Article IV consultation discussions. The last consultation discussion
took place in May/June 1987. The 1987 Article IV consultatiom, howewver,
wag not completed because of political unreat during most of the second
half of last year.

Despite the political upheaval and widespread strikes, the
vigorous economiec boom which started in 1988 has continued. The year
1987 was agaln one of remarkably strong export performance, rapid growth
of output and investment, low inflation, and a large current account
gurplus {(Table 1). The surplus doubled to nearly 510 billion (8 parcent
of GNF), and we estimate a surplus of similar magnitude for 1983. It is
now evident that the surprisingly fast swing in the current account
during 1986 was more than a transitory phenomenon and that for some time
Korea will have current account surpluses.

The authorities are determined to reduce the surplus from ics
present level as it endangers domestic price stability and leads to
further trade frictions. They aim at reducing it to 2=3 percent of GNP
over the medium term. The reduction would avoid excessive reserve
accumilation and precipitate external debt reduction, and is probably
the maximom feasible in the medium term. We supported thelr eurrent
account objective and discussed a possible adjustment scenario
(Table 2). It will, of course, have to be reconsidered in light of
eyalving domestic and international developments.

Several factors are already working toward current accountc
adjustment: export growth is slowing down as the favorable external
effects of 1985-86 (ven appreciation, oll price decline, interest rate
decline) are largely spent and as the economy is being subject to
gubstantial wage increases and labor activism which are unprecedented in
Eored. {Hage increases have already resulted in a 13 percent real
appreclation as measured by relative unit labor costs.) The expected
slowdown in world demand as a result of adjustment in the U.5. economy
will also dampen export growth. Furthermore, significant isport liber=
alization measures taken last year and early this year, together with
strong domestic demand, will support the tendency to reduce the surplus.

1/ Mr. Beiss, Ms. Tseng, Mr. Baban, Mr. Le Fort (all ASD), Mg. Jul
{ETR), Mr. Eatz (FAD) and Ms. Lee (secretary, ASD).



While recognizing these influences, we emphasized that
additional measures were needed to ensure the desirable pacth of current
account adjustment. Because of the delayed impact of these measures, wWe
also urged the authorities to take them at an early stage and not wait
until increased domestic inflationary pressures stemming from the s
external surplus as well as increased bilateral trade frictions force
them into action.

The authorities are Iin any case continuing the course of
adjustment and plan further actiom. Additionmal Import liberalization,
including liberalization of agricaltural products, and tariff cuts, are
in preparation, and the won appreciation against the U.5. dollar has
been significantly accelerated since the beginning of this year {(over
b6 percent durimg Jamuary-March):. With the economy operating close to
capacicy, the scope for domestic demand expansion Iz modest in the short
rin. We recomsended further import duty and excise tax reductions, bat
consider the authorities® stance of & broadly neutral budget as
appropriate. We also agree with their 1983 carget for monmey growth of
18 percent which will again require large sales of central bank bonds to
absorb the ligquidity created by the external surplus.

While there is thus basic agreement on the assessment of
the economic sBituation and the policles needed, differences in degree
remain. The authorities expect (or hope) that the factors already at
work to redoce the current account surplus will be more powerful than we
assume, and they forecast the surplus for this year to fall te $7 bil-
lion (5 parcent of GNP). Accordingly, they feel that the urgency for
early action is somewhat reduced and prefer & more gradual f{mplemen=
tation of additiomal measures In light of the evolving external
gituation. Their position no doubt reflects the increasing domestic
political pressures on the new and more open Government: Ffarmers have
stiffened their resistance to further i{mport liberalization, and
exchange rate appreciation i5 inereasingly opposed by exporters who alse
have to absorb fast rising labor costs. Nevertheless, the authorities
are stroagly determined to persevere with thelr adjustment effort.
Understanding by trading partners of the constraints on pelicy=-making in
the present Eorean situation is certainly neaded.

Consensus on the details of the adjustment package 1a still
emerging within the new Government, and, in any case, the strength of
needed additional adjustment measures this year will have to be
reassessed in the light of the outcome of the current wage round
(April/May) and the further development of exports (performance in
January/February continued strong, but the authorities expect a sharp
slowdown thereafrer). A follow-up staff visit, to which the authorities
have agreed, will provide an update of developments and policies before
the Board meeting in mid-May.

Actachments

e¢e: ETR, EXR, FAD, LEG, RES, SEC, TRE, Mr. Hugh Simpson
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Table l. Woreai Selected Econcalc Indlcators, L983-HA& |
1985 1988 1587 19HE
Prel. Prog.

{Annual percescage chamges, unless LB
otheruise specified) x

Kational income, soployment, amd prices
CHP &t conaCant prilead 5.4& 12:3 12.0 10
CHE dellator &l 3.7 1.7 4
Capdumee peloed (and af parlad) 1.1 1.4 sl 4
Unemployment race 4,0 3.8 .4 b

Extermal seccor E,n'

Exports, fsa:b. 0. & I8.1 Y62 6.0
lmpores, f.oub. -3.3 [2.3 24,7 9.3
Export woluma 5.3 6.4 b b 14.5
Import woluss L0 9.9 21:8 18.8
Terms of trade 0.5 B.3 2.8 1.0
Homimal effecilve exchange rate 1/ =]&. 0 =fi, ¥ =46 0.8 &/
Real affeccive exchange rage 3757 =15:.% 5.9 =148 0.5 &/
Esal effective exchange rate
[eelative wnit labar costs) l.l" 173 =13.0 133 5
Camigliditesd central governasnb
B vrip i@ 0.2 12.6 18.6 11.8
Expendlture and net lending B3 Fay 19.8 12.0

Momey and credic

Het domescic assets B/ 7.0 107 dah 5:h
Fablic sector 6/ {01} (0.1}  (=d.8) [=3.7})
Frivace sector &/ {25:5) (I0:8) (I5:6) [19:9)

Honsy and guail-senay i}' 16,8 IR.& 19.3 18:1

Interedt race {end of paclad,
ome-year Cios depesic) 1d.a 10,4 1010 100

{Is peccent of GHP)
Conaolidated cencral governeent

Révamua 0.} 0.2 i0.5 0. 2

Expeaditure and net lasding Z1.0 9.1 19:8 L R

Deflslt -0.3 (i} (i ] (i ]

Comescle bank Einamcing =0.3 =.4 =1.0 =].h

Other dossatic financimg 0.1 =15 T 0.7

Foreign financing 0.6 =, — -

Crogs demeetle lnvestmmnt i1 9.8 19.8 3.0

Gross domestic savings 8.6 33.0 15.9 35,5

Extmrnal current accouank w] . b .9 B3 7.8

External debi l.l' 55.8 5. B Jo. o e A

Fhort=term debs @ 23.0 20.8 FL | k| P

Bebt service ratic 9/ 23.8 Th.T 32.3 15.7

Interest payosacs 97 11.1 2.8 5.7 1.8

[Ia billions of .5. dollars)

External current accoint —.9 b.B 5.8 113
Dwerall balasce of paysants =r.5 2.6 b, 6.9
Total estermnal dabc L6, & &5 5.6 9.9
Gross internatlaonal reserved Ak B 0.2 15.3

{Honthe of leports &f goods and Ascvices) (1.9} (2.7) (3.8} 3.1

Sources; Data provided by the Torean suthoricies: and Atall eatbimabes.

1/ Cospaments may not add up to cotals due co rounding.
T %ased em U.%. dollar values.
E.I' End of period, depreclaclon is segative.
&/ [hange Decesber 1937-Dacombar |9AE.
3! Imformation Notice Index.
iu" [a relatlon &9 broad momey abt the beglnning of year.
IF Includes peblic, publicly guaranteed, and privace debe of all maturlelos.
&f A percent of rotal extermal debi.
E-" Ap percent of exports of goods and services, lseéludes interest in aBorc-—
Eerm debr.




Table 2.

Forea: Med{usr-Term Adjustment Scenario, 198392

Actual . Projections o
1985 1985 1987 [oen 14849 1990 1991 1952
{In hilliome of U.5. dollars)
Exports 264 18.9 &b 2 58.2 67.2 Fis 14 A5.2 0.8
Imports =26.5 =297 -38.5 —49.8 =6l.5 ~-TA.0 =8l.7 -9.8
Ret services and transfers =0.9 b 2.1 2.9 3.0 2.9 2.0 2.0
Current accodnt balanoes 0.9 4B 9.8 11.3 a4 b fe 1 5.0
{In percent of &iF) (=1.1) (49) (8.3} (7.6) (5%1) (33 (2.9 (1)
Debt-related E!Pi.:.ﬂl ﬂﬂl‘ Dlﬁ' "'{r-l? "hﬂ "‘3[9 "‘Elll .'112 'ﬂl-lr '0!1
Fordebt-related capital flows -2.2 =1.3 1.9 = ] 0.5 0.7 1.9
verall balancs =2.5 2.6 f.B 9 f.2 5.0 sl T 3.9
Crosa reserees B.& 3.5 10.2 15.3 19.4 2.2 7.1 30.8
{In months of imports of
goods and services) (2.9 (2.7 (26) (31} (A2) (33) (&) (2&)
External debt 6.3 44.5 5.6 .9 25.7 3.2 21.9 21.4
(In percent of GF) (55.8) (46.8) (30.0) (20.1) (15.2) (12.3) (10.3) (9.0)
{(Percent changm)
Ezport wolims 4.3 2645 2.4 15.5 o.8 9.0 2.0 9.0
Import volime 1.0 19.9 21.8 18.8 17.13 13.1 9.9 10.0
Real &P Sadh 12.3 12.0 10.0 8.0 Te5 7.5 15
Real domestle demand 4.0 B.3 10,2 0.7 10.49 g,2 B2 B.3
(In percent of GHP)

GCross domestic savings .6 33.0 35.9 5.4 3.0 32.3 31.7 0.9
Gross domestic imvestment 3l.1 2.8 2.2 0.0 30.3 J0.1 N0 2.9

Saurces: [ata provided by the ¥orean authorities; and staff projectiors.
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CONFIDENTTAL
TO: The Managing DMrector March 30, [988
The Deputy Managing Director 1
A T
FROM: P.R. Narvekar Y

SUBJECT: Eorea——1988 Article IV Consultationm Discussions

Attached is the mission's back-to—ocffice report.

FKorea's remarkable export performance has continued and the
Eorean economy has remained strong desplte prolonged political upheawval
and labor unrest last year. The current account surplus doubled to
neacrly 510 billion (8 percent of GNP) Iin 1987, and a surplus of similar
magnitude is in prospect for this year.

The authorities aim at a raduction in the surplus to

2=3 percent of GHNF over the medium term, both to maintain domestic price
stability and to avoid exacerbating international trade frictions. They
intend to take further measures to ensure a desirable course of adjusc-
ment. Howewver, the task of the new Government=-which is more open and
more susceptible to popular pressures==will be made fncreasingly diffi-
cult by strong domestic opposition to further liberalization as well as
to exchange rate appreciation. The additional measures may, therefore,
be less strong and be implemented more gradually than we would wish.

The Executive Board discussion is scheduled for mid=May and
we plan to issus the staff report by mid-April. The authoricieas hawve

agreaed to our proposal for a follow-up staff visit before the Board
meating.

Attachment

ce: ETR, EXR, FaD, LEG, BRES, SEC, TRE, Mr. Hugh Simpeon
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CONFIDENTIAL

TO: The Managing Director March 10, [988
The Deputy Managing Directoer x

FROH: Hubert Neiss

SUBJECT: Eorea——1988 Article IV Consulcation

A mission 1/ was in Seoul from March 14-30 for the 1988
Artiels IV consultation discussions. The last consultation discusaion
took place in May/Juns 1987. The 1987 Article IV consultation, however,
was not completed because of political unrest during most of the second
half af last wyear.

Deapite the political upheaval and widespread strikes, the
vigorous economle boom which started in 1988 has continued. The year
1987 was again one of remarkably strong export performance, rapld growth
of output and Investment, low inflation, and a large current account
gurplus (Table 1). The surplus doubled to nearly %10 billion (8 percent
of GNP), and we estimate a surplus of similar magnitude for 1988. It is
now evident that the surprisingly fast swing in the current account
during 1986 was more than a transitory phenomenon and that for some time
Eorea will have current account gurpluses.

The authorities are determined to reduce the surplus from its
present level as it endangers domestic price stabilicty and leads to
further trade frictions. They aim at reducing it to 2-3 percent of GNP
over the medium term. The reduction would avoid excessive reserve
accumilation and precipitate extermal debt reduction, and is probably
the maximum feasible in the medium term. We supported thelr current
account objective and discussed a possible adjustment scenario
{Table 2). It will, of course, have to be reconsidered inm light of
evolving domestic and intermational developments.

Several factors are already working toward current account
adjustment: export growth is slowing down as the favorable extermal
effects of 1985-86 (yen appreclatiom, oil price decline, interest rate
decline) are largely spent and as the economy is being subject to
substantial wage increases and labor activism which are unprecedented im
Korea. (Wage increases have already resulted im a 13 percent real
appreclation as measured by relative unit labor cests.) The expected
slowdown in world demand as a result of adjustment in the U.5. economy
will also dampen export growth. Furthermore, significant import liber-
alization measures taken last year and early thie year, together with
strong domestic demand, will suppert the tendency to reduce the surplus.

1/ MHr. Beiss, Ms. Tseng, Mr. Baban, Mr. Le Fort {all ASD), Ms. Jul
(ETR), Mr. Katz (FAD} and Ms. Lee (secretary, ASD).



While recognizing these influences, we emphasized that
additional mweasures were needed to ensure the desirable path of curremt
account adjustment. Because of the delayed impact of these measurea, we
also urged the authorities to take them at an early stage and not walt
until increased domestic inflationary pressures stemming Erom the :
external surplus as well as increased bilateral trade frictions force
them into action.

The authorities are in any case continuing the course of
adjustment and plan further action. Additional fimpert liberalization,
including liberalization of agricultural products, and tariff cuts, are
in preparation, and the won spprecistion against the U.5. dellar has
been significantly accelerated since the beginning of this year (over
6 percent during Janwary-March)s. With the economy operating close to
capacity, the scope for domestic demand expansion ia modeat in the short
rin. We recommended further import duty and excise tax reductions, but
consider the authorities' stance of a breoadly neutral budget as
appropriate. We also agree with thelr 1988 target for money growth of
18 percent which will again require large sales of central bank bonds to
absorb the liguidicy created by the external surplus.

While there is thus basic agreement on the assessment of
the economic situwacion and the policles needed, differences in degree
remain. The authorities expect {or hope) that the factors already at
work to reduce the current account surplus will be more powerful than we
assume, and they forecast the surplus for this year to fall to 37 bil-
lion (5 percent of GNP). Accordingly, they feel that the urgency for
garly action is somewhat reduced and prefer a more gradual implemen-
tation of additional measures in light of the evolving external
situation. Their position no doubt reflects the increasing domestic
pelitical pressures on the new and more open Govermment: farseras have
stiffensed their resistance to further import liberalization, and
exchange rate appreciation 1s increasingly opposed by exporters who also
have to absorb fast rising labor costs. HNevertheless, the authorities
are atrongly determined to persevere with their adjustment effort.
Understanding by trading partners of the constraints on policy-making in
the present Korean situvation is certainly needed.

Consensug on the decails of the adjustment package is still
emerging within the new Government, and, Iin any case, the strength of
needed additional adjustment measures this year will have to be
reagsessed In the light of the outcome of the current wage round
(April/May) and the further development of exports {performance in
January/February continued strong, but the authorities expect a sharp
slowdown thereafter). A follow-up staff visit, to which the authorities
have sgread, will provide an update of developments and policies before
the Board meeting in mld-May.

Attachments

ee: ETR, EXE, FAD, LEG, RES, SEC, TRE, Mr. Hupgh Simpson
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Table |. EKorea: Selected Economlc Indlcatocrs, 198328 17

1985 L E6 1987 i9an
Fril. Fraj.

(Anmaal percentage changes, unless
ortheewine speclflad)

Hational income, esployesnt, and prlces

CHP ar comatast peless 5.4 12.% 120 10,0
GHE dellatar bal . 3.7 .0
Condusar pelees (and of period) 1 1.4 6.0 k.0
lUnempleymnt Tace il ¥ 8 ERL BT
Extearnal seccor _y
Exports, f.o.b. 0.4 8.3 36,2 Ih.0
Inpored, F.c.b. -1.1 1.3 9.7 9.3
Expart walusa &.] 6.4 5. % I8 5
Import volume L.l 19 % 1.8 L8. 8
Tares of crade 0.5 8.3 248 1.0
Woeinal effective exchange rate 3/ =160 =5 ¥ =%, & OB &f
Real sffective exchange rtate 3757 =139 5. -l.B 0.8 E,r
Feal effective exchange rate
(relative unit labor ceosts) 1/ 17.3 =13.0 13.3 wam
Condclidated central goverfnssnE
Hawve frug 1.2 12. & 18. & 11-8
Expenditurs and met lending B.3 EPL) 19.8 12.0v
Money and credit
Het domestic assscs 5/ 7.0 1027 Za4 54
Public sector &/ (1) (Dald (=48} [(-3.7)
Private sector 6/ {35.5) (20.6) (25.8] (19.9)
Honey and quasi-money E.l' Eb.H 1B 0 1%.13 18:1
Interest rate [end of perlod,
one=year tipe depomit] 10,0 10 100 100

{In percent af OHE}

Conpolidated central government

Erwpmas a1 Py 20a2 208 202
Expanditure and set lending 21.4 19.2 19.8 19.3 -
Deficsin ={.13 ] 0.9 0.9
fomescic Bank Flmascing 0.3 =0 d =L.8 =L«
Other desestic [Einancing =01 -0 3 0.7 BT
Foreign financing [N} =0.1 - —
Grows doseatic investsenc 3lsl %8 %8 AL
Groes domestic savings 8.6 1.0 35.9 15.5
Ext arnal curfent mccouant =] ;1 6.0 8:3 Tsh
Extearnal debt 7/ 55.8 b0 3.0 .l
Short=term debt &F 3.0 .8 2. M.l
Debt asrvice ratio 9 2.8 ta.T 32.1 15.7
Interest paysents 57 i1.1 8.8 5.7 1.8

{In billions of U.8. dollaps}

Exgernal current sccount ~.9 bob 9.4 1.3
Overall halancs al paymenta =1.5 1.6 . 5.9
Toral external debe Lb.8 54,5 I5.h 29.9
Graas [scernacional reasrves A& B.h 132 1%.3

[(Montha af lapsres af goods and services) {2.9) (2.7} (2.6} (3.1}

Sources: Data provided by the EKorean awchorities; and staff eatimates.

If Components mar not add up to cocala due £o rounding.

If  B@maed sn U.5. dollar waluss.

I." End af period. depreclatiosn Ls negacive.

4f Change Decashar [987-Decenber [92H.

% Infarsatlom Yeclee Tndex.

E.I' In relaclan co bresd meney &t the Beginning of wear.

Tf Ineludes publle, publicly mearancesd, and privace debe af all maturities.

Af Am paresnt of Eotal external debe.

5§/ Am parcent of expocEs of goodd and services, Includes imtecesc Ln shorg=-
cerm debt.




Table 2. Korea: Medium-Term Adjustment Scenario, 196392

Actual Projections .
1985 1986 1987 1988 1969 19400 1991 1992
(In Bl11ees of U.5. dollam)
Exparta 264 3.9 &b. 2 58.2 6l Tl B 95.8
Imports —2h.5 -M.7 =383 —49.8 —6l.5 -72.0 -Hl.7 -92.8
Mat setvices and transfers =09 adk 2.1 2.9 3.0 2.9 2.6 2.0
Qurrent accamt balanoe =0.9 da 9.8 11.3 8.6 [ Bl Sall
Debt-related capital flows Dt 0.7 4.8 =39 =21 =12 =07 02
Mondebt-related capital flows —2.2 1.3 1.9 = =t 1 %7 =0 7 1.9
Cverall balance =15 de B f. 9 2 5.0 .7 3.9
Gross reserves Bl 8.6 10.2 15.3 19.4 2.2 £l 0.8
{In months of imports of
goods and services) (2.9) (7)) (@&6) (1) ((h2) (3) (4) (2.4)
m th“— ﬁﬁlﬂ' ﬁﬁ-& 35-5 H‘g 25-? 13-1 21-‘9 EII-&
{In parcent of &F) (55.8) (46.8) (30.0) (20.1) (1%2) (12.3) (103) (900
(Fercent change)
Elmlt wlume 5#-3 Eﬁ‘ﬁ 2.!11"!} 159:5 9.8 9.0 9.0 9.0
Import wolume 1.0 19.9 21.8 18.8 173 13.1 9.9 100
Beal GHP Sedh 12.3 12.0 10.0 a.0 T.5 Tl Ta5
Beal domestic demand 4.0 B.3 10,2 10.7 10.8 6,2 8.2 B3
{In percent of GHNP)
Gross domestic savings 8.6 13.0 5.9 35.4 35.0 32.3 3.7 0.9
Grogs domestic {mestment 3.1 .8 X8 30.0 i | 30.1 A0 7.9

Sources: [Deba provided by the Forean authorfties; and staff projections.
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1 & Office Memorandum
CONFIDENTIAL
TO: & Managing Director March &4, 1988
pfgzt Deputy Managing Director an-f
u.-L
FROM: P.R. Narvekar 'TT—N k}}ﬂ )tj'i
k|
SUBJECT: FKorea—19B8B Article IV Consultation Dis:uﬂuinnu ﬂﬁi
'ﬁ?ﬁ;if r}_“\

Actached is the briefing paper for the 1988 Article IV
consultation discussions with Eorea. It has been cleared by Mre. Jun:
(ETR) and comments were recelved from Messrs. Crockett (RES), Francotte
(LEG), Gupta (TRE), and Mrs. Ter-Minassian (FAD).

The spectacular boom of the Eorean economy has continued

desplte major political unrest last year, and the current account
surplus—-despite fast growing dopestic demand--has increased further and
Trade

substantially, reaching close to 510 billion (B percent of GNPF).
frictions with the United States have recently escalated, resulting,

among other things, in strong resentment in Korea

The mission's discussion will focus on policies which will

reduce the surplus to an acceptable level over the medium term (the next
The position

4=5 years) and create & domestlic Bnd internacional environment conduclive
to a more harmonious development of the Korean economy.
the mission would convey to the suthorities is summarized as follows:

Forea must now take greater responsibility for mainmtaining

l.
a viable international trade and payments system
Current account surpluses of the magnitude in prospect are

2.
not conglstent with this responsibility, nor with the requirements of
- ..I

the domestie economy.
Over the pedium term, surpluses should, therefore, be cut

3.
in half to a range of 55-6 blllion (2-3 percent of GNP).

'I'Irn:_

WM

Policles required to achlieve this outcome are,

L1
eggentially, further subatantial sacket opening and & signlficant
exchange rate appreciation, while strong domestic demand ia ﬂll‘ltlim

|

Since these policies will affect the current aceount unly =

]

o

' ey 5.

= E’E with & considerable lag, it is all the more important that strong attinn_

= .-":5 is taken at an early stage.

i sy

- i 37 6. It would be helpful to Korea 1f such action is announced i

= e before the Executive Board meeting, The mission will point out to the;

3 L authorities that the proposed second mission in mid-April was 1nt!ndeﬂ' 3
in a spirit of being helpful and that the offer was still open.




The above position vis—a-vis the Eorean authorities implies
that our position wvig—a-vis the international comminity would be as
fallows:

1. A reduction in Korea's surpluses to 2-3 percent of GHP
over the medium term would avoid a precipitate reduction of debt or an
excesglve bulldup in r&!uml-i} It would, therefore, be consistent
with Eorea's international responsibilities. It also is probably the

paximim fasaible.

2: A spurplus substantially above the deairable medium-term
range 18 unavoidable this year, given the waell-known delays in the
impact of policies on the current account. This should be accepted,
provided the new Government puts strong adjustment policies in place in
the very near future.

The Research Department has reservatlions on the mission's

position cutlined abave 'EEEE%Eﬂ!{;fffiﬁ!.ﬁﬂlfiﬂl—lﬂﬂﬂuﬂt surplus; a
memorandum from Mr. Crockett is attached.

L IW i
% Mr. Meiss' last day in the office is March 9. \ 5.a$*¥# "{
A P §
“.I'*I 1.:'- j,_ PDLW
'I- ﬁﬁtm '!.I_lj.ﬂ g i
Attachments H g 11}} L I o e
L i : e : I:,i'l? '
N wert ’ L %l ; L E"I-rL‘k'
Ly £
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ce o \ g 108 o
o :I:II.-|} e "“-t‘l j
“T;i = "'."r.;ﬂ'_-l.'i'- w}-"j 'Fru j.l"r‘r” i
Mr. Simpson Aoe parT \ o |.+'J '4
= ;, '
SLE
i
atw

1/ External debt presently amounts to 30 percent of GNP and
international reserves are equivalent to 2.5 months of imports. If the
deficit reduction is realized, external debt in 1992 would be 10 percent
of GNP and international reserves equivalent to 3.5 months of {mports.



Office Memorandum
' ff CONFIDENTIAL

TO: The Hanaging Director March &, 1988
The Deputy Managing Director

FROM: PoRy Narvekar pOi

SUBJECT: Eorea——1988 Article IV Consultation Discussiona

Attached is the briefing paper for the 1988 Article IV
consultation discusslions with Korea. It has been cleared by Mrs. Junz
{ETR) and comments were recelived from Hessrs. Crockect (RES), Francotte
(LEG), Gupta (TRE), and Mrs. Ter-Minassian (FAD).

The spectacular boom of the Eorean economy has continued
desplte major political unrest last year, and the current account
surplus=-~despite fast growing domestic demand--has increased further and
substantially, reaching c¢lose to 510 billfon (8 percent of GNP). Trade
frictions with the United S5tates have recently escalated, resulting,

among other things, in strong resentment In Korea.

The mission's discussion will foeua on policies whieh will
reduce the surplus to an acceptable level over the medium term (the next
4=5 years) and create a domestic and international environment conducive
to &8 more harmonious development of the Eorsan economy. The position

the mission would convey to the authoritles i{s summarized as follows:

1. Forea must now take greater responsibility for maintaining
g viable international trade and payments system.

2. Current account surpluses of the magnitude in prospect are
not consistent with this responsibility, nor with the requirements of
the domestic economy.

3. Over the pedium term, surpluses should, therefore, be cut
in half to a range of 55-6 billion (2-3 percent of GHP).

4:; Policies required to achieve this outcome are,
eggentlally, further substantial market upgntqa and a E[Epificnn:
exchange rate appreciation, while strong domestle demand iz maintained.

5. BSince these policies will affect the current account only
with a considerable lag, it is all the more Important that strong action
is taken at an early stage.

B: It would be helpful to Eorea 1f such action is announced
before the Execucive Board meeting. The mission will point out to the
authorities cthat the proposed second mission in mid-April was intended
in a spirit of being helpful and that the offer was still open.



The above position wvis-a-vis the Korean avthorities implies
that our position vis—-a-vis the internatlional community would be as
follows:

1. A reduction in Eorea's surpluses to 2-3 percent of GHP
over the medium term would aveld a precipltate reduction of debt or anm
excessive buildup Iin reserves.l/ It would, therefore, be consistent
with Korea's international responsibilities. It also is probably the
maximum feasible.

2+ A surplus substantially above the desirable medium-term
cange is unavoidable this wvear;, given the well-known delays in the
impact of policies on the current account. This should be accepted,
provided the new Government puts strong adjustment policies in place in
the very near future.

The Research Department has reservations on the mission's
position outlined above regarding Korea's curremt account surplus; a
memorandum from Mr. Crockett is attached.

Mr. Neiss' last day in the cffice is March %.

Artachments

ce: EIR
FAD
LEG
BES
TRE
Mr. Simpson

1/ External debt presently amounts to 30 percent of GNP and
international reserves are equivalent to 2.5 months of imports. If tha
deficit reduction is realized, external debt in 1992 would be 10 percent
of GNP and international reserves equivalent to 3.5 months of imports.
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From: A«De Crockett A‘v

Subject: EKorea—Briefing FH..:FIE r
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I attach some comments on this brief that have been prepared
by Mz. Schultze-Chattas.

On the occasion of the last consultation with Korea, this
department expressed some reservations with the line the staff proposed
to take in relation to the authorities' medium—term paymente objectives.
We still have these reservations.

In particular, we cannot agree with the statement that “"the
international community should accept surpluses in the range of
55=6 billion™ without gqualification. Given that the surplus expected
for the current year is 510-512 billiom, 1t will clearly be some time
before it comes down te the range of §5-6 billion: to that extent
the issue is somewhat academlec. However, we have considerable reser=
vations about endorsing, on a country=by-country basis, medium-term

balance of payments "targets” that may well be internaciomally
inconsistent.

Should you find it impossible to modify the brief in accor-
dance with our suggestion, we would appreciate your drawing this macter

to management's attention.

Attachment

cci Mr. Fremkel
Mr. Tanzi
Hr. Francotta
Mr. Gupta
Hrs. Junz
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I. Introduction

A scaff team will visit Seowl during March 13-30 to hold
discussions for the 1988 Article IV consultatiem. 1/ The team will
consist of Hubert Neiss (head), Eoy Baban, Wanda Tseng, Guillermo
Le Fort (all ASD), Ana Maria Jul (ETR), Menachem Katz (FAD), and
Florence Lee (seeretary, ASD). Discussions for the 1987 Article IV
consultation were combined with the supplemental consultation of
May 18=June 5, 1987, but not completed because of the presidential
elections. The Executive Board discussed the staff report for the

supplemental consultacion (EBS/B7/134, 6/22/87) on July 6, 1947,

II. Policical Developments

Following a year of major political unrest, President Hoh Tae Woo

was inadugurated on February 25, 1988 in the firat peaceful transition of

1/ The mission will also collect information and hold discussions on
trade issues that are to be covered in the comprehensive trade report
being prepared by ETR.




power in Korea's modern history. He won the election with a 37 percent
plurality after the two main opposition candidates split their 55 per=-
cent majority. Roh retained key members of the previous Cabinet,
including the Minister of Finance and the Minister of Trade and
Industry, who was appointed as Deputy Prime Minister and Minister Eor
Economic Planning. Further cabinet changes are expected following the

Mational Assembly elections in March/April, and the Olympic Games in

September.
III. Economic Developments
1. Background

Since 1986, the Korean economy has grown rapidly and its external
position has strengthened beyond expectations. This is in striking
contrast to the early 1980s when the economy experienced a period of
serious internal and external imbalances and Korea became a major debtor
in the developing world. The spectacular change in 1986 was preceded by
4 prolonged adjustment effort {there were four stand-by arrangements
with the Pund) and supported by changes in external condictions, in
particular the fall in oil prices and international interest rates, and
the depreciation of the U.5. dollar.

2: Developments in 1987

The boom, which began in 1986, continued in 1987 despite prolonged
policical disturbances in midyear. GNP growch, supported by foreign
demand and domestic investment, rose from a weak (by Korean standards)

5 1/2 percent in 1985 to more than 12 percent in 1986 and 1987.




Demestic investment continued at a high level (30 percent of GNP} while
domestic savings rose to an historically high level of 36 percent of GNP
in 1987 from 29 percent in 1985. Unemployment fell to below 3 per-
cent, There has been growing concern about imflation, which accelerated
from 1 percent in 1986 to 6 percent in 1987 (year-on-year), reflecting
weather-induced increases in food prices, wage increases in the
aftermath of labor disputes last summer,; and the continuation of high
rates of liquidity expansion. Average labor costs in the manufacturing
gector are estimated to have risen by 20-25 percent in 1987.

The current account which had moved from a deficit of 50.9 billion
{1 percent of GHP) in 1985 to a surplus of $4.6 billion (5 percent of
GNP) in 1986, reached a surplus of $9.8 billion (8 percent of GNP) in
1987:. The surplus in 1987 far exceeded the Governmenc's original target
of 5 billion and the supplemental consultation's projection of 57 bil-
lion. Owing to the strengthening of competitiveness brought about by
the 24 percent real depreciation of the won between sarly 1985 and
mid-1986, the coming to fruition of aseveral large, long-term investments
in new export products, and strong external demand, export volume rose
by 25 percent compared with a projection of 21 percent; and unit value
rose by 9 percent compared with a projection of 7 percent (Table 1].
Hew export products recorded particularly high rates of growth
(e.g., automobiles, 107 percenc} electric goods, 67 percentc;
electronics, 34 percent.) The high growth of exports and overall
economic acktivity ralised impoet demand subgtantially} the volume of

importa grew by 22 percent. MNevertheless, the more rapid growth of
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Table 1. Korea: Current Account 1987 1/

1987
Supplemental Estimated Difference
Consultation Actual
Projectien
(1) (2) (2} =1}

{In billione of U.5. dollars)

Trade balance 4.8 Tu? 2.5
Exports 43:5 6.2 2T
Imports -38.7 -3 .5 =2

Services 1.0 0.9 0.1
Beceipts 10.1 10.1 =t
FPayments =9,1 -9.2 =0.1

Transfers 1.0 l.2 0.2

Current account .9 9.8 2.9

(Percent change)

Memorandum 1tem:

Exporc value 28.2 36.2
Volume 20.4 24.6
Init walue Ga5 . P |

Import value 30.3 9.7
Volumne 19.3 22.1
Unit walue 9.3 Ga.3

Source: Sceff estimatess

.if Components may not add up to total due to rounding.




gxports and some improvement in the terms of trade resulted in a
doubling of the trade surplus. The services account also shifted into
surplus, reflecting higher courism receipts and lower interest payments
on external debt. The current account surplus, together with net
inflows of nondebt related capital, have been used mainly to ceduce
external debt, whieh fell from 545 billion (47 percent of GNP) at
and-1986 to 535 billion (30 percent of CNP) at end-1987. While gross
international reserves rose by 51 billion to $10 billion, the import
cover fell slightly to 2.5 months.

The increase in Korea's current acecunt surplus has been accom=
panied by growing bilateral imbalances with its two largest trading
partners., Korea's bilateral surplus with the United States reached
59 billion in 1987 and its bilateral deficit with Japan was about
$6 billion.

Macroeconomic policies had moderately expansionary effects on
demand. Mainly reflecting a rebound in net lending and a supplementary
budget for flood relief in the second half of the year, the consolidated
central government position moved Erom balance in 1986 to a defieic of
about 1 percent of CHP in 1987, implying a fiscal stimulus of about
1 percent of CNP. Credit policy has remained oriented toward preventing
the sharp increases in net foreign assets Erom undermining monetary
control. The Government's recourse to bank credit declined, and privace
credit growth was curtailed directly through restrictions on exporct=
relaced credics and on credics extended to the major conglomerates, and

indirectly through open market operations and increases im the Bank of




Korea's rediscount rate and the reserve requirement. Despite
measures, broad money growth continued to exceed the official
18 percent.

The authorities comtinued & slow appreciation of the won
the U.5. dollar until midyear. Concerned about the impact of
cost increase after the strikes during the summer, they moved
cautiously in the remainder of the year. The won appreciated
cent against the dollar during 19875 its real effective value
largely unchanged.

X Outlook for 1928 and the medium Cerm

these

target of

vig=a-vis
the labor
BEVELN Mmores
by B per-

remained

On the basis of current policies and the present world economic

outloock exercise, the staff would again expect a stromg expansion of

output=-about 8-10 percent, with inflation remaining modest at 5-7 per-

cent, and & current account surplus of $10-12 billion in 1988. 1/ The

official targets are for a deceleration of real GNP growth to

8 percent,

with inflation at 5 percent, and a reduction in the current account

surplus to 56 billion.

The medium-cerm scenario indicates, on existing policies; continued

current account surpluses above 510 billion. However, surpluses of

these magnitudes are not sustainable because they would create inflatien

and distort the production structure at home and intensify protectionism

abroad.

1/ Although imports increased strongly in January 1988, the continued

expansion of exports resulted im a4 current account surplus of
$0.8 billion.




I¥. Policy Issues

At the conclusion of the supplemental consultation im July 1987,
the summing-up indicaced that Directors supported the authorities'
medium—term debr reducrion objectives, but also considered that further
ad justment efforts were necessary to avoid excessive surpluses. They
agreed that these efforts would have to focus on further market openings
and exchange rate appreciation, given the limited scope for expansionary
demand managesment policies.

The Korean economy plays an increasingly important role in the
development of the East Asian region, an& in the world economy.

Although Korea's surplus represents only a small fraction of the U.S.
deficit, Korea must increasingly share responsibility for maintaining a
viable intermational trade and payments system. Current account
surpluses of the magnitudes in prospect would not be consistent with
this responsibility. The authorities themselves are aiming at reducing
the current account surplus to about 55-6 billion, taking account of the
present international climate as well as the detrimental impact on the
domeatic economy of larger surpluses. This is probably the maximum
feasible reduction in the medium term. In view of the still large debt
outstanding (scill 30 percent of GNP} and the need to build up reserves
from their relatively low level {at present equivalent to 2.5 months of
imports), there is a rationale for maintaining current account surpluses
over the next few years. Surpluses in the range of $5=-6 billion would
keep debt reduction and reserve buildup at a moderate pace--ourstanding

debt in 1992 weuld amount to 10 percent of GNP and reserves would be




equivalent to 3.5 months of imports-—and be consistent with Korea's
inteérnational responsibility. However, this means reducing surpluses to
absut half of what is presently in prospect, which requires a major and
determined policy effort. BSuch an effort must combine substantive steps
to furcher open the domestic market with a significant appreciation of
the exchange rate, and be accompanied by the maintenance of strong
domestic demand. Since the required current account adjustment can only
be achieved over the medium term, the mission will underscore the
importance of early and decisive action. The discussions will,
therefore, concentracte on putting policies in place which, over time,
will reduce the surplus to an acceptable level and provide a suitable
domestic and international setting for the evolution of the economy.

l. Marker opening policies

The rapid turnaround in Korea's trade account led to serious trade
frictions, in particular with the United Staces, which absorbs 40 per-
cent of Korea's exports and with which Korea had a large trade surplus
in 1987. Highly publicized and often acrimonious bilateral negotiations
have involved market opening for beef, cigarettes, insurance, adver-
tisinmg, and intellectual property rights. Both the Uniced Stcates and
the European Cossunity have withdrasm GSP benefits for Korea.

In response Lo pressures and a5 a continuation of a liberalizaction

program begun in the early 1980s, market opening was acceleraced in




1987. 1/ In early 1988, the authorities announced their intentions to
further accelerate market opening. The specifics have not been fully
developad. Some of these measures have been designed to directly affect
bilaceral imbalances with the United States and Japan (export
restraints, the import diversification program, and the localization
program).

The mission will assess the progress made thus far and urge the
authorities to substantially increase their market opening efforts.
This will, in particular, include an accelerated timetable for removing
quantitative restrictions and lowering tariffs, with special emphasis on
those manufactured products in which Korea has recently developed
comparative advantage and for agricultural products; and an early
phasing out of the import surveillance list. To enhance the effec-
civeness of market opening measures, the mission will encourage greater
transparency and simplification of the trade systemj and review the
racent revision of special laws. It will also urge the authorities to
remove the remaining exchange restrictions on invisibles which are
maintained in accordance with the transitional arcangements of
Arcicle XIV, thus setting the stage for a shift to Article VIII status,

and to Eurther sase restrictions on overseas investment by Korean

1/ The program involves increasing the share of automatically
approved imports, lowering tariffs, easing restrictions on invisible
transactions, and reducing restrictions on foreipgn investment. In
addition, measures have been implemented to prevent indirect
restrictions on imports, including the introduction of a more
transparent system of safeguards against import surges and some revision
of special laws affecting trade, which are often criticized by trading
partners as limiting access to Eorean markets.




residencs. [n general, the mission will strongly argue in favor of a
generalized approach to adjustment rather than relief from bilateral
pressures through specific diseriminatory measures, such as incentives
ta import from or restrain exports to specific markets.

2. Exzchange rate policy

The real exchange rate depreciated substantially between early 1985
and mid=-1986, reflecting the pegging of the won to the sharply depre-
ciating U.5: dollar:. GBince mid=1986, this link has been loosened and
the won appreciated moderately (by LL percent) against the U.5.
dollars Measured by the CPI-based Information Motice Index, the real
exchange rate depreciated by 24 percent between early 1985 and mid-1986,
and has since remained unchanged (Chart 1). Measured by relative unit
labor costs, the real exchange rate declined by 21 percent during
1985-86 and appreciated by L3 percent in 1987, mainly owing to the large
wage increases in mid=1987 (Chart 2).

The staff team will assess the effect of recent real exchange rate
developments on trade flows. Given present balance of payments
prospects, there is a nead for further real appreciation in order to
reduce the current account surplus to the target of 55-6 billion. The
mission will reach a view on the extent of further appreciation, taking
into account the authorities' intentions on further marker openings as
wall as the prospects for the forthcoming spring wage negotiationms.

3. Demand management policies

The 1988 budget is designed to have a virtually neutral impact on

demand with the consolidated central government deficit budgeted te
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decline te 1/2 percent of CHNP. The projected decline in the deficic
reflects the expectation chat revenues will rise by slightly more than
nominal GNP owing to the higher corporate and personal incomes in 1987
while expenditures are budgeted to rise by slightly less tham GNP. The
main features of the 19BE budget are relatively large increases im
spending on defense, education, and social welfare programs, including
an expansion of medical insurance, and the introduction of national
pension and minimum wage systems. The mission will assass the appro=
priate role for fiscal policy in supporting domestic demand and current
account adjustment, and the impact of fiscal policies on savings.

The sharp incresase in net foreign assets of the banking system
continues to push the growth of broad money above the official targer of
18 percent. Measures introduced in 1987 to limit the growcth of domestic
credit described above are to be continued in 1988. Commercial bank
interest rates, which are regulated, have not been adjusted since
mid-1986, and are at relatively high real levels. The mission will
review the authorities' money growth targets, the effectiveness of
measures to contain the increase in domestic credit, and the effects of
continued regulation of bank interest rates.

s Financial market liberalization

The authorities have been implementing measures to liberalize and
teform the financial syscem. Although progress has been hindered by the
high level of nonperforming assets in the banking system, several
méasures have been taken: the gap between market interest rates and the

regulated lending and depositc races has been narrowed} new deposit




instruments have been introduced; interest rates on most types of
negotiable securities issued by the private sector have been liberal-
ized; and regulations on the fereign issue of securities and on foreign
banks' activities in Korea have been eased. Measures were also imple-
mented to encourage direct equity financing by large enterprises to
develop the capital markets. The mission will review progress in
financial market liberalization and plans for further reforms.

Beyond that, the mission will discuss the longer-term issues of
capital market liberalization and the desirability of letting market
forces play a more decisive role in exchange rate determination by

moving to a flexible exchange rate regime.
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Korea — Fund Belations
(As of January 31, 1983)

(Amounts.in millions of SDHs,
unless otherwise specified)

I. Hembership Status
{a) Date of membership: August 26, 1935
{b)} Sctactus: Article XIV

{A) Financial Relatiens

II. General Department

(a) Quota: SDR 462.8 million
Amount Percent of quota

(b) Total Fund holdings of Korean won 231.9 179.76
(c) Fund credic: 369.7 79.9
Df which: Credit tranches 160.0 34.6
CFF 209.8 45.3
SFF —-— =
EAR - —

(d) Reserve tranche position: SDR 0.68 million
(e} Current Operational Budget: Included
(f}) Lending to the Fund: Mone

ITI. Recent Stand-By and Special Facilities

(a) Most recent stand-by arcangement

(i) Durationt July 12, 1985 to March 10, 1987
(ii) Amount: SDR 280 million
(iif) Ueilizacion: SDR 160 millian

{(iv) Undrawn balance: SDR 120 million

(b) Previous stand-by arrangements
during the last 10 yeara

£1) (i)  Duratiom: Oerober 22, 1975 to Juna 30, 1976
(ii) Amount SDR 20 million
{iii) Urilization SDR 9 million
{iv} Undrawn balance: SOR 11 millien

{2} (1) Durationt May 6, 1977 to December 31, 1977
(ii) Amount: SDR 20 million
(iii) Ucilization: -

{iv) Undrawn balance: SGE 20 million




(3) (i)} Duratiom:
(i1} Amount:
(iii) Ucilizationt
{iv) Undrawn bhalance!
{4) (i) Durationm:
{(ii) Amount:
(iii) Urtilizationt?
(iv} Undrawn balance!
(5) (i) Duration:
(ii) Amount:
{iii) Ucilization:
(iv) Undrawn balance

ANNEX II

March 3, 1980 to March 2, 1982
cancelled February 12, 1981

SDE 640 million

SDR 320 milliom

__SDR 320 million

February 13, 1931
to February 12, 1382

SDR 576 million

SDR 576 million

July 8, 1983 to March 10, 1985
SDR 575.775 million
SDR 575.775 million

Compensatory financing: Hone
IV. SDE Department {(As of January 31, 1988) Amount Parcent of allocacion
{a) Met cumulative allocation: 72.9 100.0
(k) Holdings: 22.0 30.2
{¢) Current Designation Plan: 5.20 7.1
V. Administered Accounts
{a) Trust Fund Loans: Mot eligible
{b) SFF Subsidy Account: None
Vi Financial Obligations due to the Fund!

{c) Special facilities in last 2 years

Overdus
Financial Principal and Inkterest Due
Obligacions Feb.-Dec.
(3/31/88) 1988 1939 1990 1991
Principal
Bepurchases == 144 .9 129.9 15 20
Charges and Interest
including SDB and TF
(provisional) i 24.9 14.9 1.8 3.6
Total = 169.8 l44.8 82.8 23.6




¥IIL.

VIII.

ANNEX II
= 15 =

(B) Honfinaneial Belations

Exchange rate arrangement

The exchange rate is determined daily on tha basis of a currency basker; the
rate was US5]l = W J8l.6 on January 31, 1988.

Last Article IV Consulcation

Staff discussions for & supplemental consultarion pursuant to the Principles
and Procedures on Surveillance were held during May LB8-June 5, 1987. The
staff report (EBS/87/134) was discussed by the Executive Board om July 6,
1987.

Staff diseussions were held during May 23-June 13, 19863 the staff also held
the second review under the 1985-87 stand-by arrangement. The staff report
(EBS/86/194) was discussed by the Executive Board on September 19, 1986. This
congultation was conducted after 14 months. The following deciszions were

adopted:

1986 Consultation

I The Pund takes this decision in concluding the 1986 Article XIV
consultation with Korea, in the Llight of the 1986 Article IV consultation
with Korea conducted under Decision Mo, 5392-(77/63), adopted April 29,
1977 (Surveillance over Exchange Rate Policies).

2. [Korea maintains restrictions on payments and transfers for current
international transactions as described in EBS/86/194 and SM/86/230 in
accordance with Article XIV. The Fund welcomes the progressive liberal-
ization by Korea of these restrictions and encourages the authorities in
their determination to remove them as Korea's external position improves.

Review Under Stand-By Arrangement

h Korea has consulted with the Fund in accordance with paragraph 4(d)
of the stand-by arrangement for Korea (EBS/85/151, Supplement 2,
7/15/85), and paragraph 3 of the letter dated May 17, 1985 from the
Minister of Finance of Korea, as modified by paragraph 19 of the letter
dated December &, 1985 from the Minister of Finance of Eorea in order to
review the progress made by Korea in implementing the program supported
by the stand-by arrangement and to reach understandings om suitable
performance criteria for the remaining peried of the arrangement.

e The letter dated July 25, 1986 from the Minister of Finance of Korea
shall be attached to the stand-by arrangement, and the letcer dated

May 17, 1985, with annexed memoranda, as heretofore moedified shall be
read as supplemented and modified by the lecter of July 25, 1936.
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3. Accordingly,

(a) the ceiling on net eredit to the public sector from the banking
system referred to in paragraph 4{a){i) of the stand=by
arrangement shall be as set out in the table attached to the
lecter of July 25, 198&6;

(b} the ceiling on the net domestic assets of the baking system
réferred to in paragraph 4{a)(ii) of the stand-by arrangement
shall be as set out in the table attached to the letter of
July 25; 19863 and

(e} the limits on outstanding disbursed external debt referred to
in paragraph 4(b) of the stand-by arrangement shall be as set
out in the table attached to the letter of July 25, 1986,

Technical assistance

1. STA: A visit to discuss monetary and external debt statisciecs took place
in January-February 1985.

2. FAD: A tax review mission took place in Hay 1983.

Resident Representative

The Resident BRepresentative's office was closed in July 1987.
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ANNEX IIT

Korea! Activities of cthe World Bank

=

During 1980-83, macroeconomic issues were at the core of the World
Bank's dialogue with Korea, with heavy reliance on structural adjuscment
lending. Since that time, the councey strategy has been focused
inereasingly on major sectoral issues, particularly finanecial sector,
ensrgy, agricultural, transport, and urban development policies. The
balance between sector and project lending in each area is influenced
strongly by a judgment on how Bank resources can be used to help the
Covernment implement policy changes.

The first structural adjustment loan encompassed structural reform
programs related to energy saving and improvements in industrial effi-
ciency. Key components of the energy program included adjustmentcs on
retail prices for gasoline, diesel fuel, and coalj studies of electrie
powar tariffs and petroleum product pricing; energy diversification in
the form of liquefied natural gas (LNG); and analyses aimed at indus=
trial structure and building energy conservation. With respect to
industrial policy, the Government undertook a program Lo restructure and
rationalize certain industries, withdraw gradually from investment
decision making at the firm level, and foster competition through fiseal
incentives, and import liberalizatiom.

The second structural adjustment loan continued Eo support the
Covernment"'s comprehensive adjustment program in the areas of industry,
energy, and public sector efficiency. In industry, the program included
import liberalization, reforms im import tariffs, liberalization of
foreign investment, and restructuring of the fertilizer industry. In
energy, the program included measures to improve pricing and investment
planning in the electric power sector;j pricing, taxation, and regulatory
reforms in the petroleum and coal sectors; the introduction of LNG as an
alternative energy source; and the fostering of energy conservation. In
the publiec sector; measures were aimed at augmenting resource
mobilization, reducing budget deficits, and increasing afficiency of the
public enterprises. Both structural adjustment loans are now fully
disbursed and a completion report haa bheen prepared.

The industrial finance loans were designed Lo supporc che
Covernment's long-range program of financial liberalization. The
reforms idre expected to improve resource allocation and raise efficiency
in financial intermediation through enhancing the role of market forces
in interest rate determination, increasing competition within the finan-
cial sector, and reducing the role of the Covernment in credit alloca-
tien. Priorities in the second loan include enhancing the underlying
strength of the commercial banking sector, and constraining the
indebtedness and improving the structure of the debt of the corporate
sector. Measures to influence che price, composition, and quantity of




ANNEX TIII

debt include interest race adjustments and a reduced role of
preferential credit. Measures to provide a more prominent vole Eor
equity capital include incentives to promote shareholding in che
securities markat.

The Bank staff's assessment of progress under the various loans is
that Korea's overall economic performance in recent years has been
impressive. Most major economic indicators, including GNP growth, the
balance of paymentas, price behavior, and the public sector deficit, hawve
shown significant improvement, reflecting both short-term stabilization
and medium-term strucfural pelicies. Overall implementation of the
program of macroeconomic reform has been careful, well-balanced, and
successful. It has been associated with a broad process of libera-
lization in the areas of trade, foreipn investment, and financial sectar
policies. The Government's poliey signala have been consistent and its
actions faithful to the announced reforma. Furcther measures continue to
enjoy strong support Erom policymakers.
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Eorea: lending of the World Bank Group
(A& of December 31, 19E7)

TEFD v Total Fercent Undishursed

et T ==

(In millions of U.5. dollars)

Comml tments
Agriculture and social
development 651.71 3.78 BB 49 10.8 1.3
Education 268,15 35.00 X315 4,8 45,13
Developeent finance
corporat dons 1,266,12 - 1,264,112 19,9 85.21
Industry 454,68 == &4 Bl T4b 33.37
Hlp.ﬂﬂﬂ.m .Il-m == Iﬁ-m D-Iﬁ Z!Eg
Power 33274 - J32.74 Sl I&L.50
Program lending/SAL 725,00 — T35.00 11.4 —
Tourism 24,88 — 26,88 D& _—
Transportation 1,841,75 &7 .80 1,489,539 235 186,47
Urbanization 605.83 - 605, 83 9.6 286 04
Water supply and
EEWETEZE 0054 - 400 5 sl 1047
Total 6, 22944 _1,-" 115.58 _1.-" b, 345,02 i,-" 100.0 B57.42
Repanment 8 2,052,599 11.49  Z,064.48
Total cutstanding
(including undisbursed): 4,989, 52 10, 0% 3,083.61
Commitrents for FY 1987 200.00 - 0000
Structural adjustment loans: A loan of 5250 million, approved in December

1981, was fully disbursed by January 1%83. A
gecond loan of 5300 million, approved in
NHovember 1983, was fully disbursed by
September 1984,

Financial sector loans: A First industrial Einance project loan of
5255 million to support financial sector
liberalization was approved in June 1983. A
gecond loan of 5222 million was approwved in
June 1985,

A1/ Adjusted for cancellation.
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ANNEX ITI

Three reports hiave been completed since 19843
recent economic developments (July 1986); che
conduct of industrial policy (July 1986), and
external liability management (November

1986}, Work on monetary management and trade

strategy in the context of a balance of
payments surplus is currently under way.

As of March 31, 1987, total loan and equity
commitments amounced to 5176.7 million of
which, 5135.8 million has been cancelled,
terminated, repaid, or sold. 56.3 million
remaing undiabursed.

The IBRD has provided cechnical asaistance to
Korea through its standard lending operations
for projects. In addition, che IBRD acted as
the executing agent for a UNDP Planning
Agsistance Project for the preparation of che
Fifth and Sixth Five-Year Plans, and for the
UNDP project for task forces set up under the
IBRED structural adjustment loans.

The final meeting of the Consultative Croup
for KEorea was held under the chairmanship of
the IBRD in Seocul om July 16, 1984.
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Ta: Mr. Heiss ASIAI | Mawmeh 4, 1988

From: ﬂuD- {:Iﬂﬂhﬂtt R

SBubject: FKorea——Eriefing Faper

I attach some comments on this brief that have been prepared
by Ms. Schultze-Ghattass

On the occaslon of the last consultation with Eorea, this
department expressed some reservations with the line the staff proposed
to take in relation to the authorities' medium—-term payments ohjectives.
We 5til]l hawe these reservations.

In particular, we cannot agree with the statement that "the
international community should accept surpluses in the range of
£5-6 billion™ without gqualification. Given that the surplus expected
for the current year is 510-3512 billiom, it will clearly be some time
before it comes down to the range of $5-6 billion: to that extent
the isesue is somewhat academlc. However, v have considerable reser=
vations about endorsing; on a country=by-country basis, mediwm—temm

balance of payments “"targets” that may well be internatiomnally
inconsistent.

Should you find it impossible to modify the brief im accor—
dance with our suggestion, we would appreciate your drawing this matter
to management’s attentions.

Artachment

ec: Mr. Frenkel
Mr. Tanzi
Hr« Francotte
Mr. Gupta
HMre. Junz
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: Offiffr Memorandum

TO: Mr. Crockett HMarch 4, 1988
FROM: M. Schultze-Ghattas J1S¢3-

SUBJECT: Korea--Briefing paper for the 1988
Article IV Comaultation

The main commant on the above brleflng paper concearns the
Eorean authorities' target range for the current account balance over
tha next faw years. The paper supporta the authoritlies' wiew Ehat in
order to allew debt reduction and reserve build-up at a moderate pace,
Korea will have to maintaln current account surpluses in the range of
$5-6 billion over the medium term (p. 6). This argument was also
presented in the last Staff Report (EBS/B7/134, p. 5) and at the time it
was already questionable whether the envisaged target range fmplied
indeed just debt reduction "at a moderate pace” or rather a strategy of
Poverkill.” However, even If the authorities' view was correct at the
au;aet, the situation appears to have changed significantly since mid-
1987,

Apcording to the last staff report (p. 5}, the authoritliea®
objective is to reduce outstanding external debt to %30 billion (20
percent of GNP} by 1991, The current account target of $5 billion in
the medium term relates to this objective. At the same time, the
eurrent account surplus was projected to amount to US%6.9 billion in
1987, and USST.T billion in 1988, assuming an wnchanged world
environment and no further measures to reduce the swurplus. Total
outstanding external debt was expected to decline from USELS billion (47
percent of CNP) at end-1986 to US$A0 billion (35 percent of GNP) at end-
1987.

In the avent, Korea recorded a current account surplus of
US$9.8 billion in 1957, considerably larger than antiolpated, and total
outstanding external debt declined to US$ 35 billicn (30 percent of GNP}
at end=-1987. For 1988, a current account surplus of US$10=12 billion i=s
forecast, and external debt outstanding Is expected to decline to ,
US$28-30 billion (20-21 percent of GNP), the level originally envisaged
for 1991. It could be argued that the Yovershooting® of the current
aooount im 1987 and presumably also im 1988 (since further measures to
reduce the external imbalance would take effect only with a time lag)
nowWw requires a ocorreaponding downward adjustment of the medium=-term
target. It would seem appropriate to mention these Issues In the
briefing paper. It would also seem reasonable to point out that the
external debt, on the staff's medium-term eatimates for the current
gocount, might be totally eliminated by 1991.

As regards the polioy measures that should be taken in order
to reduce the current account imbalance, the esmphasis [s rightly on
market cpening measures and exchange rate appreciation., However, the
briefing paper ls perhaps too cautlious about the rele of flsecal polley




H

in the adjustment process. Givan the extent of the imbalances, It is
difficult to imagine adaguate adjustment withoubt the support from fiscal

poliocy.

It might also be useful to evaluate the possible contribution
that other structural policies might make to the adjustment proceas,
partioularly those that affect the private sector's investment and
saving bshaviar.

cot Mr. Larzen
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& Office Memorandum

TO: Me. Nelsa March &, 1988
FROM: Halen B. Junz Zﬁt‘
SUBJECT: Korea—-liraftc Brief

I am attaching comments made by my colleagues on the above

Yoy, 4%

draft brief. Followlng our discussion, I am satisfied that the general
policy thrust is described appropriately. However, you may wish to take

into account the comments on marketing opening measures and the question
E-.;rl- L T
regarding to allow the exchange rate regime to be openoed

to market forces.

Atcachment

cet Mr. Acquah
Ms. Kelly
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Korea--Comments on Draft Brief

The brief adequately discusses the pertinent issues involved in
Korea. There is no doubt that the most fundamental one is preventing
the emargence of unsustainably large exteérnal current account surplus
with the potential to destabilize domestic economic conditions as well
as engender strong protectionist pressures in partner countries., Given
the overall stance of fimancial policies and someé upward push in wage
costs and inflation, the needed external adjustment must rely logically
on market opening arrangements along with an appropriate exchange rate
policy. The gquestion is to give contemt to this approach particularly
as regards the time frame for implementing the various components of the
ad justment (e.g., tariff reductions, reducing restrictioms, etc.,
footnote, ps 7): To illustrate the point, how soon are the authorities
to remove remaining exchange restrictions, or to shifc to Article VIII
status? In this context, the brief could usefully sharpen ita focus in
the area of exchange rate policy. It raises the issue of "the
desirability of letting market forces play a more decisive role in
exchange rate determination by moving to a flexible exchange rate
regime.” This issue is & critical opre. It would be useful to spell out
the concept of flexibility (p. 10).

The current account appears quite robust and there is a suggestion

that it is unlikely to be dented in the short term, " e lags in
the rea rief seems to accept am
overall payments surplus in a ta illion for 1988

{(p. 6 and Annex Table), a t recommended to the internatia
community as one which-"%would keep debt reductions and reserve build=up
at a moderate pace." Is this target feasible, and in the case of
overshooting what is the implication for reserve and external debt

palicy?

As regards the thrust of macroeconomic policies,; we do feel that
the contribution of domestic demand is mot quite spelled out. For
example, the 1988 budget is designed merely to be "neutral"™ in its
impact, even though the fiscal stimulatiom provided to the econcmy in
the preceding year was only modest (about 1/2 percent of GNP, and
"macroeconomic policies" had moderately expansionary effecta on demand
{p. 4). In light of the apparent difficulties in compressing the
external surplus in the short term, it would seem appropriate to give a
clearer indication of the role that fiscal policy could play in the
external adjustment, albeit without endangering price stability.




On specific points the brief should take inte account the following
COMMEnts.

l. Market-opening

In the area of market cpening measures more precision in the brief
would be desirable. At a general level, the mission should argue for
greater transparency and simplification of the trade system.

In the agricultural sector gquantitative restrictions appear to be
the principal barrier to imports. These include border measures, as
wall as Special Laws (e.g., the Grain Management Law, the Feed
Management Law, etc.) and state-managed trading of most agricultural
imporkEs.

A significant reduction in protection would appear to raquire a
ma jor modification of Special Laws and State Trading practices as well
a3 liberalization of more traditional border measures (QRs and
tariffs). The mission will therefore need to fully understand the
operation of the Special Laws and 5tate Trading practices. In this
raspact the brief notes (page. 7, footnote 1) that the Special Laws have
baen revised; it is not clear, however, whether these revisions involwve
a major liberalizationms

Special Laws also appear to be an important protective device for
manufactured products. Alaso effective protection of finished products
may be increased by the use of tariff gquotas (temporary tariff
reductions for items = mainly raw materials and intermediate products——
in short supply) and the recently introduced localization program (this
provides warious forms of financial assistance, including foreign
currency loans at below market interest rates; and aims co deepen
Korea's industrial structure, particularly in the upstream automobile
and electronics subsectors). Also importers acquisition fees appear to
be almost as important as tariffs in some sectors (e.g., automobiles).
Defense surcharges are also applied to most imporcs. Significant market
opening is likely to require adjustments in all these areas--in addition
to reductions in normal QRs and tariffs.

With regard to the import surveillance list (page 8) the brief
should clarify, if possible; if the more transparent safeguard systes
(vhich replaces the import surveillance syatem and adjuscment taciff)
has already been introduced as i3 stated in footnmote 1, page 7.

2., The comment on the bottom of page 6 regarding "lags in the reaction
of trade flows" to policy changes does not seem to be entirely
consistent with trade developments in 1986 and 1987.

Finally, the brief should indicate that (a) che mission will
colleet information and hold discussions on trade issues that are to be
covered in the comprehensive trade report being prepared by ETR and
(b) "it will ba proposed that the naxt Article IV consultation
discussions ba held on the l2-month cycle."
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Office Memorandum

380 MAR -& PH 1= 1B
TO: Mr. Meliss =

KA
Jil W LI | MERT
FROM: Mra. Ter-Minassian w .

SUBJECT: Briefing Paper for the 1988 Article IV Consultation with EKorea

March &, 1988

I have a few comments on your Interesting brief for the com—
sultation with Korea.

Perhaps the brief would benefit from a fuller discussion of
recent trends in competitiveness——as measured by alternative indicatora,
ilneluding, if avallable, relative export prices, Indices In relatiwve
profitabilicy of exports and domestic goods, ete.-—and of the staff's
views on the Implications of the recent sharp rise In relative wnit
labor costs for competitiveness in a longer-term perspective.

I agres entirely with the emphasis placed in the brief om a
comprehiensive effort to liberalize the economy, in areas such as import
rastrictions, capital controls, the financial system, and the exchange
rate market. Indeed, as close an approximation to fleating as is
feasible in the current institutional framework of Korea's exchange and
financial markets would be desirable, given the difficulty of assessing
the appropriate levels of the exchange rate in the short and medium
term. A more flexible exchange rate policy could probably make an
important contribution to a sustained reduction of the current account
surplus over the next few years, if it was accompanied by a tighter
monetary pollcy and a relatively expansionary fiscal policy. Such a
palicy mix, especlally if supported by the liberalization program
referred to above, would sustaln real domestic absorption while
moderating inflationary pressures (which, as the brief points out, are
baginning to bulld wp, following the wawve of labor unrest and wage
increases im 1987).

The room for a moderately expansionary flscal policy stance
geems to me to be provided by the relatively low level of the public
deficit. Perhaps the brief could indicate more explicltly that the
migsion will discusa the acope and nature of a selective flacal
stimulus, exploring In partlcular the desirabllity of stepping up public

iavestment or of reducing some indirect tax rates, which would help
dampen Inflation and domestlc savings.

ccy Mr. Tanzi
Mr. Talt
Mr. Nasashibi
Hr. Katz
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Frami®
T Mr. Acguah March &, 1988
FROM: Margarec Kelly‘ﬁh&ﬂﬁﬁ

SUBRJECT: Korea — Briefing Paper for the Arcicle IV Consulcacion

The brief correctly scaces chac large "surplus ... are noc
suscainable because they would creace inflacion and discorc che
production structure acr home and incensify proceccionism abroad”

{page 5). Tr furcher noces thar action is required parcticularly im the
areas of marker opening and exchange race policies.

Followling are some apecific commencs on crade issues. In
addicion, cthe brief should indicare chacr cthe mission will collect
informacion and hold discussions on trade issues cthac are cto be covered
in the comprehenaive trade reporc belng prepared by ETR.

i I Markec—opening

In cthe area of market opening measures more precision in che
brief would be desirable. Ar a gemeral level, the mission should argue
for greater transparency and simplificacion of che crade syscem.

In the agricultural secror guancitacive rescriccions appear co
be the principal barrier to imporcs. These include border measures, as
well as Special Laws (e«g., the Grain Management Law, che Feed
Management Law, etc.} and scace-managed crading of mosc agriculcural
importa.

A slgnificant reduccion in protection would appear to require
4 major modification of Special Laws and Stace Trading praccices ag well
ag liberalizarion of more tradicional border measures ((Ra and
carifFfg). The miasion will cherefore need o fully underscand chae
operatlon of che Special Laws and Stacte Trading praccices. In chis
respect the brief noces (page. 7, foornmote 1) chac the Special Laws have
bean revised; ic 1is not clear, however, whecher rhese revisions involve
a major liberalization.

Special Lawa also appear to be an important proteccive device
for manufactured producrs. Also effeccive protection of finished
products may be Increased by the use of gariff gquotas [cemporary cariff
reduccions for icems — mainly raw macterials and incermediace producre—
in shore supply) and cthe recently incroduced localizacion program (chia
provides various forms of financial assistance, including foreign
curréncy loans at below marker Interesc races, and aims to deepen
¥orea's Industrial structure, particularly in the upstream automobile
and electronics subsectors). Also importers acquisicion fees appear to
be almost as imporcanc as tariffs in some sectors (e.g., automobiles).




Defense surcharges are also applied to mosc impores. Significanc markec
opening 1a likely to require ad justmencs in all cheae areas——in addicion
to reduccions in normal QRs and tariffs.

Wicth regard to the imporc surveillance lisc (page B) che brief
should clarify, if possible, 1if the more ctransparent safeguard syscem
(which replaces the imporr surveillance syscem and adjuscmenc cariff)
has already been introduced as is scared in foornote 1, page 7.

2. The comment on cthe borcom of page b regarding "lags in che
reaction of rrade flows™ to policy changes does not seem to be entirely
conglacent with crade developmencs in 1986 and 1987.

3. Finally, T am accaching an arcicle from che Financial Times
(3/3/88) concerning Korea's trade surplus in January 1988,




jumps 20% in January

BY MAGGIE FORD IN SEOUL

SOUTH Korea's current account
surplus for January leapt 20 per
cent, pushed up by a 41 per cent
rise in exports compared with
last year, according _to figures
from the Bank of Korea, the cen-
tral bank.

Exports rose to almost $4bn,
with cars showing a 94 per cent
rise, and electronics sales up 46
per cent. Imports rose 49 per cent
compared with January last year,
with crude oil up 73 per cent and
machinery up 67 per cent. The
January trade surplus reached
$643m, and invisibles boosted the
current account surplus to
$817m.

The figures for the first month
place in doubt government fore-
casts of a current account sur-
plus fr the year of $5bn-$6bn.
Seoul is under severe pressure
from the US to reduce its trade
surplus with Washington from
the $9.8bn recorded last year.

Mr James Baker, the US Trea-
sury Secretary, who visited Seoul
last week for the inauguration of
President Roh Tae Woo, strongly
urged South Korea to liberalise
its markets to imports and appre-
ciate the won currency.

‘Fhe won is appreciating at an
annualised rate of 20 per cent
against the US dollar and some
economists believe that the pace
may be accelerated. They note
that quicker appreciation” could
moderate the inflationary tenden-
cies at present causing concern.

Companies, which are thought
likely to be able to absorb a rise
of between 10 and 15 per cent,
would see stronger effects on
profitability above that level. The
Korea Traders Association yes-
terday expressed concern over
the effect of won revaluation on
small companies, warning of pos-
sible bankruptcies.

Company results, Page 33




INTERNATIONAL MONETARY FUND

March 4, 1988

Mr. Heiss

Korea--Briefing Paper for
the 1988 Article IV
Consultatcion

Attached 1s &8 copy of page H
of the above-mentioned paper, om
which I have written my comments.

e
a Pierre Francotte
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phasing our of the import surveillance list. It will also emeeuraga Che

further ease rescrictlons on overseas investment by Korean residents.
In general, the mission will stromgly argue in favor of a generalized
approach to adjustmenc rather than relief from bilateral pressures

I through specific discriminatory measures, such as incencives to import
from or Eo restrain exports to specific markets.

2. Exchange rate policy

The real exchange rate depreciated substantially between early L9885
and mid-1986, reflecting the pegging of the won to the sharply
depreciating U.5. dollar. Since mid-1986, tEiu link has been loosened
and the won |ppr¢=ilt-r.d mdunttlr lb'j 11 percent) against the U.S.
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prospects, there is a nuud Fur further real lpptm:ul::.m in order to
reduce the current account surplus to the target range of
£3-6 billion. The staff will reach a view on the extenc of furcher

appreciacion, taking inmco account the authorities' incencions on Eurcher
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Sups uith nendepeslt monzy banks - -1 <23 -1 5k -14E - -
ket doeestic assels A LA WY LIS GEM NS a5
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o Tahle §. Horsa: Balance of Paymants Frojections, 1987-88

{In billiona of U.5. dollara!

1987 | 988
EFE [HF
Exports, F.o.b. 45.2 54.0 58.2
Volume (percent changm! 24.6 .2 14,5
Unit valuas (parcant changa! 9.3 B.8 ig.4a
Imports, f.o.b. 38.5 43,0 49.8
o1l 3.5 4.1l 4.1
Volume {(parcent changs) 7.6 163 (5.3
Unit value (percent change! - = =
Non-oil 54.9 44.9 45,7
For domestic use 18.1 25.T 25.8
Uplume {parcent change) 21.6 26,3 I9.@
Unit value (percent change! 4.6 E.5 2.7
For export production 15.8 8.2 28.7
Volume (percent changa) JE.4 T4.1 5.3
Unit value {percent change) 4.6 6.5 §.7
Trade balance Tl E.0 B.4
Bervices balancs #.8 | .@ 1.7
Tranafers balanca l.2 .8 1.8
Current account 5.8 7.8 Fiad
fasumptions
Amal GHP 12.2 B.9 g.a
Real doemestic demand 8.2 B.E |/ a.a 2/
Foreign demand 3.8 2T
0il price ($/barrall 17.8 17.8 1 7.8
LIBOR T:B 7.5
Won/sUSE g22.5% T49,8

[/ Excludes inventories.
2/ Ineludes inventaorias.
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Table 2. Korea: E=xpart Projactions, 1987-8BE

1387 1988

EPB IMF

{in billions of U.5, dollara)

Total exports, f.o.b. 46,2 54.0 £8.2
New Bxports 8.3 8.8 8.5
Othar sxports 27.8 44,1 477

(Pargant change!

Total exporta 36.2 16.9 26.8
Wolume 24.6 A.2 f4.5
bnit walus 3.3 B.08 18.8

Kew exports B1.8 19.2 26.5
Vel ums dB.1 18.4 i5.4
Unit valus 8.3 8.9 18,0

Other exports 31.6 16.4 25.8
Volums 28.4 Tt [ 4.4
Unit wvaluse 8.3 B.& 18.@

Hemorandum itemsa:

Hicrowave ovens 43 i e
UTHs 62 i4 25
Magnetic tapea 14 @ 1@
Computers 58 32 32
Cemiconductora 45 4 4

fAutomobiles a5 24 )
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Tabla 3. Koresai: Export VYoluma Projesctions, |1986-88

Export Percant Expart Parzant Seasanal
Ve lume Change Ualums Changs Factarsa
Indasx (1% Indas (2
198@=108 Sama poariod Seasonal Iy Preavious
year ago adjusted period
| 385 203.4 26.6 282 .6 2.2
a1 165.5 19.8 182.2 E.8 5a.9
a2 282.2 e5.8 198.8 8.7 1@az.1
Q3 214.0 28.4 ca8.7 G.4 182.5
Ge 2431.8 0.1 221.8 B.2 | @4.6
1587 253.0 24.4 r52.3 24,5
@i 211.7 eT.8 233.2 5.2 9.7
b 253.9 Z5.6 £48.6 G.& 1az2.2
a3 £68.9 21.9 2a4.7 iy 1az.4
r2d 285.4 23.19 2712.8 7.1 104.7
1988 ZBB.6 14.1 288.6 14.4
@1 260.3 23.0 286.9 5.2 9.7
a2 291 .8 14.8 £85. 4 -a.5 1aZ2.2
Q3 294.9 13.9 787.9 2.9 182.4
[#1 3a7.7 7.8 294.08 2.7 84,7
Export valus (USE mn. } (Parceni changa}
1887
Jan. 2,83
Feh. 2 .9ez
Mar . 3,574
an 2. 387
1988
Jan. 3,825 38.6
Fab. i @94 LN B |
Mar. (assumsd) 1/ 4 825 15.4@
Qi 12,844 8.0
Umit value 12.3
Vo luma 22.8

14 First |5 days of Harch, estimated increase in export valus is 36.7 per-
gant,
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Table 4.

(323788 UT

Korea: Export Unit Valus Projection, 1987-88

(Perceant change, wunless otherwise indicated)

18987 | 988
Esport unit valus {in U.5. dollar) - e 1a.8
Us®/won rate T2 8.8 17
Export unit value (in wan) 2.8 1.4 Z7
Production cosis -&.4 3/ £.1 3/
Umit laber eo=sts a.7 Tl
Waga 11.6 18.8
Productivity 1@.8 4/ a.a
Importied inputs =g . e
fin U.5. dollar} B F 9.7
Domestiic inputs 8.3 4.8
[WPL)
Unezplainad 2.a -
Memorandum items:
Wonidallar rate B2Z.5 T49.9
Export unit value of competitor
industrial countries T.8 1a.a 5/
WED world trade prices
Hanufacturars 12.8 B.@
o1l ZB. 3 —
Non—oil primary commoditlies 3.5 9.3

|
2/
3/
= B
4/
5/
value
based

Aasuma BE percent pasathrough.

Assum=d passthrough 35 percent.

Assumed weights for labor costs (.481, imported Lnputs
and domestic inputs {(.3).

Korea Productivity Center index.

WED projection of @ percent increase In esport unit

of compatitor industrial countries (export weighted! fa
upen a 4 percant increase in export unit wvalues of

industrial countries in SOR terma and 6 percent depreciation
of the dollar vis-a-vis the SOR.
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Table 5. HKorea: Import Projections, 18987-88

| 1987 | 988

Total imports, F.o.b. 38.5 3.8 49.8
oul 3.6 4.1 4.1
Nomn-ail 34.9 44.9 45,7

Domastic use 181 25.7 25.08
Export productiiom 15.8 19.2 8.7

Import value 28.7 27.3 29.3
Volunma 2Z2.4 281 18.7
Unit wvalue E.a .8 8.9

0il wvalue 18.6 15.3 15.3

Valums =7.6 15.3 15,3

Unit wvalue 18.7 - ol

Men=-oil wvalua 2.1 28.7 3.7

Volume 25.3 8.8 19.2

Unit value 4.6 B.5 8.7

Domastic usa valua 27.2 34.B I8.6

Waluma Z1:E 26.3 i8.A

Unit walua 4.6 6.5 3.7

| Expart productiion JB.5 21.5 3a.9

Voluma 3Z.4 1.1 8.3

Unit wvalums 4.6 6.5 8.7

Assumpt Lons:

Elasticity af lmport volume {domestic

use ! to domesfic demand 1.B | . @

Elasticity of import voluma (axport

production! to axpert volume .3 1.3 1.3

Policy factors (USE bn, ) 2.5 2.8

Liberalization l.@ 1.5

Financing 1+B B.5

r

L)

14 Assumed elasticity with respect to real GNP = B.7 plus restocking which
increases volume by an additional B.3 percentage points.




thBkrT [(3/23/788) WT

Table 6. Korea: Servicea Account Projections, 1987-88
iImbillions of U.5. dollars}
1987 1988
EFB IMF
Receipis 8.1 ih.d 118
Freight and insurance .8 3.2 S8
Invasimanit income g.8 1.8 1.8
Overseas construction | .8 B.5 g.5
Traval 2.3 2.8 2.H
Transportatlon Q.5 ==L == 1/
Ot har 3.3 3.9 3.9
Faymants 9.2 1@.4 in.2
Freight &and insurance B.B 3.6 F.7
Investment incoms X.B Z.8 1Pk |
Travel B.7 1.3 2.8
Transpertation 2.2 - 1F mm ] f
Othear 1.8 2.5 2.3
Dverseas construciion a.2 @,2 Q.2
Mat servicas g.9 1.8

14 Included with freight

and

LNSUrancs .




Table V. Korsa: [ngact of Liberalizstien, Tardff Cuty aed Missscing of [roorts

{la nillioes &f IL5. dollsrel

Pred,
W3 199 %S 1M 1Y 1M

iIn 1993 prices)

B. Ectual nar-ed] inporis deseslic (| e S R 1 N 1 T 1
uge (e.laf)

B, Estirgted nos-afl irporis doeestic use 11336 1DM45  1H 139 183 1EWD
ul theut messeres g 00,0 1/

{In current priges) 2/
L. Betsal narail inporis daestic BUE i e | F | H 5
use (B.daf.}

0. Estisgted nas-uil irporis dosestic wse 0138 12008 12W1 1338 1548 1B
uliheut seasures (eai.1.) 17

L. Inpact of neanres iL-0) - - B 1 WX
(aceunuladed flaus)

[. fonal 1npact of measares il ™ M I 9

mEmE e =z anam

1F Remumes Lhst dhese isparts grow st ihe sene rale as real deeesiic demand, thafl {5, &ssunes an
inporf elasticity egual ta me.
&F Ry A, md B, reflated by non-ed] inport anif walees,



Table B. Korea: HMNational Accounts 3528 g

1985 1986P 198Y¥ - I89BE IMF 1988 OffF.
I Exp on GOF (1988 prices

Final sansumpiion 37191.8 398B8.5 4ZBBE.Z 4B311.8 A4E311.@

Houssahold F16T6.3 33657.8B 3FERER.5 3BBTT.EB

Priv. non=profit inst L 486.7 442 .8 482 .4
Total privais Fi04E.4 32BE4.5 3ESIZ.1 3E3ER.2 3936R.°@
Canersl Bovernment 5145.2 ERIE. R 3741 REE] .8 E8E1.D
Grose capitel formation ITFES.1 18839.5 IZ487.B ZS56500.9 Z5EE4.Q
Brosas fixed capitel form 17355.7 198953.4 22643.7 I5708.0 Z24884.0
Inerease in stocks 134 =311.1 =186.1 5Q08.8 1858.8
AGEREBGATE DOMESTIC DEMAMD H48588.7 S58328.8 BS373.8 7T1911.8 T2i65.0

Exports of poods & service 20279.5 2S6B2.7 31834.6 3E285.2 34478.0
Goods 16637.9 Z180E6.7 IZ6@Q8.37 29779.5 ZBB11.B
Services F541.6 4574.8 EBZ2E.3 BE5@5.5 GB4E7T .0

Imports of goods & sarv 28124 .1 2Z3B55.8 28612.7 3J3B69.8 JIIT43.0
Soods 16785.8 IBZB9.1 2Z24487T.8 2B97L.@ £93594.8
oervices s J565. 5 #7904 .9 4896.9 4348, 0

Statastical discrepancy -441.T 14.3 =aHY .2 a.a 2.8

Expanditure on GNP Bd6ET4.4 Gl1166.4 GT7A86E.5 T432T.08 TIEBB.08

Met factor income =19569.8 —I18f6.6 —ld4563.6 —1135.8 —T@54.8

FLF He7@5.4 EI288.8 GELAZ.8 T3192.8 TIES58.@

Mominal BMF ToB43 .8 'BIR33. P BE9E5.8 1T1BEEE.S

GMP deflatar £.1 e e 5 | 4.8

2 RATES OF CHANGE 1865 18EEF 198TF 18988 IMF 1988 OFfFf.

Final coansumption 6.7 #.1 BB g£.0
Househola B3 Tt 7.8
Priv. nan-prafit insi g. 58 H.8 q.@

Tatal private B+& i i T 8 ¥.8
Gamnaral Gavernmeni B3 155 3.1 .1

Gross capital formation 18.5 4.5 153.8 I5.d
Gross Fixed capital form iI5.8 135 18.8 H.5
Increass in stachke

AGEREGATE DOMESTIC DEMAMD 7.5 8.2 19.8 a.4

Exports of goods § services IE.E 2.8 4.8 .3
Gocds 2E.3 238 14.5 il
Services 26,4 Z24.T LT 11.8

Imparta of goods & serv I18.6 19.9 18.4 7.8
Goods 8.9 ZA.3 18.7 B.4
Services 6.9 i7.8 16.5 .4

Statistical discrapancy

Expenditure on BOP 1.8 112 -~ T

Met facior income —£.7 -2Z.E -21.8 7.8

GhF 12:5 | i 18:8 2.0
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HKarsat Exchange Rate fAssumplions, 1987-88

1887 | 588
Hon/dollar avaragsa B22.5 749.8 1/
{parceni change ®/won? T2 2.8

(Parcant change, annual

average |

CORAwan (1) 2 02D =2, 7 4.0
&/uon {11 T.2 §8.8
H/50R | ig.2 E.B

Real effective rate (CPIL) =1.@
CPl Kores L B.@
CPT industrial countries 3.0 3.4
Unit labor sost Kores 3.3 12.8
Unit Labor cost indusirial countries =R.3 a.8
Export unit valus Koreas g3.3 11.8
Export unit valus industrial counicies E.q 8.8

1/ Implies quarterly valuss of!
1 268 g1 2 a3 a4
HonlUsE TEE TE@ T4@ TAQ



tbBkrE (3/22/88) WT  CORBECTED: Table 3 of memorandum of 3/3/BE on "Comparison
of fctual and Projectasd Current Acccunt 1887"

koreat 1987 Trade Projectilon Using Actual Data
for “Independent Yariables®" , 1986-B7

i 986 134y
Supplemsental Aevised Eatimated
Consultation PFrojection Actual
Projection with Actual
Dats

iin billigna of U.5. dollarsl

Export valus 33.9 43.5 43,4 46.2
Imnport value 259.7 38.7 38.48 38.5
0il 3.3 4.4 4.2 3.8
Mon-oil 6.4 34,3 34,8 34 .49
For domestic use 5.8 1/ 17.8 8.3 19.1

For esport production ol T 18,5 i&.5 i5,7

Export valus 28.2 .9 6.2
Volume 28.4 17,1 24,6
Unit valus E.5 e 8.3

Import valus 38.3 21.3 28.7
Valuma 18.3 23.5 22.4
mit wvalua - b.3 .8
0Ll impart valua 85,1 28.8 8.6

Usalume T.M 8.5 =B
Uit walus 26.8 8.7 19.7
Non-ail import valus 297 - | 32.1
Volume 21 .2 26.5 26.3
Unit valua 7.8 4.8 4.6

Imports for domestic use 25.2 22.8 272
Yalume 1B.1 16.6 21.6
Unit valua 7.2 4.8 4.8

Imports for export produc-

tion value 37.5 45.@ 38.5
Valume £28.5 39.6 32.4
Unit value 7.0 4.6 4.6

fissumplionst
Real GNP 8.8 12.2 12.2
Reaal domeatic demand 8.6 a2 8.2
Foreign demand 2.4 3.0 3.8
0il price (&/barrel) e 17 17

1/ Data revisad. At the time the supplemeantal consultation projections were
made, imports for domestic use were $14.4 billion and for export production
£12.8 billion,
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Korea: Indicetors of Competitiveness 1/, 1875-B8
Information Relative Relative Relative
Hotice Unit Labor Mormalized Export
Indax Costs Unit Labor Lnit
Costs Valuas
iPercent change. end of period)
1879 15.6 I5.8 5.8 i
i58a =12.3 =32.7 31 .2 -18.5
1881 d.l 2.2 2.5 a.4
1982 1.3 1.1 8.5 -B.7
1983 -4 .8 =5.7 -8.B -@.1
1984 1.8 5.8 8.5 B.l
1885 -15.8 -16.9 =T o -7.7
1986 -8.9 -15.8 -13.08 1.5
1987 -1.8 1.6 13.:3 3.1
ifergent ghange, pariod average)
1979 5.6 TT B.l
1988 -16.B -1B.5 =& @
1981 4.4 =15 =H.5 -8.2
198z 2.4 3T =1 & =2
1983 -3.8 -5.4 -5.2 -1.8
1984 -1 .4 -1l ~-3.5 3.8
1985 =B.7 =18 =6.7 -B.4
| 886 -16.6 -23.8 -20.7 6.2
18987 -1 & -3.5 8.7 2.8
1888 Jan. a.8 2/

I¥ Increase is appreciation.
2/ December 1387-January 1988,
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Table 3. Korea: HReal Effective Exchange Rate, Rolative
Unit Coats, {Horea Productivity Center Productivity Index)

1960 = 108
Ralativa Unit Costa Amal Effectiva Raia
1968 186.0 18@.8
a1 183.5 113.5
a2 1823 186.8
Q3 997 97.2
Gl 85. 8 B6.E
13961 85.8 BE.1
il a7.a 86.7
(1 F B2 BE. T
Q3 86,7 B1.8
4 861 g6. 4
18982 8.7 91 .4
a1 121.5 83.1
Q2 86.7 HE.H
Q3 12a.8 Hd .2
Q4 85.7 EG9.4
| 583 H58.8 BE.4
al 188.6 9.2
P g3E.3 HE.
Q3 50.4 BB.1
4 g8e8.8 B4.3
1984 23. 8 BS:.5
7] 1a1.2 88.3
Gz 86.08 B1.7
i3 58.0 85.5
Q4 181.1 EE.5
1985 183.6 g3.8
al 182.3 H50.7
Q2 187..1 83.5
a3 ias.2 B1.5
Qd 181.6 T3:8
1986 97.@ B63.49
21 1ag.1 9.3
a2 95.5 BZ.9
63 86.6 1.2
04 5.8 B2.2
18987 5.1 63.E6
ot 96.@ E1.8
G2 92 .8 E8.8
a3 98.6 E5.1
G4 183.2 E5.4
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Table 2t HKorea: PFeal Effective Exchanges Aate

Mormalized Relative Unit Leabor Coats, |1SB8-87
findex 1896@ = 1@@1

HNormalizaed Raal

Relativa Unit Effective

Labor Costs Rat=
1928 56.3 96.T
Qi 85.2 194 .4
Q2 8E.T 188.2
a3 B6.8 B4 .4
Q4 BH.5 B7.9
1981 (@2, 4.8
Q1 5.9 B9.3
{11l 1@l .8 93.5
Q3 Ia3.8 87.8
04 [@Z.6 g5.4
1982 | 8E .8 a8, 2
Qi 104.7 95.8
Q2 a4, 2 85.E
a3 1@av.2 iaa. |
Q4 Fag. |l 181.@
1983 112.8 7.8
a1 88,7 897.3
Q2 12,3 88,4
a3 3. a 598.8
Ga 1131 95,8
1384 I 14.5 58.8
g 113.8 q7.1
a2 F13.7 96.8
&3 14,3 99,8
Q4 [16.1 e .7
1985 118.8 9. 1
a1 . igl.4
g2 122.8 i@t .9
Gz [1E.F 93.5
J4 128.5 87.5
1966 [28. | T3.1
al R 81.6
a2 119.6 78.8
Q3 121.8 77.8
a4 [21:5 7H.8
1987 128.3 83.1
a1 [2@.4 76.5
Q2 122.1 T7.4
a3 12641 83.2
Q4 [44.4 95. 3
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Tabla 1: HKorea: Real Effective Exchange Rate
Relative Unit Labor Costs, 198887

Llndex 1380 = 18@)

RAelative Unit Amal Effective

Labar Costa Ratia

1584d 1@a.4 i@a.a
Qi I63.39 114.8
g2 84 .B 8.
Q3 ial.a 59.2
Q4 1@l .2 BZ. 2
1981 qH7. 2 89.5
a 7.4 B7.1
g2 52.9 BE.3
0z 5.4 g1 .5
Q4 182 .1 4.4
182 lae.2 iga.2
at 164.7 95.8
Q2 l@a4 .8 96 .1
Q3 12,1 184.7
Q4 EEl.] ia3.8
i883 15,2 18@.7
al Ita.6 181.6
Q2 116.1 B, )
(W | 1E.8 181.5
Q4 14.3 ar.E
1984 FE3. 1 97.7
Qi i,z 94.9
Q2 11a.l BE.7
Q3 114.8 H9.5
oa PER.2 182.86
1 585 127. 3 182.3
Qi 11e.5 1a5.a
a2 154.2 112.1
o3 FET.2 ga.5
Q4 28,2 83.8
1386 123.4 B1.3
Q1 121.1 83.9
G2 122.3 Bd.6
| 03 124.8 79.2
04 125.4 B1.4
1887 I39.8 B9.7
Gl |28.8 B1.8
Q2 I51.8 B3.1
G3 4B, 2 BE.5
a4 153.3 7.4
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Eorea-——1988 Article IV Comsultatiem

fAgenda for Polley Mesting in Intermnatiiconal Financa

Mednesday, March 23, 1928 at 18:98 a.m.

1% Exchangs rate policy, developmants in 1887, future

exchange rate policy, floating exchange rata regima.

B Foreign axchanga contrsla, plans for liberalization,

impact on payments.

¥, £ Intarnational capital market policies:
- avarseas itnvestmanti

- faraign tnvesiment.

. Extarnal dsht managament:
= plans for prepayment of public sactor debt:
- plans far prepaymant af debt by Tinancing:
institutlons and nonbank private saciori

= chjectivas for reducing debt in medium term.
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Korea==-1988 Article IV Consultation

Agenda for Poliecy Discussieon on Fiscal Mattars
Friday, March 18, 19883 at 4:48 p.m.

1= Revenue davelopments in 1987 in relation to the origimal 18987 budget
projections {Table IV-2, page 128 in the 1BBE Answers to the Questionnairel.

2 The incresse in the sffactive import duty rate in 1987; the impact of
the reduction in the duty on petroleum imports from 24.5 percent to 10 percent,
83 well #s changes in duty rates on aother products.

3. The impact of the reduction in excises on consumer durables in 1887.

4, Preliminary 1387 budgetary outcoms (Tablesa IV-1, p. 1271 Table IV-3,
ps 1289 and Table Iv-4, p. 130},

5. MNew tax messures in the 1988 budget reveanue projections for 1988.

. Incentives to saving in the tax syvstem.
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Teples for Technical Hesting on Economic Hanagement
and Balance of Payments

Friday , March 18, 1988, st 3:8@ p.m.

Macroeconomic projections for 1988 and in the madium term (@®.Q.,
growth, inflation, current account).

. Quantitative estinates of effects on exports of incraase in wages.

3 Quantitative estimates of effect on current account of racemtly
anncunced measures to deal with the current account surplus.

il Targets for domestic savings and investment in 1988 and over the
medium term. Polley measures underlying thase targets,

5. Target for eaxiarnal debi reduction and external ressrves in 1588 and

in the nedium term.
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I,

I1.

Korea——1988 Article IV Consultation

Topics for Discussion——Honetary Sector Developments
and Policlies

Friday, Harch 18, 1988 at 18:9® a.m.

Begent Develooments

Monetary fAgoregatas
= pPeviations af actual from targel values in 1587,
= Income velocity and demand for monetary aggregates.

— Ceilinge applied to the issus of CD's.

2. Developments in the Financial Markets.
= Interest rates of domestic financial instruments and local cradit.
= Sscondary market for monetary stabilizationm bonds.
= Compariz=on af formsal and informal market intersst rates.

&. Activities of foraign banks.
= Forward axohange markets.
= [Domestic and forsion interest rates and private international
capital flows.

i, Prajections far 19B8B: Targets and assumptions.,
= Monetary aggregates:! [Domestic cerediti and nat foreign asseis,
= Interest rates.

Policy Messures

Massures to control the expansion of liguidity.

= Domestic credit restraints BOK rediscounts minimum reserve
raquireanents.

- Honetary stabilization bonds. Type of instruments.

= [Controls on International capital Flows.,




Controls on interast rates,

- Extent and affectivensss of the controls on the interest
= Rationale for the interast rate lavel selected.

= Restrictions on the allocation of credit,

- Restrictions on tha issus of fipancial instruments.

rates.
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Karea==-138E Article IN Conmsultatlon

Aganda for Meastina on Budast Paliew
Thurasdav. March 17, 19688 at 4148 p.m.

Is Macroeconamic garametaers and objectives of the 1388 budgst.

2. Revenue projections for 1988 in lighi of the higher thamn budgeted
ravanue in 1987,

3. Prioritias in the sx<panditure program--the introduction of a peneion
Echeme Bnd & minlmum wage, and the plan to extand the coverage of the
national heallh imsurancs.

&, Wage policy and empleyment im the public sector.

B§. Plans for prepayment of external public debt.

B, Debt servicer finanmcing of the 18BE budget deficity the budgetary
tnplicatione of the exchange egualizaticn bondss the functioning of the
Fiscal Invesiment and Finmancing Special PAccount (FIFSA).

7. Foreign aid: existing program, plans for expansion, budgetary
impact.

8. Thae role of budgetary palicies aver the medium ferm in resrienting

the structure of production toward domestiic demand.
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Questions for Technical Meeting on Internaticnal Finpance

Thuraday , March 17, 1888, at 2:38 p.n.

Develognents

l. Please discuss the substential increase in receipts on travel and tha
large posttive entry of errors and crissions in 1987,

) Pleasa discuss reasons for the net inflows on account of nondebt
related assat transactions, particularly asport suppliere' credits,

L Flease discuss Ethe early repayment of external debt in 1387 and the
plans for 1988 and beyond.

i. Flease diecuss the sarly repayment of exterpal debt by the private
sgclor, Plaase discuss the utilizaetiion of the Bank of Korea's foreign currsncy
loan schempa and any plans o hasien debt repayment by the private seactor.
Eolicies

S. Pleasse discusa recent changes in controls on invisible payments and
currant plans for further relaxation of controls.

E. Plaase diacuss recent changes in the pelicy regarding overssas
investmants by Korean residents. Are there any plans for changes in these
policies?

Ts Flease discussa recent changes in policies regarding other capital
inflows and outflows. Are there any plans for further changes?

B. Please discuss the current policy with respeact to the axtension of

ghort-term trade credits, and any plans for changeas in thease policies.
a

-

g. Pleasne describe the operations of the forward exchange market.




18. Pleasm prowide debt searvice projectioms through 18892 for the stock of
outstanding debt at and-1987, assuming no new borrowing. FPlease distipngulsh
amortization payments above and below the overall BOP |ina.

1. Please provide projections for the capital sccount for 1988-92.
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Questions for Technical Meesting on Labor Hatiars

Thursday, March 1T, 1988 ai 19:88 a.n.

% Please provide & table on man-days lost per annum a8 & result of work
stoppages during |982-87.

- Plesse provide a table on wage increases by major salegtad ssctors
after labor disputes in 1987, HKindly axplaln the ssiimate of 18 percent
nominal wags increoase for 1887 and B percent carryover for 1988 (seems to be on
low sidel.

3. Please astimata tha relative coniribution of lower growth, higher
wages , and increased automation to the astimate of 3.7 percant unemployment in
1988.

4. Plaass update Table 1I-2 on wages and labor productivity as much as
possible,

.y Pleass provide setimatas of tha likaely import of minlmum wags
legislation on wapas and amploymaent.

E. PFlaasa update tha tabla on labor costs of anterprises an page 56 af

tha printed answer to guestlonnalrs.
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Guestions for Teachnical Meating on Trade HMattars

Wedresday , March (B, 1888 st 11:00 a.m.

Irade developments

| Pleass discuss resasons for the substantislly larger growth in tha
volume aof exports and imporis in 1987 compared with projections made during the
supplamental consultation in May 1987. Please discuss tha performance of new
gxports in 18987 compared with projectlions.

. Please discuse devalopments in export wnit wvalues ip 1987 and 1BE3.
What 13 the cutlook for the trade balemce in |388.

3, Flease discuss any guantitating estimates of the affects on the trade
balance oft (1} changes in the real affective value of the won, (2} ehangeas
in protectionist measures, and (3 Korea'"s trade liberalization program.

4. Please discuse developmenis in the competitfivaness and profitabililby
of export industries. Pleass provide any guantitative estimates of the impact
of the inorease in wages.

b, Flease discuas developments in import penstration in Korea, e.g., ths
proportion of imports in domeatic demand, and im major product categories
fte.g., agriculture, manufacturing, major manufactured products}

B Please provide dats on crude petroleum imports (f.o.b.}

1383 1384 1986 1336 1387
Value 6572 5,TH .
Volume (barrels mn.) 182.8 188.7 188.3
S/barral ZB.8 0.0 28.7

Flgase provide guarterly import values for o1l and non-cil imporis far 1383-87,
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Guestions for Technical Mesting on Mational Income
ficcounts and Prices

Wednesday, Harch 15, |38 at 12:8@ a.m.

fi.  Mationpl income accounts

1. Please provida 1987 data in the following questiennaire tables:
Tables I-1 to Tables I-3, household savings, composition of private
consumption, increasa in stocks, gross capital formation. Plase comment on
main developments im 1987 (Questions I-1 to I-31.

s Plaasa provide 1988 forecasts for Tables I-f to Tables 1-3. Pleassa
provide kay assumptions For these forecasts (Question I-4). Please commant on
the sustalnability in the madium term of the 1987 savings rate of abeut 3B
parcant .

. 1 Pleasa provide estimates of GNP potential growth and underlying
methodology (Question I-T).

4. Pleases complete Tables I-B to I-12 on mnufacturing production and
discuss major developments in 1987 (Question 1=9).

5. Pleaea provida datalls on the utilization of special foreign curreancy
loan system {amounts, fvpe of imports, source of imports) for 19B7, so far in
1988, and projsction for whala af 1988.

B. Please proavide more specific detail an major industrial pelicy
maasuras takem since beginming of I987. Please describe the Taras and amounts
of technical asaistance, financial support, and tax incentives extended.

T Plaase a<plain the wids range in the valus af projectsd new overaesas

contracts for 19BE (Table I-141),




B. PErices

R Please a=splain the impact on food price increases in the last guarter
of 1987 of flooding and wage increasses in Seplember—-Octiocber 158B.

2. Please list reductions of indirect and import taxes in 1987 directed
to lower price pressures.

&y Pleasa describa meihodology underlying 1988 forecasts of 2-3 percent

for WPI and 4-5 percent for GFI.
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KOREA

Questionnaire for the 1988 ﬁrticlu IV Consultation

I. Beal Sector Developments

Mational accounts and economic plan

1. Please provide two copies of the latest issuea of the Economic

Statistics Yearbook (BOK), Wational Income Accounts (BOK), Yearbook of

Labor Statistics (MOL), Financial Statements Analysis (BOK), Flow of

Funds Account in Korea (BOK), and Annual Beport on the Price Survey,

Please provide five copies of the Economic Management Plan for 1938

(EPB) and Monthly Statistics of Korea (EPB).

2, Please revise and update with annual data for 1983=87 Tables I-1
and I=2 on gross national product by expenditure and by industrial
origin. Please revise and update with annual data Table I-3 on
investment and savinga.

3. Please comment om the developments during 1987 in major expenditure
aggregates. In particular:

- Household and corporate savings and factors affecting them.

b. Composition of private consumption.

C. Investment and factors affecting it, particularly for export
production; alse, please provide data on investment by industrial
sectors.

d. [nventory accumulation.

&, In Tables I-1 to I-3, please provide projections for 1988

(Tables 1-2 at constant 1980 prices). Please comment on the underlying



asgumptions regarding demand conditions (extermal and domastic),
investment (private and publie), savings (private and public), and
prices. » =

5. Please provide, if available, input=-output tables (including any
derived tables) of the Korean economy.

f. Pleage liat the concrete measures taken to stimulats domestic
demand under che April 1B, 1987 announcement and assess their impact so
far.

7. Please provide estimates of the potential growth of GNP for
1988=-92. Please explain the methodelogy used in estimation. Kindly
provide copies of techmical studies (either in Korean or English from
BOK, EDI, KIET or other research institution) which estimate a potemtial
growth function for Korea.

Sectoral developments

8. Please revigse and update (including projections) Tables I-4 and I-5
on agricultural output and the foodgrain management program, and discuss
developments in 1987 and prospects for 1988. Please list agricultural
policy measures introduced since the beginning of 1987.

9. Please revise and update Tables I-6 to I-12 on manufacturing
production. Please discuss the outlock for the manufacturing sector in
1988 and 1989, Also, please discuss developments in major industries,
particularly regarding capacity utilization and profitability, and

factors underlying chem.




10. Please list major industrial policy measures taken the beginning of
1987. Please describe in detail their purpose, the mechanisms invelved,
and effects obzerved so far.

11. Please revise and update Tables I-13 and I-14 on domestic and
overseas construction orders. Please comment on developments in 1987
and prospects for 198B=B9. Please list policy measures introduced since
the beginning of 1987 that affect domestic and overseas construction
Activity.

12. Please revise and update Table I-15 on petroleum importa, exports,
and production and Table [-16 on energy consumption by source and by
usa, including prejections through 1989. Please review developments in
the energy area, indicating any measures taken since the beginning of
1947.

13. Please revise and wpdate Tables I=17 to I=-Z1 on domestic prices for
eleccricity, petroleum products, and domestic coal, and on the nuclear
power plant construction program. Please comment on recent developments
in energy prices. Please list changes in the tariff and variable levwy

on crude oil imports since the beginning of 1987,

IT. Employment, Wages and Prices

1. Please revise and update {including projections) Tables II-1 and
II-2 on employment, labor force labor productivicy, wages, and income.

Please comment on developments inm 1987 and prospects for 1988-89.



2: Please update with latest informatiom II=3 and II-4 on average
earnings and number of days worked in mining and manufacturing
industries, and average househbld income.-

3. Please describe steps to be taken towards che establishment of the
national medical insurance, pension, and minimum wage systems in 1938,
Please provide, if available, data on nonwage labor cost Eor L980-87,
together with a comparable wage cost series.

4 Please revise and update Table II-5 on price developments. Please
comment on price developments in 19B7 and prospects for 1988 and 1989.
Please assess the effect of exchange rate changes on export and import
prices, wholesale prices, and consumer prices. Please describe the
methodology used to forecasc CPI, WPI, and the GDP deflator.

5. Please list the changes in major publicly administered prices since
the beginning of 1987. What were the contributions of changes in

publicly administered prices to the CPI increase inm 19877

ITII. Money and Credit

1. Please provide five copies of the latest issue of the Bank of

Korea's Monthly Bulletin and Principal Economic Indicators. Also,

please provide two copies of Financial System of Korea (BOK).

2a Please revise and update the attached Tables III=-1 ta [II-& an
monetary survey, financial survey, NBFI's survey, and reserve money.

3 Please review and update attached Table III-5 onm issuance and
redemption of CDs. What are the current ceilings, if any, on the issue

of CDa and applicable interest rates?




&, Please comment on recent developments in money, quasi-money,
liquidity, foreign assets and liabilities; and the major components of
domestic credit. Please discuss developments in income velocity of
broad money and the factors affecting the relative growth of bank and
nonbank deposita. Also, please explain the reasons for the movements
during the past year in the reserve money multiplier with respect to
broad money.

5. Please discuss the issues of liquidity growth caused by the
improved external accounts and the measures taken and/or plans to deal
with this problem.

G Flease update the attached Tables III-6 and III-7 on imnterest
rates. Flease comment on the appropriateness of the present level of
interest rates and discuss measures taken and/or planned to liberalize
interest rate policy further.

Ts Please provide quarterly data on interest rates in the unorganized
money markets since 1985. Please describe any major changes inm these
markets in response to monetary policy generally.

B. Please list policy measures taken during 1987 and 1988 to influence
monetary and credit conditiomns.

9. Please update the attached Table III-B on domestic credit by
financial imstitutions, and describe measures taken since the beginning
of 1987 affecting the activities of nonbank financial institutions.

10, Please update the attached Table IIT-9 on the allocation of

directed credit and comment on developments in such credits during 1987,



11. Pleage update the actached Table III-10 and III-11 on the
dctivities of the MNational Investment Fund and the Maciomal Housing Fund
and comment on recent and proposed activities for these two funds.

12. Please update the attached Tables III=12Z to III-18 on the
securitiss markets and comment on recent development in these markecs
and on measures taken and/or plannaed to affeet these markets. In
particular, please describe the impact of the decline of stock market
prices abroad in October 1987 on stock prices in Korea and the economy
generally.

13. Please update the attached Tablea I[II=19 to III=22 on foreign bank
branches in Korea and foreign currency loans.

14. Please update the attached Table III-=23 on Bank of EKorea swap
transactions.

15. Please discuss the financial liberalization measures taken during
1987 and their effects on 1987 and plans in this respect for 1988.

16. Please update the attached Tables III-24 on bank credit extended to
special accounts, budgetary funds, and government invested enterprises.
17. Please deacribe policy towards nonperforming liabilities of ailing
companies to banks and progress made in 1986 and 1987 towards enabling

stronger firms to absorb these liabilities.

I¥. Public Finanece

1. Please provide two copies of each of the following publicacions:
B Summary of the Budget for fiscal years 1987 and 1988 (EPB)

b. Summary of Covernment Finance in Korea, 1987 (MOF)




cs Settlement of Covernment Accounts on Revenues and Expenditures
(1987)

d. Any other publication containing financial data on the public
sector (latest available year).
2. Please update attached Tables IV-l through IV-4 on operations of
the congolidated public sector and the central government including
budgetary projections for 1988, Please also provide the tables on the
consolidation of the public sector (as, for example, Tables K-1 and K-Z
af the supplement to the answers to the 1987 questionnaire). Please
discuss the main reasons for any differences between the actual outcome
and budgetary projections of revenue and expenditure in 1987.
Please describe any progress made in incorporating local governments and
government-invested enterprises in the public sector consolidacion.,
3. Flease provide data on the operations of the public enterprises and
funds included in the comsolidated public sector (Crain Management,
Monopoly, National Railway, Communication, and Supply) during 1985-87.
(If possible, please use the same format as is used for the Grain
Management Fund in Table IV-5.) Please also provide Tables IV-6 and
IV-7 for 1986 and 1987, Please update Table IV-8 and discuss the main
factors affecting the outcome of Grain Management S/A and Grain
Management Fund in 1987 and the projections for 1988,
4. Please specify the assumptions on the real GNP growth race, GNP
deflator; and exchange rate used in preparing the 1988 budget. Please
discuss differences between the current outlook for the 1988 budget and

the original estimates.




3. Please list all tax and expenditure measures implemented or planned
during 1987 and 1988 and itemize their actual or expected impact on the
fiscal accounts. Please describe progress in the implementaction of the
national health, national pension, and minimum wage plans and cheir
expected budgetary impact.

6. Please update Table IV-9 and discuss developments during 1986-88 in
the operations of local governments. Please provide any available data
on the transactions of local governments wikth the central government
(e.g., transfers, subsidies, and revenue sharing) and on their borrowing
requirements.

Ts Please provide a list of "nongovernment funds" and data on their
operations. Please include data on the Civil Service Pension Fund and
the Petroleum Business Fund.

B. Have there been any changes in che list of Special Accounts and
Special Budgetary Funds included in the consolidated public sector as
given in Table IXK of the Appendix of the 1986 Recent Economic
Developmenta report? Please update Tables IV-10 and IV-11 and provide
gimilar tables for the Mationmal Housing Fund. Please provide a
gtatement of the amount of central government expenditure and revenue
channeled through the Special Accounts and Special Budgetary Funds and
any tramsactions between the general account and the Special Accounts
and Special Budgetary Funds.

8. Flease update Tables IV=12 to IV=14 and comment on the owerall
finaneial position of government invested enterprises. Pleasa provide a

table on transactions between the central government and the government




invested enterprises {including taxes, transfers and subsidies, interest
payments, lending and repayments, and purchases of goods and services),
& table on the outstanding extiérnal debt of public enterprisen, and a
table detailing liabilities of the enterprises for 1986-1987. Please
describe any recent or planned changes in government policies dealing
with pricing, investment or external borrowing policies of government
invested enterprises.

10. Please update Tables IV-15 through IV-24 and describe differences
between the composition of financing planned in the initial 1937 budget
and the actual composition of Einancing.

11. Please updace Tables IV-25 to IV-27 and comment on the reasons for
recent trends in the types of debt instruments outstanding and the major
holders of debt instruments. How hawve recent financial liberalization
measures affected the composition of both the types of debt instrumencs
and holders of debt?

l12. Please discuss the budgetary projections for the sixth five-year
plan period (1986-91) highlighting major changes in the budgetary

strategy from the fifth five-year plan.

V. Extarnal Sector

l. Please revise and update Tables V-1 to V-14. For Table V-1, please
provide quarterly import unit values for oil, and non-oil imports for
1983-87. On Tables V-1 and V-2, please explain the main factors For the

differences between the projected and actual outcomes for 1987.
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2. Please make medium—term projections for 1988-92 on Tables V=135 to
¥=-19,

3. Please update Tables ¥=20 and V=21 on export profitability and
davelopments in unit labor costa {(in the export and import competing
industries separately, if available).

4. Please discuss the performance of Korea's prinecipal export sectors,
identifying these products which have been the most and the least
dynamic oneés,; for 1985-87 as well as the outlook Eor 1988 and the
médium=-term. Please discuss the main factors which explain the change
in the composition of exports. In your reply, please comment on the
importance of the following factors for each major export sector:

(i) movements in the real effective exchange rate of the won and
relacive movements in the exchange rates of major currencies;

{ii) changes in protectionist measures; {(iii) changes in international
0il prices; {iv) changes in international interest ratesj and

{v) measures related to the restructuring of export industries, export
promotion schemes, and export financing.

3. Please describe the impact of relative movements im the exchange
rates of major currencies on the geographic pattern of Korea's
exports. Please describe the impact of protectionist measures in
Korea's major trading partners on the geecgraphic pattern of Korea's
exports,

B. Please list and discusa measures implemented and planned to

rastructure export industries since the beginning of 1986.
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7. Please list and discuss measures implemented and planned to curcail
export financing loans since the beginning of 1987.

a. Please list and discuss measures impiemented and planned related to
export promotion schemes other than those described in questions V=6 and
=T

9. Please update Tables V=22 to V=I4 on import restrictions on Korean
exports to OECD countries. Please give details by country (U.5., Japan,
EC, Canada, and others). Also, please include in Table V=21 which
products have been subject to anti-dumping duties and/or to counter-
vailing duties and by what countries. Please describe the major issues
in the bilateral trade negotiations with these countries in recent
vears, and how they have been resolved. Please discuss the major issues
pending in these negotiations with the United States, EC, Canada, Japan
and other DECD countries and the current status of these nmegotiations.
l0. Please list the voluntary export restraints (VERs) currently in
effect, indicating those negotiated bilaterally or adopted

unilaterally. Table V-22 shows for 1985 and 1986 a decline in the share
of selected major export products subject to restrictioms by the OECD
countries. Does this mean {a) that the overall level of nontariff
barriers was reduced, (b) that exports were diverted to unrestricted
products in unrestricted markets, or {c) that the barriers were =so
effective that the exports affected by the barriers declined?

ll. Please provide data on GSP coverage of Korean exports. Please

provide estimates on the effects of the BEC's ruling that Korea would no
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longer be a beneficiary of their GSP scheme and of the United States’
ruling to the same effect, starting January 1, 19897

12, Please comment on the recent developments in trade barriers against
Korea's exports of steel and steel products, and their impact. Are
there any other VER's currently in effect other than those with the
United States and the EC? Are there any arrangements with Japan and
Australia? What has been the response of the Korean steel industry to
trade restrictions in its major overseas markets? How successful has
been the attempt to circumscribe these barriers by raising the degree of
manufacturing, for example?

's steel exports after the

13. Please diascuss the impact on Korea
phasing out of the internal quotas in the EC. Please discuss the status
of U:5: restraints on Korean steel exports and the terms Likely to apply
after 1989.

l14: Please list and explain restrictions currently in effect againmst
Korea's exports of electronic goods, footwear, and other items. Pleasa
assess their impact.

15 Please update Table ¥-25 which summarizes Korea's import liberali-
zation schedula by industry for the period 1983-88 and indicate which
items were liberalized ahead of schedule. Please complete Table V-26
and discuss the impact of import liberalization measures on the total
value of imports. What was the increase in imporks of previously
restricted items after liberalization? Please indicate the nature of
imports restricted. Please explain the criteria used in approving

lieenses. Please list the items that are to remain restricted when the
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current liberalization program is completed. Please explain the reasons
for maintaining restrictions on these items.

16. After the current liberalization program is completed in 1988, a
large portion of agricultural products, a number of textile products,
some chemical products, and the luxury goods are to remain restricted.

a. Please describe the prospects for liberalization im these
S2CLOTS.

b.: Please describe the main obstacles to liberalize agricultural
producta.,

Es Please explain the reasons for protecting textile products in
which Korea has lost its competitiveness or the automobile industry in
which Korea has become competitive.

17. Pleasa describe major changes in the trade and payments procedures
governing imports of unrestricted icems.

18, Please provide a list of items subject to emergency and adjustment
tariffs over the period since the beginning of 1987, indicating the
respective rates. Were there any instances of continuous renewal of the
emergency and adjustment tariffs on certain icems?

19. Please list the liberalized items which are presently on the import
surveillance list. How many applications for items on the surveillance
list were submitted in 1986 and 19877 How many import licenses were
iggued? Please indicate the number of applications submitted, approved,
the respective import walues, and the number of items covered. In
answering the question, please explain the eriteria used in approving

licenses. Were there any mechanisms other than licenses used to
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restrain imports in the surveillance list? What is being planned with
respect to the surveillance system?

20. Please list and discuss measures implemented and planned related to
the granting of trading business licenses. How are foreigners treated
in issuance of trading licenses? Are there any administrative surveil-
lance procedures in addition to the requirements on the capital and L/C
value?

2l: Please list and discuss the main items restricted by special laws
and their effectiveness. Please give escimates of the value of imports
that are subject to approval by warious ministries under the special
laws. Please describe the scope for liberalizing the application of the
special laws, and the measures being considered at present in this
respect.

22. Please update Table V-27 showing trends in average unweighted
tariff rates. Please describe the impact of recent tariff changes on
effective rates of protectionm im various sectors. Please provide data
on trends in import-weighted tariff rates. Please describe progress
made in narrowing the dispersion of tariff rates. Do exemptions apply,
and if so, please give the principles (type of product, use, or
geographical origin or destination) used in granting exemptiona? Please
list the items on which relatively high tariffs are 3till maintained.
23: Please indicate measures planned afcer 1988 in the areas of tariff
reduction, dispersion of tariffs, emergency and adjustment tariffs, and

tariff quotas.
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24, Please explain the relative importance of tariffs as a source of
government revenue and as an instrument of protecting domestie
industries. Please explain thé rationale of the importers' aequisition
tax. Does it apply to all imports or to only some commodities? Does
the percentcage vary among products?

25. Please describe major changes in quotas and other nontariff
barriers implemented by Korea since 1983. Please indicate what measures
are being planned in this area.

26, Please discuss the imporcance of the tariff quota system. Please
indicate to what items it has been applied, and the value of imports
affected. What are the reasons for relying on this temporary measure
rather than permanent tariff cuts?

27: Please discuss the measures implemented to reduce the deficit with
Japan and success achieved by these measures.

28. Please list and describe measures implemented or planned to spur
development of the parts and components industry (or localization
program). Please diseuss how this program is comparible with efforts to
reduce the trade surplus? Are there any import restrictions on the
items listed in the localizationm list? Is the financial assistance
provided for localization a form of subsidy?

29. Please comment on measures implemented during 1987 and planned for
1988 on foreign exchange controls on invisibles.

30. Please update Table V-28 on overseas construction. Please discuss
measureés implemented or planned to restructure the construction

industry. Please discuss the evolution of overdus payments owed Lo




NS 7 e

Korean firms and their owverseas subsidiaries, noting any agreements
reached to eeschedule theses paymants.

31. Please update Tables V-27 on the outstanding stock of debt held by
ovérseas subsidiaries. Please provide data for the period since the
beginning of 1987 on repayment of overseas debt by Koream parent
companies and banks. Pleagse discussa the outlook for overseas debts and
their repayment by Korean resident companies and banks during 1988.

32. Please update Table V=30 on average terms on exteérnal loans.

33. Please update Table V=31 on syndicated loans of financial
institutions and bond issues and Table V=32 on new public and commercial
loans.

34. Please discuss plans to accelerate the repayment of extermal debt,
indicating the factors that are taken inte account in selecting debt for
repayment or refinancing.

35. Please comment on measures planned regarding overseas investment by
domestic residents and on the liberalization of capital transactions.
36. Please update Tables V-33 and V-34 on foreign direct investment in
1987 and envisaged in 1988. Please discuss developments in foreign
direct investment, particularly in liberalized industries. Please
discuss trends in actual foreign investment inflows to foreign
investment approved im 1986-87. What are the restrictions remaining
regarding foreign investment? What are the industries that remain
closed to Eoreign investors and why? What are the restrictions
remaining in respect to ownership? What is the current plan of opening

up more industries te foreign capitall
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37:. Please update Table V-35 on inter—-office "A" accounts of foreign
banks.

38. Please update Table V=36 on KEXIM's holdings of promissory notes.
39, Please discuss the impact of measures taken since 1984 to open the
Korean economy further to foreign portfolio investment. What limit is
now placed on the value of investment trusts through which foreign
residents can indirectly invest in Korean bonds and equity? Please
update Tables V-37 and V-38. Have restrictions on foreign investment in
Korean equities been modified to prevent the conversion of CBs and Drs
inte equity claims?

40. PFlease deseribe changes in regulations and institutional
arrangements governing the contracting of external debt since Jupe 1987,
41. Please list date, and comment on any other changes in Korea's
exchange and trade system since June 1987 which were not described in
answer to preceding questions.

42. Please complete Tables V-39 to V-41 for the years 1980, 1984, 1985,
1986, and 1987 on regional concentration of imports and exports by

product categories.
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Table I-1. Korea: OGress WNatiomal Produet by Expenditure

at Current Prices, 19B3-E7
19483 1584 1985 1986 1987
{In blllions of won)
Consumpt ion 44,035 47,857 52,019 56,159
Private 37,282 40,778 44,126 47,474
Government b ,753 7,C79 7,833 8,885
Investment 17,621 21,207 22,645 25,281
Crogs fixed capital
formation 18,480 20,795 22,436 26,246
Change in stocks =859 412 209 ~565
Exports of goods and
services 2,246 25,830 27,327 35,341
Imports of goods and
services 23,028 26,037 26,923 30,355
Statistical discrepancy 123 10 b4 3 =116
Ret factor income from
abroad -2.017 ~2.459  =2,661 -2.,677
Cross national product 58,986 b6, 408 72,850 83,833

Memorandum item:
Hominal CKP 16.3

{Percentqge :hanEE}

12.6

9.7

13.1

Spurce: Data provided by the Eorean authorities.
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Table I-2. Eorea: Gross Mational Froduct by Expenditure
and Industrisl Origin at Constant Prices, 19E3-E7

{In B11lione of won at constant 19B0 prices)

19813 1984 1985 1986

1987

Consumption 33,627 35,373 37,192 39,690

Private 28,816 0,538 32,046 14,065

Cowve Fament 4,811 4,835 5,145 5,625

Inves tment 14,745 17,492 17,769 19,639
Grogs fixed capital

formation 15,017 16,618 17,356 19,950

Change in stocks =272 &75 413 =311

Exports of goods and services 18,054 19,855 20,280 25,682
Imports of goods and services 18,593 20,465 20,124 23,859

Statistical discrepancy =g9 =383 —547 14
Het factor income from abrosd  =1,635 =1 ,870 =1,969 =1,877
Gross national product 46,109 50,003 52,705 59,290

By industrial origin:
Agriculture, forestry, and

fishing 7,430 7,453 7,809 8,157
Mining and quarrying 6B T&2 7493 8224
Manufacruring 14,096 16,188 16,805 19,736
Electricity, gas, and water 1,131 1,420 1,698 2,026
Construction 4,276 4,540 4,749 5,095
¥holesale and retail trade,

restaurants and hotels 6,142 6,716 7,167 8,209
Transport, storage, and

copminication 3,688 3,974 4,170 4,614

Financing, insurance, real
estate, and business

services 4,946 5,469 6,313 7,135
Compunity, social, and

personal services 1,453 1,590 1,700 1,832
Producers of government

services 3,091 3,112 3,167 3,263
Other 1/ =814 -1,202 -1,607 -1,600

Sources: Data provided by the Koream authorities.
ij Includes producers of private nonprofit services, import duties, net
factor income from abroad, and {mputed bank service charges (offset).
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Table I-3. FHKorea:

Investment and Savings, |%83-&7

1983

1984

1985

1586

1987

Investoent

Gross fixed capital
formation
Dwellings
Fonresidential buildings
Gther construction
Transport equipment
Machinery and other

equipment
Change in stocks

Domestic savings
Private sector 1/
Government 2/

Foreign savings
Met transfers from the
rest of the world
Ket borrowing from the
rest of the world 3/

Statistical discrepancy

Investment
Cross fixed capitel foremation
Construction
Machinery and equipment
Change in stocks
Domestie savings
Frivate sector
Households
Cortporations
Covernment

Foreign savings
Met transfers fror the
reat of the world
Met borrowing from the
rest of the world

{In bl1lione of wom at

current prices)

17,621
18,480
3,452
3,456
4,714
1,929

5,821
-§59

1&,85]
16,680
4,271
2,799
1,53
1,264

-129

2.1

21,207
20,795
3,409
§,137
§,365
2,202

3,202
412

18,551
13,6864
4,687
2,666
1,570
1,056

=10

22,645
22,436
3,494
4,138
6,132
2,382

6,209
209

20,831
15,775
5,055
2,257
1,499
758

-443

(In percent

25,281
26, 246
4,379
4,373
3,953
3,205

£,288
=365

27,475
21,982
5,493
-2,309
1,739
-4, 048
116

of GNP)

31.9
3l.13
19.4

3l1.1
J0.8
18.9
11.9

0.3
ZB.6
21.7
10.6
11.1

6.9

3.l

2.1

1.0

0.2
3l.3
17.5
13.8
=1.2
J2.4
26.2

LN

Bald

=2.7

Zource: Bank of Korea, Monthly Statistical Bulletin.

1/ Including public enterprises.
2/ Central and local government.
3/ Conceptually equivalent to the current account deficit.
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Table I-4. FKorea: Agrimultursl and Fishing Cutput, 1$63-88

{In thomands of metric tons) 1/

1983 1954 1585 1984 15987 1568
Prod.
Grains i, 54 6,675 6,635 6,45
Es.n; 2.0)  (0.6) (=7}

Rice 2/ 5,404 5,602 5,626 3,607
{El.l:-lll {EFI} ':-I JGJ ('ﬂ. j':l

Barley and wheat 930 B25 a2 558
I:].‘\Ih 1) ':_1 1s 3} I:_Igl 1} I:"E.I.l j:l

Cther 210 168 193 190
(=11.8) (=20.0) (l&.B) (=1.5)

Pulses 233 ¥ 234 199
(=9.3) (=3.0) (=7.9) (=14.9)

Fish catch 3/ 2,793 2,010 3,003 3,660
(5.6) (4.2)  (B.8)  (17.9)

Memorandum item:
Percentage chenge in
agriculture; [orestroy,

and Fishing cutput
(national accounts) 6.5 0.2 4.8 b4

Source: Mimistry of Agriculture and Fisheries.

1/ Awrual percentage changes in parentheses.

2/ The rice harvest is malnly in the fourth quarter of the calendar year, and
therefore falls in the subsequent rice yesrs, which begins on Cetoler 1.

3/ About ore half of the catch is from coastal fishing and about one fourth each
is from aquaculture and deep sea fishing.
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Table I=5. Fores: ¢rain Management Fund Operations, 19€3-E8

(In thotsands of metric tona )

Years & r M
1963 1984 1985 1986 1987 1988
Rice
Opening stock 1,374 1,511 1,247
Doeestic purchases 1/ 1,091 1,219 1,217 |
Inports 216 - 1
Cther 1 21 -5
Maflable supplies 2,704 2,707 2,458
Tomestic sales 1,23 1,325 1,026
Exports — 135 -_
Other = — —_—
Closing stock 1,511 1,247 1,432
Barley
Opeming stock 343 483 485
Domestic purchases 505 478 236
Other 56 =50 =18
doailable supplies a0 BTl 713
lomestic sales &11 76 528
ther - —_ —_
Closing stock 493 405 185
{In won at end of peried)
Memmrandum {tema:
Bice (B0 kilogram bag)
Purchese price 55,970 55,970 57,650
Sol Mng pries 52,280 52,280 54, 260
Barley (76.5 kilogram bag)
Purchsse price 33,780 33,780 34,480
Salling price 28,000 30,000 31,420

Sourcet [eta provided by the Forean authorities.

_lf Fuercheses are mainly in OetoberTecenber ) therefore procurement from the 1985 erop
occurs in October—Tecesher 1984,
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Table I~6. Forews: Industrial Produccion by Sector, [SE—E7

{Spmoral 1y gl fistid, i!l!l:-ml E{H'I:I

Iradest Crowt b Bate

1956 LET b 1587

Walghts 1986 BT T-T G2 ) 0= Gl G2 G3 0 w6 mr U1 @2 O 06 O 2 O @

Total {ndex

Faud aeturing

Food, bewerapes and
ok o

Tetile, wearing
apparel acd
beather dndisgrio

ko], amed ererel producte
Inelesiing furnd ture

Feger and pager
preghacts, printing

Creslcals patzalie,
poal, rtber and
plastic products

barstal (ndiatcies

Basic mival indesrrles

Ferroande [t
Producer goods
Fini=ted products
Baw materinle
Comat et o sukadiala
ConmeeT goods
lurable poods
Horcurable poods




t equikel-T  2/16/E8

Table I-7.

Eorea: OCrowth Rate by Manufacturing Sector, 198687
(In peroent)

1986 1987

Hamufacturing
Food
Beverages
Texeiles
Appare]

Wood and cork
products

Leather

Ribber praducts
Chemical products
Fetrolemm refirdng
Fonmetallic =lneral
Primary iron &and stesl
General machinery
Electrical machinery

Transport equipeent
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Toble I-8. Koreat Industrial Produciton, Shipoert and Imvertories by Cuarter, 198687

{Seamonal 1y ad justed, 1980=100, percent)

Ik Crowth Fate

1966 1987 1986 1987
Weights 1986 1987 Q-1 @2 3 04 qQ @@ 3 ¢ 19861987 Q1 @ @ O Cl @2 @ &

{Industrial
product fon)

Tetal

Mining

Mendf acturing
Electricity

{ Frocducer"s
shiprent indimc)

Total
Hining

FManuf acturing

Electriclry

{Producer "s
imentory index)

Total
Mo s

Mamiffacturing
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Table 1-9. FKorea: Mamufacturing Production Capacity Index, 19B6-E7

(1980=100)

1986 1987 1586 1987

) 02 03 o4 cl cZ c3

4

Manufacturing

Food, beverage and
tobacco

Textile, wearing
cpparel and
leather .
fndustries

kWood, and wood
products
including
furpiture

Paper and paper
products,
printing and
publishing

Chericals petrolewm,
coal, rubber and
plastic products

Non—-metal industries

Bagic retal industries

Fabricated metal

products, machinery
and equipment
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Table 1-10. F¥orea: Manufacturing Operation Ratio Index, 1986-E87
(Seasonally adjusted, 1980=100)
19E6 1987 1986 = 19E7T
Cl 0z c3 04 ql G2 Q3 04

Manufacturing

Food, beverage and
tobaceo

Textile, wearing
apparel and
leather
indugcries

Wood, and wood
products
including
furniture

Faper and paper
products,
printing and
publishing

Chemicals petroleum,
coal, rubber and
plastic products

Hon-metal industries

Basic metal industries

Fabricated metal

produets, mechinery
and eguipment
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Table I-=11.

(Normal, in billions of won)

Machinery Crders, 19E6-B7

1986

1967

1986

1987

Ql

G2 (k] G

Gl

Q3

04

Total
{(Including wessels)

Foreign
Domestic
Fublie

Frivate
Agencies

Total
(Excluding wvessels)

Foreign

Domestic
Fublic
Frivate

Apencies




KRC: cqtBkrI-12 2/29/E8
Table I-12. EKorea:

Financial Indicators for Memufacturing, 1983-87

1983

1584

1985 19E6

1987

Total assets

Fixed assets
Current assets
Fixed liabilities
Current liabilities
Het worth

Net gsales

Financial cost

Hormal prefit

Fixed assete/net worth

Current assets/
current lisbilities

Fized assets/fized
ligbilities and
net worth

Fet worth/total assts

Hormal profit/net worch

Mormal profit/total
assets

Kormal profit plus
financial cost/

Total assets

Mormal profit/met
sales

{In-billions of won)

{In Eercent}
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Tehle I-13. Eorea: Desestic Construction Orders, 1983-8B

1983 15984 13E5 1586 1987 1988
Prog.

(In billioms of won at current prices}

By purchaser 4,735 5,187 5,389
Public sector 2,B15 3,107 3,460
Central povernment (626) (B04) (748}
Local government (914) (1,18)  (1,113)
Public enterprises (1,146} (1,133)  (1,386)
Other (130) {185) (211}
Private sector 1,863 2,030 1,830
Maruifacturing &32 543 563
Monmanufscturing 1,431 1,495 1,267
Foreign organizstions L 41 98
By type of construction &, 725 5,187 35 290
Buildings yhdE L1117 2,544
Duel lings (947} (1,569)  (1,205)
(ther {1,479} (1,558)  (1,739)
Cvil engineering works 2,253 1,969 2,385
Special trade works 56 B0 50

(In thoussnd square meters of floor areal

Hemorandum {tem:

Permits issued 39.6?3 391553 JEIEL":
Dwel lings 21,708 20,551 20, 606
Commercial 10,182 10,088 9,498
Industrial 3,412 4,746 4,135
(ther 4,392 4,177 3,972

Source: FEeonomic Flammding Board, Monthly Stacistics of Earea.
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Table 1-14. Eorea: Overseas Construction, 19E3-EEB
1983 1984 1985 1586 1987 1988
Fl.'ﬂj 5
{In m11licone of U.5. dollare)
New contracts 10, 444 6,502 4,691
Middle East 8,023 5,910 6,285
Other countries 1,421 392 406
[Bupber of agreements)
Work agreements 236 237 174
Middle East 1ED 183 132
Other countries 56 54 48
[Humber of workers at end of period)
Korean labor force
oVerseas 159,368 130,906 06,016
Middle East 147,810 121,156 91,013
Other countries 11,558 9,750 5,003

Source: Data provided by the Forean authoritieas
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Table I-15. FKorea: Import, Export, Froduction and Inventory
of Petroleum and Fetroleum Products, 1983=89

1983 1984 1985 1986 1987 19E8 1989
Est. Froj. Froj.

Imports
Value (millions of U.5. dollare)
25 8
f.o.b.
Volume (million barrels)
Unft walue (feo.bs U.S. dollar/
bharrel)

Exports
Value (millions of U.5. dollars)
Volume (millions of barrels)

Production {million tarrels) i

Inventory (million barrela)
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Tahle I-16.

Eorea: BSources and Uses of Energy, 198389

(In millions of barrels of oil)

1983

1984 1985 1986 1987

1964 1969

Projection

Sources

0il1

Coal

Hydroelectricity
Huc lear
Firewood

LHG

Usea

Transport 1/
Industry
Residential and
commercial
Fublic and other

Hource:

1/

Ministry of Energy and Eesocurces.

Including international bunkering.
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Tahle I-17. Eorea: Dopestic Prices of
Electricity, 1983-87

(End of period; in won/EWH)

1983 1984 1985

1986

15987

Residentisl service
Fublic/commercial service
Industrial service
Street lighting service

Average domestic prices

Bource: Data provided by the Eorean authorities.
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Table I=18. HKorea® HRetail Prices of Petroleum
Products, 1983-87

{In won per liter at end of period)

1983 1984 1985 1986 1987

Gasoline (regular)
Diesel

Eerosens
Memorandum {item:

Import price of crude
oil (won/kl}

Source: Data provided by the Eorean authorities.
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Table I=1%:. FKorea: Prices of Domestic Coal, 19E3-E87
(End of feriud; in %on/ton)
Grade 1/ 1983 1984 1985 1986 1987
Ist (5,200 - 5,399)
Znd (5,000 - 5,199)
Ird (4,800 - 4,999)
4th (4,600 - &,79%)
5th (4,400 = 4,59%)
Gth (4,200 - 4,399)
7th (4,000 = 4 ,19%9)
Bth {3,750 - 3,99%)
Sth 3,500 = 3,749)
Source: Data provided by the Korean autheorities.

_|._|" Calelific

value in Kcal/kg.
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Table I=20. Korea: HNuclear Power Flants
Congtruction Program

Flant No. Eeactor type Capacity Construction Commercial
[M¥E) Progress operation
(A of Dec. 31, 1987)

Source: Data provided by the Korean suthorities.
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Table 1-21. FKorea: GShare of Woclear Power inm
Total Energy Produckion, 1983-87

15963 1964 1985

1986

1987

Toral energy 1in I03 TCE

Total electrle power generation
in CWH

Huclear power generation in
CWH

(In percent)
Huclear power/total energy

Huclear power/total electric power
generation

Spurce: Data provided by the Korean authorities.
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Iable IT-1. FKorea: Emplovment and Labor Force, 198487
[ Thousand persons}
Employment by Industrial Sector
Social
Economl— Agricul- overhesd Ratio
Total cally ture, capital Partici= Unemploy—
popula— active forestry Marufac- & other pation mEmnt
tion population Emploved & fishery Mindng turing services Lnesployved Fate Rate

1984

Q1

G2

3

e
1585

Gl

2

3

o .
1586

al

4,

3

4
1587

Gl

2

3
4

1588
cl
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Tshle 1T-2. FKorea: Usges and Labor Productivity, 198487

(Index, 1980 = 100)

Nominal wages Feal wages Lakor productivity

All all All
indug= Manufac=  indus— Marufac- indus— Marufac—

tries Mining turing tries  Mining turing Etries  Mining turing

ZLRE

1987

EURE

1988

Source: EFE, Monthly Statistics of Forea.
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Table IT-3. Eorea: Wapes and Fan—days, 1984-87
(Wom Tary )

Esrnings Man—devg

Mining and Hining and
mntfac— Manufac— marufac— Marnsfac—
turing M red g turing turing Mindmg turing

Source: EFE, Monthly Statistics of Eorea.
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Table II-4%. Eorea: Average Household Income, |98&-87

{In won) =
Incope Salaries and Businees Other
Vages home work income

19E4
Ql
G2
03
4

1985
ql
G2
03
04

1386
ql
G2
{3
Q4

1987
Gl
G2
Q3
G4

1988 (Proj.)
Gl

Sourcet EPE, Monthly Statistics of Fores.
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Table 11=5. Eorea: Dewelopmerts in Prioes, 198687

Indices Percent Change

1986 1987 1966 1987

Medghts 1986 1987 Q-1 G2 (3 G4 Q1 (2 (3 (4 lelghts 1986 1987 Q1 2 8 b G 2 @ (&




SRC=rqtBkrt BE—2 3
eble I1E=l. Keeear Pesetary Surses, DBE)-EF

1523 L5E 1365 153he 1587

19564

Eeel of Puelind Kook Are Sept. Lec. tarch Ame SfLa

Tz Frof.

{In billiore of won)

het foredon assets =562 . TLEL] =7, 667 =750 =T 053 _-E-..SE-'EI =f [ 5 =% 52F
famets B, 3BT F, W3 B L2 TE1¥ 7513 B, 6% B E, 13
Liatdidtien 11,48 13,5 15,215 13,58 15 EE 15,158 14, &0 12,853
Eops with pondeposit
sorey banks 1 —llﬂi -3,13 —EI:EE —2 450 -2,205 ot T =1 @2
Yt dorestic muisia i 12 ma MoES MAT2 &2 41 B5E 42 82 LL, 457
Pllle soetee (2O (LA (2.43) (1.BXN (1.0ER) (ME] (209 (7213
Private scier (26,004) (34 0R0]  (AC,SeH) (AL, TRE)  (RD S (BLGEG)  (S6.AST) (47 ,7HT)
tet ccher items =39k =3,257 =2,652 =1,57 =1,885 =4 3% =5,852 =7,051
of vhich:
bBoretery Soabd Hea—
thon Eorde (=1,008) (=1,23) (==F) (=383) (=SE3)  (=1,998) (-30€E) (-2,462)
Exchanpe Fpmliza—
thon Furd Bonda =1 =l =) == =i (=1 =) (=L}
Eresd moswy pilus Ok o L TR () . 0,04 Jl6M 0 o4 M0 1555
g £, JE3 i) 'ﬁ'ﬂ ¥, 00 6,924 7ELS 53! 'f%
Cuzsi-momey 16,155 1785 0y 22 oo 23,563 4,214 5,004 5,887
s 1 - 71 1078 1,554 1,181 I,118 .2n il T
1 par in relscion to the stock of brosd emer) 3
ot [orelpn mietd =18 =L.B =59 =48 =06 A4 A3 11.0
Besps wizh nendepesic
seney basks A8 4 &3 a5 0 1 e M
bet dorestic sssets B 17.1 e H.E el 11.& 1.7 1.y
lorestic cresit I TeR T Bl IV 7.1 i I3
Fuklic wmctor (=073 {=L=10 (C.I} (0.ED f0.2) {=1.3] [0u1) (=263
Frivate sctor (32.4) {IBE} 13550 (24a4) (2.7} (IE.4) (20.6) {19:52
hat otles (L 1.1 =1.3 1.4 1.4 0.7 T =10.0 =] &
Of which: Cpwn
ekt operatiorm 1 (=44} (-2.2} (3.5} (2.3} {=1.7) (=53] (=B.8] (=5.E)
road moroy plus Ts 15.2 iy 10.E {1E.3} E.t Ikl LH.h 18.5
(Amunl perventape chenpe )
Pet doeestic assets 18,7 12.5 X9 X2 6.4 L 5.0 1.3
Frivate sector credic 116 4.3 190 17.8 16.2 I3 151 .5

Suroe:  [ets prowddsd by the Forean aothoricies.

A Certificstes of deposit {ssued by commercial bonks.
A" Btook ot the beginmdng of the jeclod-
_3,|' Fonetary Stabd Hzation honds isseed by the Bank of Koren ond Debarge fqualizarion Fund Bonds fesued by the Governent.
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Table 111=2. Korear Financial Servey, 1983-88 1/

1 B 1947 1968
End of Period 1983 19684 1585 March June Sapt. D, March Junm Sapt. Dec . Pro).

(In Billicas of won}

HNet toreign assats =9,098 =11,099 -Htﬂ.l"ﬁ =15,193 45.#22 =14,220 i]_,l!rﬂ =11.533
AssaTs 6,630 7.697 g, 465 7,969 B, 170 6,793 8,487 8,271
LiabilitTies 15,728 18,796 23,293 25,163 23,592 25,03 21,637 19,004

Domestic credit 50,930 &1,533 73,579 78,239 81,652 B4, 456 a8, 549 81,258
GovaranenT (Aat) =597 =648 =50 = 0 =1 Gl =2, 100 =107 -2,13
Official anfifties 5TD 570 5o 570 ST0 570 510 510
Private sector 51,072 &1 ,831 75,729 TE.871 a2, 164 85, GB6 B9, 406 92,906

Total ligwidity 36 678 43,970 53,518 2% 654 ﬁgiﬂ!ﬂ- EE'?N [T tilq ?ﬂli??
Maoney 6,783 6,821 7,358 T 010 o, 7,615 8,847 1,758
Quas | -noney 16,155 I7r,88% 21,007 22,000 25,563 4,514 9,034 5 657
Certificates of deposit == 68 i G492 846 831 1,048 1,851 i
HNAF | deposits id4, 950 20,009 25,575 27 024 29,139 51,293 34,061 346,471

fLess Inter-institution
deposits) CE,210 41,363 (1,;548) i1,482) (1,414) {1,426] [1,764) {1,508)

Other | tams 5,174 6 484 ¥.033 T, 386 T, 172 T, 509 B ;585 9. 453
Debertures issued 692 1,005 1,103 1,130 1,086 1,162 1,240 1,303
Mongfary stabil izaticn

bonds 204 1&7 87 4 128 LT &a0 I 406
Other 4,278 5,312 5,833 6,242 3,958 3,976 &, 665 G, 744

{Annual percentage chango)

Mamor andum | Tam:

Total liguidity 21.% 19.9 .7 21.3 24.1 24.1 2%.6 9.3

Sources: Dafa provided by the Eerean authorities; and Fund stalf estimates.

1/ The financial Survey covers the banking system and The noabank financial Institutions (NBFIs).



FRC-—cqtBkrtDE-=2/24/88

Tabla |11=3,

Korea: MBFIs Survey, 1083-84

{in Billlons of won)

1583 1984 1985 1 0BG 1587 1284
March Jung Sept. et Harch Jumg Sept. Dec ., Praj.
Mgt forgign assets -4 016 -4,909 -7, 131 =7 A4y =7.¥12 =1,.BHS =7, 259 -'J'.E.B-ﬁ
Aszets 243 3az 343 Ja4 257 &5 154 140
Liabllities 4,259 5,20 7,474 7,791 T /260 a,050 FA15 7,426
Domgstlic credit M 56 26,762 233,985 36,195 4,162 35970 41,638 44,534
Govwernment (net) -2,135 -Z,251 =2,363 =2,452 =2, 463 =2,476 =2,494 =2 5B
Private sector 22,251 29,013 36,38 38,647 A0, 645 A2 446 44,152 46,925
DeposiTs 19,950 J0.0M 25,575 27,042 9,157 3,312 34,10 15, 471
Other items 1, 150 1,644 1,419 1, Al 1,313 3 218 7
Dabentures
isswed 178 L] 1,055 1,154 1,188 1,255 1,313 1,198
Ot her 412 o0 126 544 127 -482 -1 ,045 -422
Sourca: Data provided by the Korean aufhorifies.
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Table 1115

Eoreat  Feserve Fomey, 17F3=F

(An Bll]lEcns of wowm)

156€ 1T 15EE
Erd of period 13E] I 158% March b L lec. barch e gt Liers Fraifs
ket foredgn meecs 0 B2 [ 1017 W3 1,93 1t 1508
e 2,218y (2,065} (1,563 (1.0} (2.04T) (30T (Daley (36T
Lintilities (-1 94Y (-1,B27) {-1,884) (=109 (=I4) (=0594) (=] 9800 (=]B7E)
Seepe with maliposlt ks o
pomey banks =E3 =1, 2% =230 2um -71.455 =128 <l e =132
Hark of Korea forelgn
curmney deposits with
degoslc soney banks 5 43 ] 5 ki 1,2 1,338 138
fet claies oo povermeent 1,356 554 EET k] ikl | -42 (k] 419
Claime (2123) 200k [2068) (20 (206£) (2078 (2080 (E.0)
[eposie (=F65) (=0 LLEY (=1.079) (=0, B61) (=105} (=2,11%) {-1.44F) §=2.521)
it claim on otles
ol flclal ot de dek L7} He L] L i) 5 LT, | 50 LT
Claies on deposit
Eoney barks 3119 AL 5,167 5, hkd 8 T %, 70 3,387 9,56
General boans
i pediscomts (3213 (5.0} (6784 C6SEE)  (E9)  (7O05)  (.e0B)  (7.000)
Speclaliced loare
o redisooumts 1S (885 {20040 (2.267) (2.el)  (3,me) (2,058 (I.07)  (2.056)
eher (E2) (B7) [£:3] ) (771 77y =] (=)
Clal=s on privale secicr 4L 140 72 172 171 7L 183 163
Meeotary Srakilize—
rion Bonds T AE?  —zABb . -1,0 1,5 -LIES -3,B60 -4, -£,0m
Fopetary stabllize=
cion acooant (KPR ) =377 40 =485 = ME S 0 -0ME <SRN 5544
(et iferm = =&l €1l 4EE B4 a3 7 1,8
fenirve ey & 085 4,288 4,219 3,79 3.586R 4,536 I LILA
{Farceer chaspa) (1) - (7 (L) (343  (-uF) (320 {17.0F  (DE4)

Smrcel Daa provided by rhe Fessan erhorlolen | sed srafl satieston.

1 Inchudes rediecomted directsd export oredic (up Do the mefissantahls st L
A& Includes & L billion in Bectange Equalizacdon Fund Bomis.
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Table III-5. Korea: Issuance and Redemption of CDs, 1984-87

{In billions of won)

Ceiling Issued Redeemed Outstanding Change
1984 June 598.3 o 598.3 398.13
July 228.6 = 826.9 22B.6
August 113.8 63.7 877.0 0.1
Septembar 196.4 339.7 733.7 =143.3
Octobar 199.8 213.8 719.7 -14.0
Hovembar 1312 118.3 T32.6 12.9
Decembar 2431.8 292.3 BE&.1 =58.5
19853 Q9 1 760.5 526.1 918.9 234.8
Q2 Tah.9 T26.4 959.5 40.6
Q3 800.9 762.2 998.2 8.7
Q4 g8r2.6 197 .4 1,073.4 75.2
1986 § 1 1,127.0 B46.1 1,354.3 280.9
q 2 Tﬂliﬁ 915;.1 ].,l.ﬁ-l.-L‘F -11-31-3
Q3 932.6 938.2 1,135.4 =5.6
Q& 1,055.7 913.7 1,277.4 142.0
1987 g 1 1,021.1 200.5 2,098.0 220.6
g 2
g3
Q4
1968 Q 1

Source! Data provided by the Eorean authorities.
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Table |11-6. Korea: Selected ....rest Rotes on Deposits, 1983-28

{in parcent per annum)

End of pariod 19683 1984 1285 1588 1ea7 1988
March June  Sapt. D . March Jung Sapt. D, Fab.
Dopos it noney banks
Housahold checking doposits 8.0 6.0 G.O 6.0 6.0 6.0 6.0 6.0
Time daposits
Owar 5 months 7.6 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Owgr & months 7.6 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Owar | year 8.0 10.0 0.0 0.0 10.0 0.0 0.0 10.0
Savings depasits 1/ 8.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Instal Imant savings deposits 1/ 8.0 130 0.0 0.0 10.0 0.0 [[r ] 10.0 4
Proparty forsaticn deposits E.n"
2 years 19.5 .5 5.3 15.3 15.3 15.3 15.3 15.5
5 years 21.0 21.0 16. 6.9 16.9 6.9 6.9 16.9
Cartificates of deposit [CDs) - I.0 11.75 11.0 é.-"]].lil 1.0 .0 11.0 i
MHonbank financial fnstiturliocns
Money in trust? (2 years) B.6 ID.6 10.6 10.6 10.6 10.6 0.6 0.6
Inveastment and finance companias
Bills resold: B8-29 days 1.5 7.5 7.5 7.5 7.5 7.5 7.5 7.5
60-90 days B.5 B.5 8.5 B.5 B.5 B.5 B.5 B.5
Hutusl credit cooperstives
Time deposits (| year) 8.0 0.5 11.0 11.0 1.0 11.0 11.0 1.0
Mgmorandum |tens:
Yield on corporate bonds 4/ 14,2 14.1 13.6 12.4 2.8 12.8 12.8 15.0
(dilferential over 1-year
Time dapositTs) (6.2) {5.0) (3.6) (2.4 {2.8] (z2.8) (2.8) {3.0)

Sources:; Bank of Korea, Monthiy Statistical Bulletin: and data provided by The Korean aufhorities.

14 From Apeil 1985, savings deposits and preferential

Instal Iment savings deposifs for household

werg introduced, and the maximem inferest rates on those deposits are 12 percent and 13 percent, respectively,

2/ These rates included only the infersst paid by banks and the government subesidy.

confribute o the ylald on These assets.
3/ From March 1986, selling rate of (Ds was | iberal lred.

!.." Averages.

In addition, employees are encouraged fo
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Taglie 110-7. Korea:

Selected Interest RAates on Loans, 1598388

[In parcent per anmum)

1983 1504 1G85 1385 1987 13E8
Emd of pariod March Juris Sept. Dac . Fab.
Bank of Korea . N
Rediscount on prime
commarcial bilils 5.0 5.0 5.0 7.0 7.0
Radiscount on exports 5.0 5.0 5.0 7.0 7.0
Commercial banks
Discounts on bills 1.0 10.0=11.% 10.0=11.% 10.0=11.5 10.0=10.5
Loans for sxports 1¢.0 0.0 13.0 19.0 10.0
fverdratts 10.0 10.0=11.% 10.0=11.5% 10.0=11.5 10.0=101.5
Loans on Instal iment
savings deposifs 10.0 10.0=11.% 10.0=11.5 10.0=11.5 10.0=11.5
Tarm |oans
1=3 years 10.0 19.0-11.5% 10.0=-13.0 10.0=-12.0 10.0=12.0
J-B ymars 10.0 10.0-11.5 10.0-13.5 10.0-12.0 10.0-12.0
8-10 years 10.0 10.0-11.3 10.0=13.0 10.0=12.0 10.0-12.0
sr financial institutions
Korea Development Bank
Equipment for key
industries 19.0 10.0=11.5 10.0=13.0 10.0=13.0 10.0=13.0
Using gowernment funds 0.0 0.0 0.0 0.0 10.0
Using toreign funds 15.0 10.6-14.3 10.4-12.7 LIBDR:Z.0 LIBIR+Z. 0
Korea Housing Bank
Private 10.0 1.0-11.5 W@.0=-11.5 10.0-11.5 10.0=011.5
Publ ie a.0 B.0 8.0 8.0 8.0
Mutual savings and
tinance companies 0.0 18.5 18.0 15.0-16.9 15.0-18.5
Mutual credlt
cooperat|ves 13.0 15.5 14.5 14.5 14,5
Agriculfural
cooperatives 1./ 1a.0 0.4 0.0 4.0 3.0
Mational |nvestment
Fund [NIF] 10.0 19.0-11.5 190.0=11.%9 10.0=11.59 10.0=11.5
Mational Housing
Fund [(HHF) 2/ 0.0 10.0 0.0 0.0 0.3

Sources: Banrk of Korea, Monthly Statistical Buliating and data provided by the Korean suthor|tiaes.

17 Applies also to loans for fishery.
HNational housing construction.
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Table |11-B. Korea: Domestic Credit by Financial institutions, 1983-87 1/

{Changas in billions of won and in percent af total)

1283 1384 1985 1986 1587
Amcunt Pgrcent Amcunt Pegrcent Amount Percent Amount Percent Amount Parcent

Banking systen 4,155 0.4 5,957 57.7 &, E0a 47.8 5. 918 4%.6
Honbank Financial
ingtitutions 4,079 a9 5 6, 606 62.3 T EEE 2.2 7,654 56,4
Dave | apnent
ingtitutions 750 G.1 1,360 I2.8 1,708 12.3 523 5.9

Savings institutions 1,004 12.2 1,425 13.4 2,045 21.1 3,357 4.7
Investment instituticas 1,477 8.0 7,048 25.0 1,405 0.2 2,752 0.5
Insurance compan|es A48 10.5 1,175 1.1 1,184 B.4 1,022 1.3

Total domestic cradit 8,252 100.0 10,60F% 100.0 13,836 100.0 13,570 00,0

Source: Data provided by The Korean authorities.

l.l‘r Total domastic credit corresponds to Financial Survey; domestic credit of the Danking systen
corraspands to Monatary Surveay net of transactions with fhe NBFls.
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Table III-9. Directed Credit Outstanding by Banking
and Financial Institutions, 1933-87

(In billions of wom)

End of period 1983 1984 1985 1984 1587
Loans with banking funds 4,135 4,721 6,165 7252
Export loans by DMBs (2,620) (2,765) (3,130} (3,445)
Machine industry promotion
loans by DMBs (=) =) ) (=)
Loans for equipment for
export industries by DMBs (186) (176) (595) 1,867)
Special equipment loans by DMBs (-=) (=) (=) (==)
Industrial rationalization
loans by DMBs (==) (==) (==) (=)
KEXIM loans for export
on credit (1,329) (1,779) (2.,440) (1,940)
Loans with government funds 1,007 1,158 1,297 B9
Loans for medium
industries by DMBs (22) (25) {30) (29)
Foreign loan funds by DMBs (262) (286) (325) {344)
Korea Development Bank loans (723) [B48) (942} (51R)
Loans with NIF funds 2,828 2,889 2,938 2,827
Loans by DMBs (831) {909) {966 ) (1,055)
Loans by Korea
Development Bank {1,581) {1,517) [(1,448) {1,389)
Loans by KEXIM (416) (462) (524) (383)
Total 7,970 8,768 10,400 10,968

Total directed credit as a
percent of total loans and
discounts te the private
sector by banking and
financial institutions 15.6 14,2 13.7 12.3

s 2 S

Source! Data provided by the Bank of Korea.
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Table III-10. Sources and Loans of the Wational Investment Fund

(In billions of won)

1985 1986 1987 1988 Plan
Amount Percent Amount Percent Amount Parcent Amount Percent

Sources

Hational Bavings

Associations 17.9 3.8 17.4 3.2
Public funds =A7.7 =18.5 -68.8 -12.5
Banking institution 83.5 17.6 42.9 7.8
Insurance companies =10.0 -2:1 =107.2 ~=19.5

Collection of loans 4£53.5 95.6 650.2 118.0

Carryover from

previous year 16.9 3.6 16.4 3.0
Total 474.1 100.0 330.9 100.0
Loans

Heavy and chemical

industries 3119.4 68.8 414.7 Th.1
Electric power

industries 40.0 8.6 40.0 7Tsl
Projects ko increase

food production 25.0 5.4 25.0 G543
Deferred payment

exports 0.0 17.2 80.0 14.3

Total 464.4  100.0 339.7 100.0

Source: Data provided by the Korean authorities.
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Table [1I-11,

Sowrces and Uses of the Naticaal Housing Fund

(in piiljons of won)

1584 85 1986 1987 1988 (Pian)
Amount Parcant Amount Parcant Amoiant Parcant Amoien t Parcent Amoun t Parcant
Sources
Matlional Housing Pre-
enpt lon Subscriptiaon
Deposits 1%1.% 8.9 2.5 1.8 =46, 1 =81
Hational Houslng Bonds Jm.? 27.48 15,8 9.8 204,48 5.9
Hational Housing Fumd
Bonds e == au an B= £s
Olympic Lotteries 11.8B l.2 18,7 1.5 11,5 2.0
Depos|ts from the warious ¢
funds =121 1.2 6.7 0.5 5.2 13.2
Gowarnment contributions - - - - 00,0 17.5
Borrosing from |BRD Sa7 0.6 4.3 3.7 7.3 .0
Collection of ioans 9.3 i 5.6 4.9 20,5 4.5
Carry=-over from previous
YEArS 421.8 41.6 342.0 46.9 129.3 2.8
Others 8.7 8.5 3.2 8.1 8.7 5.0
Tatal 1,015.5 1000 T28.3 1000 571.2 00,0
lsas
Leans to
Local gowernmant Bgd .6 6.0 191,59 6.3 154.7 27.8
Thie Korea Mational
Housing Corp. 191,10 8.9 201.6 2.7 201.8 35.3
Private constructors,
etc, 132.4 151 1754 4.1 184.4 52.3
Hatlonal organizations,
afc, -— == - = 0.2 -
Leans for nousing-slte
deve |lopment, afe. 1800 17.8 3.0 4.1 i i
Deposits to KHB, ete. 547.4 34,3 129.4 17.8 26.1 4.5
Tatal 1,0135.5 100.0 728.3 100, 0 5M,2 100.0

Sourcea: Data provided by The Korean authorities.
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Table [II=12.

Korea:

{In milliomn Hﬁh}

Financing Through the Securities Macket

Public Offering

Offering co

Year Stocks Bonds shareholders Total

1970 2,068 e 5,083 7,151
1971 850 e 2,090 2,940
1972 1,080 9,923 13,733 24,741
1973 21,475 3,450 29,623 54,348
1974 14,337 27,870 32,080 74,287
1975 39,875 33,450 82,929 156,253
1976 74,005 B6,280 101,941 262,226
1977 44,113 176,480 141,860 362,453
1978 41,521 326,340 285,201 653,062
1979 4,875 624,630 211,927 841,432
1980 355 963,700 170,803 1,134,848
1981 3,045 1,036,148 302,996 1,342,189
1982 -— 2,112,169 276,867 2,389,036
1983 30,800 1,426,524 431,769 1,889,093
1984 81,390 1,804,063 397,672 2,283,125
1983 35,060 3,176,744 259,528 3,471,332
1986

1987

Sourcei Data provided by the Korean authorities.
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Tabla 10i-13, Hgraa: Ownership of Listed 5Tocks by Type of Holder

1984 1985 19686 1987 1584 I'RA5 1285 1987
(Share holdings in thousand) [Ratio To total shares in percent)
GovarnmanT and State
corporations 15,242 g.21
Banking institutions 491,415 §.61
Sacurities companies 453,586 G.10
Insurance companias
and ather
corporations 2,318,952 .14
individuals 5,995 129 53.74
Foreigners 163,582 2.20
Tatal 7,430,306 1000

Source: Data prowided by the Korean authoritles,
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Table 111-14, Korea: Ownership of Listed Stocks by Size of Holdings

1934 1565 1586 9a7

1584

Less than 100
100-594
1,000=-9,999

10, 000-%3 959
100,000 and more

Tatal

Less than 100
100-%%9
1,000-3,999
10,000-59 , 599
100,000 and aver

Total

(Numpar of holdars)

168,172
274,949
214,543

55,011
58,099
723,734

{Ratia to total numbar in percent)

22.27

3799

29,64

B.94

7,045
105,510
737,321

1,637,521

4,943 511

T 430,206

{Holdings In thousand)

(Ratio to fatal shareas in parcaat)

0.0%
1.42
9.92

22.04

E6.33

100,00

Source: Data provided by the Korgan authoritias,



KRC--cqtBkrcbQ--2/25/88

Table III-15.

Koreat

Securities Market Activities

Stock Turnover

Bond Turnover

Volume Value Par Value Sales Value
Year {Thou. shares) {Mil. won} {Mil. won) {Mil. won)
1970 79,174 42,874 4,216 3,579
1971 50,523 34,376 11,098 7,283
1972 84,689 71,050 10,205 8,678
1973 130,066 160,642 9,156 7,939
1974 157,419 179,428 4,484 3,431
1975 310,547 333,906 16,658 13,518
1976 591,776 628,677 43,779 36,697
1977 1,271,321 1,375,268 135,863 130,532
1978 1,368,462 1,741,506 245,726 238,682
1979 1,560,646 1,327,813 547,114 523,270
1980 1,645,337 1,134,019 910,701 889,976
1981 3,074,558 2,534,160 1,425,243 1,410,523
1982 2,782,389 1,973,466 6,282,842 6,247,548
1943 2,750,739 1,752,628 3,457,410 3,348,281
1984 4 350,270 3,118,205 2;393;219 2,252,043
1985 5,563,809 3,620,600 3,778,913 3,578,092
1986
1587

Source: Data provided by the Korean authorities.
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Table III-16. Korea: Average Yields of Listed Stocks and Bonds

End of Dividend Yield on Bond
| Period Yield Hate P/E Ratio (Gov't public bond)

1975 13.7 5.3 2141
1976 12.7 B.h 21.60
1977 14.2 3.9 20.7
1978 12.9 5.9 21.6
1979 17.8 3.8 25.2
LS80 20.9 1.5 28.8
1981 16.4 3.1 23.6
1982 11.5 3.4 17.24
1983 4.0 3.8 13.74
1984 5.4 5.5 13.89
1985 5.3 [ 13.9

March 5.0 5.0 14.9

June 5.3 5.4 13.0

Septembaer 5.8 5.4 13.7

December 5.8 5.6 12.8
1986

March

June

September

December
1987

March

June

Seprember

December

Source: Data provided by the Korean authorities.
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Table ITI=17. Forea: Cooposite Stock Frioe Index Based on
Agpregate Market Value Method

{Jamary &, 1960 = fm}

1980 1581 1962 19€3 1964 1985 1985

1987

Oerober
Hovesber
December

Year 106.3 13l.4 1X.3 121.21 l4d.46 163,37 272.62

Source:  [ata provided by the Forean amithorities.
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Table I[II-18. EKorea! EKey Statistics on Listed Stocks

Ho. of Ho. of Ho. of Capital Market
End of Listed Holders Shares Amount Value
Period Companies (thousands) (millions) (w. bil.)
1970 48 76 159 134 98
1971 50 a2 170 151 109
1972 b6 103 210 174 2465
1973 10& z00 303 232 426
1974 128 200 488 38l 533
1975 189 291 825 643 916
1976 274 368 1,583 1,153 1,436
1977 123 395 2,117 1,492 2,351
1978 156 963 2,959 1,914 2,893
1979 155 ar2 3,307 2,202 2,609
1980 352 753 3,876 2,421 2,527
1981 343 696 4,048 2,410 2,959
1982 334 682 4,705 2,811 3,300
1983 328 T09 5,444 3,239 3,490
1984 336 T24 7,407 4,336 5,148
1985 342 144 7,955 4,663 6,570
1986
1987

Source! Data provided by the Korean authorities.
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Table III-19. Korea: Aggrepgate Loans and Deposits
of Foreign Bank Branches in Eorea

(In millions of U.5. dnllaré, end of period)

__ Loans and Discounts Deposits

End of Hon Foreign Currency Won Foreign Currency
1973 41.2 63.5 35.12 5.0
1974 44.8 100.8 i6.4 18.8
1973 162.6 109.5 61.7 i8.7
1976 256.3 124.3 49,2 TL.9
1977 4£16.8 418.1 120.9 7.0
1978 543.5 a8r2.1 189.5 29.7
1979 609.2 1,393.9 191.3 30.9
1980 932.7 2,027.0 236.2 66.5
1981 1,208.8 2,171.7 196.2 132.6
1982 1,462.6 2,216.4 297.3 425.0
1983 1,685.7 2,283.6 391.2 276.2
1984 2,063.7 2,8646,2 470.7 329.4
1985 7,260.7 3,178.3 443 .4 301.9
1986

1987

Source: The Bank of Korea.
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Table III-20. EKorea: Source of Funds of Foreign Banks in Korea

{In millions of -U.3. dollars, end of period)

Inter=0ffice Transfers

Deposits in Foreign Currency
Forelgn
Won CUETENcY Tocal Swaps

{(In percent)

1973 35.2 5.0 65.0 6.4 (—)
1974 36.4 18.8 88.2 6.2 ()
1975 61.7 38.7 231.5 114.2 (-}
1976 B89.2 71.9 323.7 217.3 (—)
1977 120.9 77.0 176.7 335.4 (=1
1978 189.5 29.7 1,214.8 380.1 =1
1979 191.3 30.9 1,811.4 399.4 =]
1980 236.2 66,5 2,841,7 914.6 {18.9)
1981 296.2 132.6 3,017.4 1,006.6 {(10.0})
1982 297.3 425.0 3,379.0 1,521.4 (18.6)
1983 191.2 276.2 3,778.3 1,705.4 {14.2)
1984 470.7 329.4 &,411.4 1,818.8 (13.8)
1985 443.4 301.9 4,733.9 1,873.4 {12.6)
1986

1987

Socurce: Bank of Korea.

Mote: Figures in parentheses indiecate the proportion absorbed by the
monetary atabilization account or stabilization bonds among swap
Eransactions.
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Table III-21. Korea: Total Deposits in Foreign Currency

(In millions of U.5. dollars, end of pariad)

Korean Banks i Y Fnrei;n Bank Branches
Resident Nonresident Total Hesident MNonreaident Total

1972 146.0 25.2 1T1.2 b.l 0.6 4.7
1973 163.1 10.7 173.8 4.0 1.0 3.0
1974 151.6 11.6 163.2 17.4 1.4 18.8
1975 100.8 114.7 215.% 1G.7 28.0 8.7
1976 124.6 331.5 436.1 19.2 32.T 71.9
1977 251.1 07.6 338.7 28.6 18.4 77.0
1978 274.1 114.9 339.0 16.3 13.4 29.7
1979 208.1 138.1 346.2 25.8 5.1 30.9
1980 280.6 192.7 473.3 39.7 6.8 66,5
1981 256.2 23%.8 £96.0 120.8 11.9 132.6
1582 410.0 234,1 &4, 1 414.1 10.9 425.0
1983 675.7 rr.e  1,053.6 261.5 14.7 276.2
1984 T05.4 394.T 1,300.1 301.0 28.4 329.4
1985 961.6 B78.0 1,839.6 260.9 41.0 101.9
1986

1987

Source: The Bank of Korea.
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Table III-22. Koreat Foreign Currency Loans of Deposit Money Banks

Foreign Currency Loans
End of Period Waon U.5. dollar
Billion million

1984
December 3, 1543.1 3,798.8

19835
March 3,308.6 3,716.7
June 3,359.0 3,773.3
September 3,423.2 3,B845.4
December 3,291.9 3,697.9

1986
Harch
Jung
September
December

1987
March
Jung
September
December

Source: The Bank of Korea.
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Table |111=25. EKorea: Bank of Korea Swap Transactions

{im millions of U.5. dollars)

IDH_E 1986 £
g 1 ok o Qi UFs Q3 4 a1 Q2 Q3
Wi | i
Domastic banks 5,774, 9 5 ,.B6B1.6 6,103.8 5,!-&-1‘.! ]
Foraign bank
branchas 1,007.4 £y, 2 V6.0 l,ﬂ'ﬁ M- |
Total 4,7682,3 &,414.8 6,679.8 6,464.9
Qutstanding |
{end of period)
Forelgn bank
branches 1,849.7 1,871,701 BB5.7 1, 873.4
OF which:
M54 and MW3H 1248 .8) (A%, 8) 1248.5) (36.2)
Domestic Danks 6,115.4 1, 21.0 B8,23.0 8,271.10
Total B.00%.1 90481 10,019.7 10,144.5

Source; Hank of Korea.



KRC—cqtBkrtbZ-—2/25/88
Table III=2&4, Korea: Bank Credic Extended
to Special Accounts, Budgetacy Funds and
| Government Invested Enterprises

(In billion Won, end period)

1983 1984 L9835 1386 1987
The Bank of EKorea 2,664.8 2,643.5 2,637.0
General account 390.0 390.0 390.0
Grain Management Fund 1,642.0 1,642.0 1,64Z.0
Government Supply Fund 35.0 15.0 35.0
Fund for potential
farmers and fishermen 7.8 6.3 o
Government invested
enterprises 570.0 570.0 570.0
Depoait money banks 1,610.8 1,894.3 1,735.1
Covernment invested
enterprises 1,610.8 1,8%4.3 1,735.1
Other financial
institutions 2;139.1 2,970.0 2,707.3
Mactional railroad
special account 508.1 598.4 598.4
Government invested
enterprises 1,631.0 2,471.6 2,108.9
Total 6,394.7 17,507.8 7,079.4

Source: Data provided by the Korea authorities.
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Table IV=l. Rkorea: Cperctlons of the Ceprfal Levernsent and
the Comenlidaped Central Covernrent, 1SE3-p& 1y

1%E& 197 1968
15k3 [§°1.09 I5ES Agtual Bed Artual fodpet

{In billfoms of wom)

Central governsant

Re it il 11,537 = 13,603 12,928 15,841 17,313
Expenditure 12200 13,846 14 B&7 15,537 Ll
Luficdic (-} =hib3 =g41 =hi5 =B =], 260

Het financial transsctions
ketween che cencral
govermment amd the

public funds I/ -2B& =8l +232 2l =320
Copsolidaced central
governsent
BEveEnuE 11,595 13,040 14,505 15,656 17,357
Expendicure 12,546 13,9%3 15,116 15, %20 18,657
Deficic (=} =051 =523 =713 =h5 =], 300
Financing 451 523 b 65 1,300
Dersscic 552 613 73 Il 1,257
Bank %J'h {=245) [=&C) {31%) (591} {603
Konba (787 (E53) {=d6) {=180] {654)
Foreign 155 a0 &40 1&g 43

{Inm percent of CHF)

Cengral govermwent

Fevenue 18.7 1%.3 19,3 18.9 8.7
Expeaditurs Bo.E LI Y 0.8 15.0 26.]
Defieir {=1 =1.2 =1.3 =1.3 =1 =1l.k
Kutr Tinancial crana=
aet lens Betwoen the
EUBLTE] POVEFHEENE
aed the public funds =0.5 ={i. 1 v sun sar
Comealidaced cancral
JONEEREENL
B v Bk i 19.% 20.0 b P | 1E.9 18.7
Expendl ture 215 b 1.0 15.0 T2
peficic (=) =08 =04 =10 =0 1 =]k
Finanelng 1.6 L4 1.0 0.1 1.4
Lorescic .9 0.9 [ e B3 14
Bamk 3/ f=G.d) {=0.1] (0.5 {0.7] (0.7}
Konkank {1.3) £1m] (=00} {=0.4) {072
FaEalgn BT 0.5 G.& =2 -
hezorandom ftew:
GhP 2B, 9EE E& 408 72,317 £],B33 93,571

Eowrces: [ate prowided by the Korean suthorities; and staffl estibates.

‘]_.I' Ireludes! Ceneral Account , Special Aceounte, Cowerneent Fusde, and Public Enterprisa
Fumge. Tke figures for che public sector are actuals and are not correctied for chonges im
dulinicion. The resoval ol the Eores Telecomeunicatloms Authority frae che accoumte im 19E2
reduced revenue snd expenditure by sore tham | percemt of (EF. The resawsl of che Civil
Eprvanis Ferslon Fund aed Speclal AccoEnt (o I9E3 redoced revenus and expendlture by alsoct
| gereant of CXF,; and che overall deflieic, by 0.1 percentape poine of CKF.

i.-' Includes payments of profics to the poverneent, primarily fros the tobaces and ginseng tean
pomopaly, Feceipre of suksldles, pricarily by the Crain Management Fund, and cepitel tramsfers
fros the CovirBfanit.

i." Bank Tingncing as dafliped in Che sopecary survey] desestlc nenback FMmancing Includes
spall discreganciée batuedn okl and accrudl scceuniimp irm Ehe figcal presentation. For a
reconciliaticn af che [iscal and somselary daccounts see Appendix Table 4.
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Table IWV-2.

fin.bll11logns of won)

Kores: Central Gowernment Revenus, 1983-88

1585 1587 1933
1983 1984 1985 Actual Budget Actual Budget
Tan Revenue 1/ 10,207 11,077 12,108 13,882 15,218
Taxes on nat |ncome, profits,
and capital galins 7 608 2,867 3,475 3,967 4,358
Company, corporate, or
antarpriga (01,2050 41,345} (1,630 (0,730 {1,954)
Individus|s (1, 408) (1,522} (1,845} (2,236% (2,404}
Matial security coafribufions 131 157 207 250 322
Tawes on proparty 105 oR BO 102 110
Tawes on goods and services 5.2 5,659 5,933 &, 709 7,310
Goneral sales taxas (2,988 (2,8X8) (2,9001) (3,273 (3,580)
Sglective excises on gQoods
and serviceas {1,728 (1. B2) (20821 (2.548) (2.654)
Prof [ts of fiscal momopol ies {933 (BE5) 19%0) (01,0089 {1,078
Taxas on intarnational trade 1,712 1,521 1,950 2, 345 2,602
Othaer taxes 358 405 460 505 514
Mantax revenue 1,210 1,433 1,832 1,83 1,841
Capital revenue 20 9 188 19 26
Tatal revenus 11,538 12,603 13,927 15,840 17,323
Total revenus and grants 11,538 12,603 13,922 15,840 17,323

Sources: Data provided by the Korean authorities; and staff estimates.

1/ Includes defensa surtax and education Tax and surfax allocated teo individual categories as

appropr il ata.
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Tapiae I1¥-3, Korea:

(1a billieas of won)

Econonic Classification of Cantral Government Expanditura
and Met Lending, 1983-38

= s 1986 1987 1588
1963 1964 1985 Actual Budgat Actual Budgat
Currant axpandi fure 9,045 10,213 11,523 12,830 14,3564
Expanditure oa goods and sarvices 4,619 4,763 5,419 ] &, 178
Wages and salaries {1,6968) (1,75T) (1,892} (2,0600 (2,222}
Other purchases of goods
and services 1/ {2,942 (3,006) (3,527} (3,9300 (4,554}
Intergst paymants 647 B57 9% .18 1,345
Domestic (3300 (4551 15271 (871 (T8
Foraiga (387 [aDZ) {AEE) [564) 1626)
Subgidias and ather curran?
transfars 3,840 4,593 5,111 5,705 6,443
Ta enterprise tunds (35) (387 {46591 (383 {300}
To local governments (2,818) ({5,102 (3,573} (3.A7%) (4,317
To #inamcial |nstitutions [ 59} (28 [ 54) {209 (&)
To households, monprofit
imgtitutions, and ofthers (918  {01,046) (1,198) (1,387) 1,684
To abroad 50y L3 i 34) £33) 1421
Capital axpanditura 1,536 1,662 1,814 2,119  F.A17
Acquisition of new amd axisting
Fized capital assats 852 B35 aTE 1,236 |, 294
Purchases of |and and intargible
EEEr £ a7 144 B0 G4 128
Capital tranafera 500 554 T20 809 aze
To enterprise funds (34} [==1 == 22 (2%}
To others (465} [554) (T30 [TAT) {80%)
Purchases of |nventor|es 1 59 37 a5 167
Wet lending 2/ 1,519 1,512 1,530 578 Wrr
To enterprise funds =13 54 42 a9 54
To others | 538 i,518 1,488 53 I 568
Total expandlture and nat
landing I-l":ED'I.'J 15,446 14,867 15 527 tﬂlm_'!
Sources; Davta providad by the Eoraan authorities; staff estimates.

E."' Includes foraign mil (tary sales eredifs from foreign governmants
2f Inciudes foraign borrowing directly on-leat to fhe private sechar and to noafinaacial public

enferprises ciassifled as "othars.”
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Table IV-4., Korea: Functional Classiflication of Central Gowernmant
Expenditure and Het Lending, 1583-38 17

1986 1587 1986
1983 1584 1985 Actual Budget  Actual Budget

{in billions of wonad

Ganaral public services 1,237 1,208 b, a0 1,553 1,597 1,647
Defensa 2/ 5,408 3,573 3,058 4,502 4,376 5,071
Education 2,080 2,258 2,462 2,740 2,713 3,100
Haalth 180 173 192 23 232 480
Scclal security and welfare SED T 179 1,009 68 1,134
Hous (ng and community smenities SES | 061 e G54 15 EAA
Gthar communifty and social services 104 el 147 188 148 14T
Econoaic services 1/ 2,430 2,587 3,25 3,595 2,888 3. N3
Unal locable (includes Interast

and transfers to local government) 1,500 1,829 1,958 2,40 2,572 2,641

Total expanditurs and nat lendisag 12,200 13,446 14,867 16,086 15,927 1B,E03

(Percant of natal)

Genaral public services 101 Q.0 g4 B.1 10.49 2.4
Detfense 27.3 26.8 M6 26.9 2T7.% 27.2
Educatian 17.% 6.4 16.6 6.1 17.0 16.7
Hesl th 1.5 1.3 1.5 l.4 1.5 2.5
Jocial sacurity and welfare 4.7 8.0 5.2 [ G.1 [ |
Hoasing and commuAities anenltles 4.8 7.9 4.B 5.5 1.9 1.6
Other community amd social services 0.8 0.4 1.0 b.0 1.0 8.9
Economic sarvices 19.9 19,1 21.9 20.0 18.1 20.0
Unal locable (Includas intearast

and transfers o iocal gowernmant) 12.3 13.6 15.2 14.3 14.9 14,2

Total expanditure and nat lending 10,0 1000 100,60 1000 100.0 100,53

Sources: Oata provided by the Korsan authoritias; and staff estimatres.

l.-" lacludes Hational |aves¥nent Fund |&ans and net landing from foreign borrowing directiy onlent to
nonfinancial public enterprises and tha private sector, Almost all of these funds are ciassified in
aconomic sarvices, ﬂl‘l'hl:".ﬂ]h Sone appsar (n gengral research, health, and communl fy devaelopmant,

2/ Includes foreign military sales credifs from forsign governments,
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Table IV-5. EKorea:

Grain Managemant Fund Operations, 1983-88 1/

iln Billions of wonl

i 1] 1987 19ER

1683 1584 1985 Actual Budgat Actual Budget
Qperating receipts S04 935 1,079 I, 0MA 64
Rice sales 561 570 4659 573 378
Bariay sales a7 &8 &1 44 a3
Sples to central gowernment 1] 14T 204 9 ]
Other gralns i - i48 193 4
By-products 2/ 111 o] 147 17 15
Oparating expanditures 1,184 1,449 1,568 1,31 1,154
Domestic rice purchases 3/ 373 930 1,010 970 g2t
Rice imports a4 57 - -— i
Domestic barleéy purchases 275 208 121 32 a0
Other grains £ = s s =
ther grain imports 7 3 L. 1 =
Handling and storage charges 4/ 143 143 1% 2 az
Interest paymant 90 0 100 a8 1a7
b 57 12 12 12 64 18
Qparating surplusSdaficit (=) =242 =509 =339 =799 =350
Financimg 242 509 33 3 350
Domestic 243 511 341 320 44
B0k 43 1 =159 50 1%
MeT b rowing {2500 l==l ==} {1 i==1
Use of cash balances (43h in {=T8) (50 (3%
Depasit Monsy Banks &/ =118 180 =10 =49 130
Barrowing (900 (780) {780} (650 (B0
Amortiration [0 L )] {800} (693 {6500
HNonbank sourcas !.I" 65 -— == =31 =20
Barrowing (5130 [==] {==} (20 {==]
Amortization [448) [==] ==} £511 {=20}
Goverrment subsidy a 330 450 330 2715
Farelign -1 =2 =3 =21 =54
Borrowing — -_ - - -
Amortiration to Government _— - - - -—
Fund financing 5.A. 1 2 2 21 S4

Ssurce: Data provided by fhe Korean suthoritlies: and statf estimates,

Calendar=-yaar basis,
Ingcludes miscal | Anecus rovvanue,

Includes fransfers to GMSA,

E ‘Ialzttlglﬂ I,:

[=1: -

Includes previgus-year rice and riee purchases financed by deferred payment,
Ifgludes nanagenent expanses of Grain Mansgement Specinl Account (GMSA),

Reprasents Grain Bonds. Beginning In 1984 data for [MBs include sales of grain bonds nonbank
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Table IV-6. Korea: Actual Deficits of Nonfinancial Public Enterprises

(In billioms of won)

Public Enterprises S/A Fund

Nat'l. Communi- Supply Sub-
G:M Monopoly Railroad cations  Bupply Sub=Total GMF Fund Total
/&  S/aA 5/A 5/a 5/a {a) (B)

Taotal
[A+R)

Revenue
Current
Capital

Expenditures
Current
Capital

eficit

Financing
Domestic i
Ceneral
Government
BOK
DHBE
Other
Changes 1in
cash balance
Fareign
Interaccount
rrangactlon
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Table IV=7. Korea: Financing of Nonfinancial Public Enterprises

(In billions of won)

Public Enterprises S/A

Fand

Nat'l. Communi- Sub-
G.M. HMonopoly [Railroad cation Supply Total GCHF
S/A 5/A S/A S/ S/a (a)

Supply Sub~-
Fund Tocal
(B)

Total
{A+B)

Domestic

GCeneral Government
Borrowing
Amortization (=)

Bank of Eorea
Borrowing
Amortizacvion (=)

Deposit Money Bank (=)
Borrowing
Amortizatien (=)

Ocher
Borrowing
Amortizaction (=)

Change in cash balance
Decrease
Increase (=)

Foreign
Borrowing

Amortization (=)

Torcal
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Table IV-B: EKorea: Average Price, 1986-88

{Unit = won)

Hice Barley
(B0 kg) (76.5 kg)

Ry 1986

The average import price
(FOB/MT: browm rice)

b. Awverage domestic purchase price
c. Owerall average purchase price
d. Average release price to public
€. Average release price to Government
By 1987
4. The average import price
(FOB/MT: brown rice)
b: Awverage domestic purchase price
c« Owerall average purchase price
d. Average release price to publie
2. Average release price to Covernment
Ry 1988
4., The average import price
[(FOB/MT: brovn rice)
b. Average domestie purchase price
c. Overall average purchase price
d. Average release price to publie
#. Average release price to Covernment

Source: Data provided by the EKorean authorities.
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Takle IV-9. Forea: COperatiors of Cemersl Covernmert, [9E-E7

1983 1584 1985 1986 1/ 1987

(In H1l{ons of won)

1. Consolidated Central Gowernment 2/

Total mvense and grants 11,595 13,040 14,505 15,856

Tetal expenditure and pet lending 12,546 13,%63 15,218 15,921

verall balancs —B51 033 =713 -5
2. Consolidated local Goverrments

Toral reverse and grants 2,739 3,079 3,406 3,950

Total expenditure and ret lendlng 2,661 2,553 1,567 3,808

Dverall balance 78 Bh -1al 182
3. Gemeral Gowernment {l1+2)

Total revemue and grants 15,33 16,115 17,911 19, B&6

Total expenditure and net lending 153,207 16,5956 18,785 19,729

Cverall balance =#73 =437 =274 117

(In percent of GNP)

l. Corsolicated Central Covernment 2/

Total reveme and grants 19.7 19.6 0.1 18.9

Total expenditure and pet lending 21.3 21.0 21.0 19.0

verall balance =16 =lad =10 =l
2. Comsolidated Local Goverrments

Total revesue and grants 4.5 b 4.7 4.8

(nerall balance el el .2 0.3
3+ Ceneral Coverrment (1+2)

Total revenue and grants 243 b2 24,8 23,7

Total eqgpenditure and net lending 25.8 255 5.9 2.5

verall balance =].4 =1.3 -1.2 0.2

Source: [ata provided by the Forean suthorlties; and staff estirates.

1/ Acrual for Consolidated Central Goverrnment; budget for Consolidated local Covermments

and for Ceperal Governsent.
2/ Corresponds to the concept of the "eonsolidated central government” in Table 1.




VBT ¢ Slery=S—10/ F3/EE

Toble TW-fin, FKorea: (perstions of Locsl Gowenseers, 10E3-P8

13 1me s 1% i867___ 158
hxipet Actusl Fdpec
(In bl fors of wom)
1. Curtert rewmme 2,641 3,017 3,338
Tax L3 1,58 1,655
Bl g 1,286 1,508 1 i
2. Oapdra] cestis 120 126 L3F
L Teral mevens {142) BEOL 3,043 3476
4. Cpamta 3,083 3,425 3,78
1. Toral sowerns and
granzs {34) 5055 & %eR 7,194
le Gurrent espendl ture 3.5 T I
2, Capital swperdltere 2.7 2,872 A rae
1. Total ewperdiomre (B 5,718 6,475 . 13
& Mot lentng s ) L
T1: Total expend ture and
et lending {34 3 B 1520
IOl Oeeral]l balomoe
(I1-1) =] 5L = =137
IV, Fileanclng 131 9k
l. Comestie 15 196 L
Corentic money banks =144 L v bkl
[t hers 5 263 .t
(In rerceni of cotal)
L furmest rewme £5.5 5.9 4.4
Tz 3.7 A.0 3.0
Yombam 21:E 2311 234
i Capdtal reveroe 2.0 L5 1.9
3. Total reverss (103 &5 .4 .3
4. Ceamts 515 52.1 51T
I. Tocal revens and
prarss {34 WL G OGO
1. Currenr esgerd]ture LB 5.5 B
2o Capltal expendcucs XL £.5 &l:2
% Tomal expesd]uee [ 142) o 044 W.R
4 Dl lendieg Sul R 47
II. Teral e ndd rume snd
et Jendicg 35D 1000 o0 lon.n
1. Flnsncing 10 10,0 WG
ls Torestic 000 HOG.0 (L
[Lorwstic money banks =133 7.5 k|
Lthers 2383 B 5 BEL S

Foarrena:  [ots vrowided by che Foreen suthoricies; ond scal! st imptes.
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Takle IV-10: Eorea: Sources of Uses of Funds of the
Mational Irmeescrent Fimd, 198588

{In tllions of 'Hm-}

1983 1984 1985 1986 1967 1988
Budget Actual  Prof.

Sources of Fumnds
Mational savings
Trust funde of various

public entities
EBanking imtitutions

Insurance and Crusg
compar e5

Bepaid loans

lses of fumds

Fomvy and chemdcal
indherries

Electric power
Food production

Exports by deferved
FayTEnL

Cther

Source: Data provided by the Korean suthorities.



KFC—oqt 8kré-11—2/22/E8

Table I¥=11. FKores: Operations of the Mations]l Inmvestrert
Fund, 1983-88

{In hillons of won)

1963 1585 1985 1585 1587 1987
Bidget  Actual
Est.

1968
Frod.

Feverme

Current revemnse
Capdeal revems

Expenctiture and net
lemding

Current expenditure
Capical expenditure
het lending

Deficit 1/

Souree: Deta provided by the Forean smithoricd es.

1/ This operetional defieit Includes interaccount transactions which make it
wnconpsrable with the owerall deficit of the consolidated central government.
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Table V=12, Korea: Susmary of the Jperations of the Government |nvasted Enterprises, 15983-88

1986 1587 1988
1583 1584 1985 Actual Budger  Actual  Budget

{in Billligns of =on)

Korea Electric Power Company

Oparating revenus 2,914 3,184 5,425 3.649 3,960
Current axpenditursa 1,324 1,569 2,048 1,706 Z,08%
Operating surplus 990 1,215 1,377 i, 943 1,876
I nvestnent I,748 1,676 1,779 I,476 1,495
Wet® financing requiremant -T58 =41 =352 45T jaa
Korea Telecommunications Awthority
QOparating revenus I,142 1,388 1,826 2,085 2,341
Current expanditure 5648 G2 1,046 816 820
Operating surplus 574 766 TBD 1,769 1,521
I nves tnent AES GEA 1,141 1,113 1,240
et flesasncing requirement =31 =22 -1 156 ZR1
Tatal

Oparating revenus 5,748 5,319 7,564 B,114 9, 402
Current axpandi furs 5,956 4,578 5,502 4, T2 5 ,BEB
Operating surplus 1,792 1,941 2,062 3,392 3,514
| nwestnent 2,97 2, GED 31,504 5,055 5,448
Het financing requirement -1,125 -1,048 -1,442 296 EB
FiAans i ng

Domaztic bank (31} {107 [B26 ) =328 210

[Domastic nonbank (433} 15063 56T 305 &2

Foraign (636 {435} 12491 =274 =&&0

{In percent of GNP)

Taotal
Jperating ravenus 5.4 a.7 13,2 2.7 10,2
Current axpasdi turse 6.8 6.7 7.3 5.7 .4
Operating surplus 3.0 2.9 2.8 1.0 1.8
| nvgstmant 1.3 4.5 4.8 5.7 L
[in parceat gf gross domastic [nvestment] (16.6) 14,13 [15.9) 12.2 A |
Hat finamcing regulremsnt =]..8 =1 .8 =2.0 0.4 0,1
Financing
Doaestic bank =0.1 -0.2 0.9 -3, 4 0.2
fomestic monbank 0.7 -0.7 =0.8 0.4 0.2
Foreigm =11 =0, 7 =0.3 -0, 4 -0,5

Sources: Data provided by fhe Egrean avthorities; and staff astimates.
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Tatle IV-13. Korea: (perations of the (cvernpent -lnvested Enterprises, 1983-€

(In billions cf won)

198¢ 1987 1988
1983 1984 1985 Actusl Budget Actual Proj.
1. Korea Electric Power Corporation
Operating reverue 2,914 - 384 73,425 3,649::1:3,9€1
Total expenditure Q67203645 T 0 3,082 73,58
Net financing requirement =758 —461 =352 467 38C
2. Laihan Coal Corporation
Operating revenue 172 187 189 198 198
Total expenditure - 162 134 01 195 223
Net financing requirement 1c S =12 3 =25
3. Korea Higtway Corporation
Operating revenue 105 125 171 246 266
Total expenditure 87 121 174 241 363
Net financing requirement 18 4 -3 5 -97
4. Korea National housing Corporation
Operating revenue 513 491 468 661 802
Total expendi ture 630 837 99 7675 15021
Net financing requirement 18 4 =3 -106 =215
5. Industrial Sites and Water Resource
Developrent Corporation
Operating reverue 201 157 298 318 3%
Total expenditure 197 185 320 343 381
Net financing requirement 4 -38 ~22 =25 —45
6. Korea land Development Corporation
Cperating revenue 149 191 414 348 442
Total expenditure 171 263 456 415 564
Net financing requirement =21 =72 —42 —€7 =122
7. Agricultural Promotion Corporation
Cperating reverue 126 122 110 121 121
Total expenditure 128 120 116 127 115
Net financing requirement -2 2 -6 - 6
8. Korea Telecommmications Authority
Operating revenue 1,142 1,388 . 1,826 .| 2,085 " 234}
Total expenditure 1,434¢" 1,610 = 2,187 51,929 .= 2,060
Net financing requirement =292 =222 =36) 156 281
9. Korea Broadcasting System
Operating revenue 210 265 259 253 306
Total expenditure 173 201 262 235 293
MNet financing requirement 37 64 =3 18 13
16. Korea Gas Corporation
Cperating revemue 4 15 15 6 374
Total expenditure 31 €9 157 143 430
Net financing requirement =27 =54 =162t © a1 30 =56
11. Korea National Tourism Corporation
Operating revenue 35.4 39.4 43.5 64.0 66
Total expenditure 25.5 32.2 39.3 62.C 73
Net financing requirement 3.8 =33 Fi =34 2.0 =7
12. Korea Mining Promotion Corporation
Cperating reverue 29.0 30.5 28.2 27.0 29
Total expenditure 25.2 33.8 " 3146 30.0 28
Net financing requirement 3.8 =3,3 . =R &5 5010 1
13. " Korea Petroleum Levelopment Corporation
Cperating revenue 12.2 7.5 8.0 10.0 13
Total expendi ture 40.5 12.5 9.2 27.0 49
Net financing requirement =28.3 - =5.0=1e2. . =170 =36
14. Ceneral (hemical Co., Ltd.
Operating reverue 49.1 20.8 5.2 6.0 1
Total expenditure 30.8 =12  -l.4 2.0 4
Net financing requirement 18.3 22,0 6.6 4.0 -3
15. Agricultural and Fisheries
Developrent Corporation
Operating revenue 13.7 21.0 28.3 34C 48
Total expenditure 36.0 17.6 93.0 50.0 51
Net financing requirement =22.3 3.4 =647 -16.C -3
16. Korea Overseas Dev. Corporation
Operating revenue 2.4 2.7 3.1 4.0 5
Total expenditure 2.4 2.7 3.1 4.0 5
| Net financing requirement —_— _— o -
i 17. Korea Trade Promotion Corporation
| Operating reverue 33,6 5. 29,01 260 e30:0 32
Total expenditure 22.1 29.4 26.0 30.0 32
Met financing requirement 1.8 -C.4 e — o
1¢. Korea Labor Welfare Corporation
Operating reverue 17.8 15.6 24.0 32.0 38
Total expenditure T3 14.2 24.0 15.0 31
Net firancing requirement 5.3 0.3 o 17.C 7
1$. hational Textbook Co., Ltd.
Cperating reverue 28.7 28.9 24.0 23, 24
Total expenditure 23.4 28.6 24.0 21.0 31
Net financing requirement 5.3 0.3 —_ 2. -7
Total operating revenue 5,748 6,315 7,364 8,114 9,402
Total expenditure 6,673 7,367 8,806 7,818 9,33%
Net financing requirement -1,125 -1,048 -1,442 296 68

Saurce: Lata provided by the Korean authorities.
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Table I1¥-1d4. Xorea: Sales, Income, and Employment of
Government-invesated Enterprises, 1986=37

(Iln billions of =on)

1 G 1987
Emp loymant Sales Incoma Employment
Salas Imcats (Mo, anployed)
. Korea Electric Power Corporation 3,649,170 1,437,614 24,586
2. Daihan Coal Corporation 156,003 -Z,449 14,230
3. HKorea Highway Corporation 226,041 93,067 2,422
4, Horga Hatlomal Heusing Corporation 636,156 75,580 2,318
5. Indystrial 5/tes and Water Resource

Development Corporation Hig, 189 15,398 i, 544

6. Eorea Land Develcpment Corporation 128,436 95 695 i, 13
T« MAgriculftural Promotion Corporation 116,262 241 1,830
8. Kores Telecommunications Authority 1,839,053 483,195 50,092

5. Eorsa Security Priating and Minirg

Corporation 100,470 B,11% 2,905

0. Eorea Gas Corporation -= -= 6l
11, Eorea Hational Tourism Corparation 63,874 0,241 60T
12. Korea MWinimg Prom, Corporation 20,053 2,12 434

13. KEorea Petroleum Dew. Corporation 1o, 277 =1,373 410
14, Korea Genaral Chemical Co., Lid, 5,937 3,889 a6
15. HAgriculture and Fisherles Marketing c
Corporation 3.9 1,629 &0

i6, FKorea Overseass Developmant Corporation 1,460 =106 197
17. Koraa Trade Prom. Corporation 29,655 -644 567

18. Koraa Labor Welfare Cocporation 24,870 =1,17% i,%8
19. Harions| Tewtbook Company, Lid. 2. 916 1,474 554
Tatal 7,627,722 2,242 414 106,714

Source: Dafa provided By tha Morean authoritlas.
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Table i¥-15. Korea: Financing of Consol idated Public Sectar
Qperations, 1983-E8

{in Gilllgns of woml

1983 1984 1985 1986 1987 1588
Budget  Actual  Budget

| Domestic finsncing 1/

1. From mopatary authorit|es
1.1 et borrgsing
1.2 Change |n deposits
2., From deposit monay banks
2.1 Hat borrosing
2.2 Change In daposits
3. Other

I, Financing abroad 2/
4, From international development
ingatitutians [(net)
3. From foreign governments (net}

6, Other [(nat}

1ls Flnamcimg (01 + 11}

14 lIncludes Treasury bonds, Industrial reconstruction bonds, reimbursesent securities for reguisiticnad
propecties, borrowing of the Mational Investment Fund, Gralm Fund bills, mational railrosd boads, national
housing bonds, Natiomal Howsing Fund bonds, and telephone bonds.

g.r" Includes foreign borrowing directiy on-lent to the private sector and to nontinamcial public saterprises.,

3 Includes foreign military sales credits from foreign government,




Lo
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Table I¥-16; Korea: Het Credit from the Bonking System to tha Public Sector, 1984-8T

{in billions of wan; af end of period)

I ncrease

1984 1985 1986 1087 ar
March Jidie Sept. Dec . Harch Juna Sept. Dec ., Decrease
B-A C-A&

Bank of Eorea (netf)
1A

Deposit Money Banks
it} (B)

Hat credlt from the
banklng system to
thie govarnment [A+B}

Claim on governmant

agency (Fertlilizer
Fund}

Mat credit trom the
Dill-'lh-il'l-!] sysfam To
Tha public sacTor
{Cel)
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Table I¥-17. Korear: Foreign Borrosing of the Cenfral Government and Public Sector, 1985-87 (contifAwed)
(In billioss of won)
1985 1985 1987
Int¥h, int'l. int"i.
Dav.  Foreign Dev. Foralgn D Faralgn
Inst, Govr, Other Total Inst. Gowt. Other Toral inst. Govt, Other Total

. Cantral governmant

A, Gout, Fund Financial
Sh inet)

a. Foreign loan sub-alc
Borrow | ng
Amortizatiom (=)

b. Claim Fund sub=-ac
Borros | ng
Amortization (=)

c. General afc
Barrow i ng
Anortiration (=]

d. Mat'l. Univ. Hosp. 5/
Borrowing
Amortization (-}

g. Mat'il. Medical Cenfer

1, Mational Railroad 554
Bar rowing
AmorTization

gd. MHational Housing Fend
Barrawing
Amortization (=)

h. Graln Management Fund
Barrowing
Anortization (=)
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Table IV-18.

Korea:

Financing of Central Covernment Operations, 19B3-87

{(In billions of won)

1983 1984 1985 1986

1987

3.

Domestic financing

{1} From Monetary Authorities

Ll

1.2
(2)

Lal

2.2
(3) Ocher

Net borrowing
Change in deposits

From deposit money banks

Het borrowing
Change in deposits

Fipancing abroad 1/

(&)
(5)
(7

Financing (1+2)

From international develop-
ment institutions (net)
From foreign government (net)
(6) Other (net)
Foreign military sales credit

1/ 1Includes foreign borrowing directly on-lent to the private sector.
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Table IV-19. Korea: Analysis of Governue.. Position with the Banking System, 1983-87

{In hilliona of won)

19813 1984 1985 1986 1987

I I1 I1X

Iv

A« Gross claims on government

1, Claims on government of Monetary
Authority (BOK) (12A ST)

) Bonds (12 ACA ZN)

; Subscription to Fund (11 CBA ZN)
H

-
£ = e

Loans to Government (12 ANA ZN)
Subscription to IBRD, ADE, IDA
(11 0z ZN)
{v) Deposikts to IBRD, ADB, IDA
{16 DZ ZH) :

(
{i
!

2. Claims on government of DMB

(i) Coverpment Bonds (22 AB ZNH)
ii) Deposits with Mational
Investment Fund (NIF) (22 AC ZN) i

E. OCowvernment deposits

l. At Monetary Authority (160A ZN)
2. At Deposit Money Banks (26 DA ZN)

C. Het claims on government (IFS defimition)
At Monetary Authoricy (Al-Bl)
Ac DMB (A2=B2)

b, Amount of GCovernment Lending Funds
At DMB
Borrowing Erom government
Borrowing from NIF
Borrowing from NHF
At Monetary Authority

BO¥ definition of mnet claims om
Covernment (€ D ALl (iv} + Al (V))
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Table IV=20. Korea: Bank of Korea Loans to Government, 1983-87
(In billions aof won)
1983 1984 1985 1986 1987

11

ITI

Iv

General account

Special account

Extrabudgetary accounts
Crain Management Fund
Supply Fund
Ocher

Total
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Table IV-Zl. EKorea: Iasues of Treasury Bills, 19B83-EE

{In Williome of won)

1983 1984 1985 1986 1987 1988
Budget
Issues
kEedemption
Outstanding amount
at end year 1/
Takle IV-21. EKorea: Outscanding Admounts of Treasury EBEills
(By Holder), 1983-88
(In billione of won)
End=- End=- End~- End- End=
1983 1984 1985 1986 1987 19EE
Budget

Bank of Eorea
Deposit Money Bamks
tcher

Total




KRC--cot8krtow--2/23,/08

Tabie V=22, Korea: Financing by Type of Deb® |nsfrument of
Pubiic Sector and Central Governnent Qperations, 19A3-B7
{lm Billiaons of womb
1383 1984 1285 1’085 1987
Cantral Public Caarral Puliiic Cantral Publ ic Canrral Public Caarral Publie
Gowd. Sector Gavt . Sactar Gt Sector Gavt . Sectas Gawt. Sastor

Tatal f:lﬂﬂl'l-tirl-g
Domestic financing
Long=term bonds

Lomg=tarm locans
and advances

Short=ferm |oans
and advamces

ther [iabilities

Changes in cash,
ate.

Financing abroad

Long-term |pans
faB.Ca

Source;

Data provided by the Ministry of Finance.




KEC-—eqrhkrtha==2/21/8E
Table IV=213. EKares: Financing bty Typa of Folder of Consolidated
Contral Covernesnt Operacfons, 1963=86 &/

tIn billions of wan)

L. 15H3 1986 1587 1288
Pudger Actual Budges

Dopestic financing 1/ 5§53 613 i1l
From monetary autboricies = 115 =180 =151
Fet borrewing 385 “=hl =B
Change in deposite =1/ =379 =143
Free depanlf soney baoks {EaE} .= TEE Ta2
Cehat 500 208 =380
Flnancing ubfroad I.E.I' -1 -] 148
From incarnational develspsan
imecituclons (met) 291 Y& 1Y
Fron forefgn gowvernsencs (net) 3/ 103 =53 14
Other (met) 5 -3 =104
Fipancing 951 ¥i3 &5

Hemorandum [fexn: &/

Bt credis Irom banking eystes

Ed publlic ®ectof in flécal accounls kL] LRIl 5¥1
Luans: Coveroment loans to DMEs 3/ 156 263 475
Lagat Cocplizentacy petiod

b Fobsgean b s y =ik lizl ik
Flus: Carryover from previocus year 7f —= - -—
Fles: Net credit From BOE to
Fertilizer Fund 6/ it} - -
Flus: BHEet gredit Ffrop BEOK to Fund for
Bage & Ealaxy Earners Forbune g = e
Foreatlan Sawlng _.'_|I__.I'
Lesst Tressury Eill _ —_ 153

Equals: Her credit fros bamking
gyatom 8 publis seeCar
in somEtary Bceounts —145 =40 24

Seurcas! Daca prowided By the Korean authorltdies; and acalf satimates.

:,Ir Inclugas! GCameral Accoumt, Special Accousts, Covernment Fusds, and Publlc
Enterprise Fueda.

L/ lIneludes hEghway censtructlom bonds, [ndustrial recopstructlos Bonds, Pelsbursesenc
Securicies Clade Fumd, borresdieg of che Batlenal Investeent Fund, NIF bomds, Urain Manage-
eant Fund graim purchase certificates, greim bonds, and celephome bomds. It ewcluodes
deferred paymencs for rice producers that carcy cver to a sdbaequent Flacal yeaf.

A/ Ingludes foreign Borrowing directly on-lent ta the private sector and te mosfinan—
clal public enterprises.

%fl Inclodes Forelgn milicary aales eredics from forefgn govermments.

AY The fiscal and sonecary aceounts im this report wae, as do the suthorities, differ=
ent definitions for the positiom of the public sector with the banking syscem:
(1] gowernment lending funds in deposit money banks are treated as fet lesding im the
Flaesal accounts at the tipe they are placed la Sepoaic meney banks, vhareas chea acsetary
data lepclude these Funds fn gevernsent deposics {nected ocut against claims om the Gowern=
eent) until they afa diaen Sowsl {(2) the fiscal year runs from Jamary | to Decesber 3],
bt dncledes a coeplimentary peclod im the following January; pricr to 1983 this period
wes January I=30; simes 1983, Joswary L=015; and (3} bamk borrowing by the Farcilizer Pund,
a povernment=directed agemcy I the private seccor, ls fncluded im the monetary accounts
as met credit to the public #ecCeE.

_'fy" Incluges goverosent lending funde chagneled through GHBEa to third parties. Mffers
from I¥S, line J6f, ir that goversesnt's haldimgs of DMB bopds are excluded In IFS, but
incloded heare, and IFS deletes all sxtrabudgetary Fund scoounts of less than W 5 billdom,
while all fumds are included here.

1." e Jasuary |=30 copplesentary period for the [decel year wvas abollisbed in 17AZ.
Howawer, the fiscal vear srill Imcludes sectlement of certaln tax paywenis during
Jamgary 1=15 in the fellowing year cade through small bank Branchkes and roral poRt affices
of the ¥Inlscry of Commupicat fot " axchange offlcd.

i Carry—over [Cecs appesr only o Ludgets: they disappear om secclesant.

_:""i Sut eredie to the Fectildzer Fumd |8 {ncluded {n the rometacy definielon, bub the
Fertllizer Tund is net fefimed as part af ghe public sector in the flscal GecouECE.

8¢ %et credic te Fund Tar Hage & Ealary Earmers Fortune Foreacfon Savieg la lscluded In
i zonetary definitien, “ur pre Fusd for Sape & Salary Earners Fortune Fercatios Savies
i not defined as parc of the pablic ssecor [n Ebe Elscal accounca.
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Table IV-24, Korea: Borrowings from the Covernment, 1983-87

(In billions of won)

1983 1984 1985 1986 1987

I II III v

Covernment funds
BubE
MR
Commercial
Specialized

kelending funds
B
(kL)
Commercial
Specialized

Counterpart fund
BOE
DB
Commercial i
Specializaed

Hational Investment Fund (NIF)
BOE
B
Commercial
Specialized

Mational Housing Fund (MHF)
BOK
B
Commercial
Specialized

Tocal




KRC--cqtBkrtby--2/23/88

Table IV-25. Korea: Distribution of OQutstanding Central Government and
Public Sector Debt by Class of Holder, 1984-87

{In billions of won)

1984 1985 1986 1987
Central Public Centcral Public Cenktral Public Central Public
Govt . Sector Gove . Sector Gove . Sector Govt . Bector

1. Domestic debt 1/

1. Monetary authority
Bonds
Loans and advances
2. Deposit money banks
Bondsa
Loans and advances
3. Other

1I. Foreign debr 2/
4. International development
institutions
5. Foreign governmenLs

6. Octher

111. Total debt (I + II}

Source: Data provided by the Ministry of Finance.
1/ Ineludes Treasury bonds, grain bonds, NIF bonds and borrowings, reconstruction bonds, and reimbursement

securities for requisitioned property, WHF bonds, national railroad bonds. : .
2/ Includes foreign borrowing by government directly on-lent to the private sector and public enterprises; and
foreign military credics.,




KRC--cqtBkrtbA=-=-2/23/88

Table IV-26. Korea! Distribution of Dutstanding Central Covernment
and Public Sector Debt by Type of Debt Instrument, 1983-87

{In hillions of won)

1983 1984 1985 1986 1987
Central Publie Central Publie Central Public Central Public Central Publie
Cowt . Sector Govt . Sector Gove. Sector Govt . Sector Gove. Sector

Total debt
Domestic debr 1f

Long=term bonds
Long-term loans,
M.B.Ca
Short-term loans,
and adwances
Other liabilities

Foreign debt 2/

Long=term loans

Source: Data provided by the Ministry of Finance.

1/ In the public sector, includes Treasury bends, grain bonds, WIF bonds and borrowings, industrial
reconstruction bonds, and reimbursement securities for requisitioned property, MHF bonds, national railroad bonds.

2/ 1In the public sector, includes foreign borrowing by Covernment directly on-lent to the private sector and
public enterprises, and foreign military sales credits.




KRC—cqt &kr4~27—2/ 29/88

Table IV-27. Korea: Holdings of Covernment Eonds, 1986-88

(In billions of won)

1986

1987 11 1987 I11

1987 IV

Sub-

198¢ 1

Sub—
BOK VB Total ECK

Sub- Sub-
BOK VB Total BOK DB Total

BOK

VB

Total

BXK

DM

Total

Industrial
Construction
Bonds

tighway
Construction
Bonds

Reimbursement

Securities for
Requisitioned
Properties
Crain Bonds
NIF Bords
NF Bonds
Treasury Bill

Cther

Total

Source: Data provided by the Korean authorities.




KBC crefkrV-1 2/25/88

Table V-1.

(Annual percentage changes, unless

Korea:

External Sector Developments, 1983-87

otherwise indicated)

1983 1984 1885 1986 1987
Frojs Actual

Exports-——value ([:5. dollars) 11:1 13.5 Oxb 2B.3 282
Vo lume 1345 3.8 4.3 26.4 20 .4
Unit value =3.8 3.4 =-3.7 b I 6.3
Imports=-value (U.S. dollars) E.i 9.6 =3.3 12.3 30.3
Volume 11.6 £.2 1.0 19.9 19.3

0il L - 2.3 1.8 9.8 7.0 1/
Mon=oil 13. 5 1.1 (6 23a1 21.2
Unil: value _"f.l? Ilj _&12 '-EI--3- g'rj-
gil ‘-IE-I: "2*3 _51? #LE IE‘IE
Hﬂﬂ-uil “I!E E--ﬁ -31-? jlll'i ?-l}
Terms of trade 09 P 0sb B3 2.6

Spurcee: Date provided by the Korean authorities; and steff estimates.

1/ Refers to crude petroleum only.




ERC  eqeBkpi-2 2/20/BE
Takle ¥V-2. FEorea: BRalance of Payoents, 15H3-ET

[{In milligne of U.5. dellarcs]

19£3 984 198y [5H4 1887
Frof . Actual
Trade bkalance =] 743 -1,03& =19 & 20k L,
Exports, f.0.bs 23,204 26,135 26,042 35,411 43,490
Ioporte, fso:bs -4, 907 =27, 371 =36, 46l =20,707 =3B, 720
Services (met) -435 =478 =] hkb =528 1,041
Eecelpis T ATE 1.316 & BB 8,052 10,121
Fayesnle =7, 613 =i, 1 9% =8,110 =E BTT =5 079
Transfers {nec) ta3 541 ire 1,03% i
Curremt sccount -1, 609 -1,373 -BEY 4,617 6,B%2
Capital accoent 1,272 L H =736 =] AGE =3,47h
Debt-related [lows 1,900 538 B0 =E£67 =2,276
Hediue— and larg—tars capital 1,113 1,514 L, 080 =16& =2,27h
Konhank flnancial
ipscitucions __i,u" &0 ral 53213 128 =13
Ber foreign borrowing %32 1,130 1,672 -4r8 —T30
Swaps with Bank of Korea =5 —L0E =L, 2£9 O =
Public sector (neg) 93 iy o =] 26 =650
Frivete sector (net) 278 i% a7 =4 b 1,37
Short~term capital i b -ETG =hih =403 ma
Geher agasf trendsctlons e i ] =, 340 =§0 1 =], Z00
khedium— and lopg-term capical =735 FET =1 ,238 =812 =1,2C0
Export suppliers® credics 1) =477 16l =5k =40E =B
Ferslgn direct inwestment 3/ L] I 213 435 3c0
Cverseas investment &4/ =13 =3ar -3& -1l -LL0
Cvereeas subsidiaries &/ = = -524 -1, 042 =30
Ot har = -110 ar J1t -
Short=term capital 13 118 =10F 11 ==
Allocations of E0Es == == - - —
Errors and oniesions =843 -B04 =BED =544 =750
Cweral]l halance =1,215 =],367 =3.503 7,605 2,526
Finamelng I,275 L3867 2,503 =2, 605 -1 826
Asgets (Increase in TESErves =) L& =&33 =2 =226 =&
Linkilities 1,135 1,200 2,515 =3,379 =1 226
Eedlum— and lomg-cers 2,302 2,032 2,655 =981 =3 126
Uga of Found credit 16D dzo =235 =126 =317
fwaps with nonbkank Finamcial
institutions B&z Lk 1,24% ~50 ——
Lcher & 1,250 l,2%3 1,E8] 51 =], 9019
Shorr-cors =k, 16T LTH =180 =] ,2%8 -
Hemirandus ltes:
Currant scenont/CKF (in pareant) =21.1 =] 7 =1al &.9 5.9

Sgurce: ODnta provided by the Forean suthoricies.

Af Coppriges mainly loans to the Ecres bevelopmsent Eank {EDE), the Export-Import Bank of Kores
[KEXIK), Korea Long=Term Credit Esnk, and merchast hanks! sxclodes the secunt of seaps with che Bank
of Korea, whick is shown under "financing.™

4 Euport credits cious salem of prosiscory neled.

3f Bt foreigm investoent in Fores by nonresidencs.
et dipece [Bvestsant abroad by Kercam residents.

Liakilicies of overseas subsidiaries of Eoresn coppeales.
Ingludes valuation adiustcents.

&)
3
&/




ERC-craTheV=-3 2/19/66

Table ¥=3. Forea: Gatafiled Balance of Fayveents,

(Im millicons of UaS. dollars)

- I'9B3 198E

Credit Cehic Cradir Cablice

Current account

Logg-ters capital account
Fublic snd coresrcial
lapns

Public

laans

Coppercial loana
Direct [mvestsesl
Expert augplieasa’

credica

Suppliers’ ceedlice

Fi/K aalug
Cavelspeant banks

Loans
Eonds
Swipa
Me rchant
Loana
FRCD
Baand

banks

Privace bends

Overseas

subsidiarics

Long=term crade credits
"Cash loam" (1=3 years)

Cvereenn

lpvestment

[ther dakbe
Cehes nosdebt

Short—ters
Trade cre
H1 bill

eapieal
£1t

Export on credik

GOthar

Errors omlssion

Overall BEal

Financieg
AmEEtE
Eabilict

=

Fedive= acsd loop=term

1EF
Loan
Eond
FRCD
A alc
Swap
Short =t
Refim
Aoafe

Erm
ance

dchers

Cihers

SOdreda !l

Cata provided by the Korean asutherities.




EEC eqeThrV-4 2/19/88
Table V=-4. FEorea: Exports by Major Commodity Croups, 1983-87

{In millions of V.5. dallars)

1983 1584 1985 1986 1987
Primary products 1358 1,558 — 1,403 1,889
Hanufactured products 22,B55 27,787 2B, BBD 32,826
Heavy industrial 13,261 16,587 17,628 18,329
Machinery (BE1) (1,221} (1,796) (2,963)
Cf which:
automoldiles (27) (209) 539 £1,378)
Electronics (3,478) (4,783) (&4,895) (7,620)
Steel (3,366) (3,954) (3,712) (3,786)
Chemicals (1,621) {1,955} {2,185) (2,145)
Ships 1/ (3,735) [&,688) (5,040 (1,815
Light industrial 9,584 11,190 11,252 (4,497)
Textiles (6,051 ) (7,079} (7 ,004) (B,734)
Other (2,532) (4,112) (4,248) (3,763)
| Total exports 24,223 29,245 30,283 34,715
|
{In percent of total)
Primary products 5.6 5.0 4B 5adk
Manufactured products 95,4 95,0 95.4 04,6
Heavy industrisel S35.8 56.8 8.2 52.8
Meehinery (3.6) (4.2) (6.0) (8,5)
0f which:
automobiles (DL} [0.T] (1.8) (4.0) '
Electronics (14.4) (L6.4) {16.2) (22.0)
Steel (14.7) {13.5) {12.3) (10.9)
Chemicals (6.7) (6.7) (7.2) [E.2)
Ships 1/ (15.4) (16.0) (16.6) (5.2)
Light industrial L JE.3 r.2 L].8
Textiles £25.0) (2&.2) (23.1) {25:2)
Other (14.6) (14.1) (14.1) (16.6)
Total 100.0 104.0 10G.0 100.0

Sources: Data provided by the Korean authorities: and staff estimates.

1/ Beginning July 1984, customs statistics no longer include repaired or
converted ships when the proportion of value added is less than 5 percent;
beginning January 1966, custoes statistics no longer include repaired ships.




KRC cqt7krV=5 2/19/E8

Tahle V=5. Eprear D[irection of Exports, 198387
LIn percent of total)
1883 1984 1985 1986 1987
Industrial countries 66.5 £9.2 70.0 1545
0f which: Australia 1.3 1.3 1.2 1.5
Canada 2.6 .0 ba.2 .6
EC 12.8 113 10.4 12.45
Japan 13.8 15.8 15.5 15.6
Inited States 33.8 36.0 36.2 40.0
0il exporting countries 1/ 11.4 6.9 B.2 T |
0f which: Saudi Arabia 5.9 3.4 3.3 2.3
Mon—oll develeoping countries 17.9 20,8 20.1 16.9
0f which: Africa 1.6 1.3 2.0 1.1
Agdla 11[4 ljlg 12|ﬁ Illg
Other Europe De? 1.0 1:4 D:3
Hiddle East 1.2 1.3 1.0 0.8
Western Hemlephere 2.0 3.4 3.2 2.8
Cthers 4.2 3.1 3.7 2.6
Tocal 10C.0 100.0 100.0 100.0

Sources: IMF, Ddrection of Trade Statistics and dats provided by the

Korean authorities.

1/ The group of oil exporting countries comprises:

United Arab Emirates, and Venezuela.

A, Algeria,
Indonesia, Iraq, Kuweit, Libys, Nigeria, Oman, Gatar, Saudi Arabia,



FRC ecqtBkrci=6 2FIR/EE

Table Y—6. Foerear Compositiom of Iegorts by End Use, 1/ 1983-F6

L9E] [ 5B [5B% 15BE 1987
Im ellllana af U'.5S. dollarcs)
Copsumer goods, except grains 1,525 1,635 1,473 | 954
For re-sXpart %5 671 LT 035
Far deseatic eonsueption 930 054 BTl [PHT
Grains 1,2ER 1,311 1, 1&0 1,138
Industrial raw materfals 13, 5h& 17,590 L7 %03 17,1835
Fotrolaus 3,572 5,771 5,572 1,340
For export &10 583 748 333
For domestic production AR RBE 4, 1E9 4,847 21,7191
Gthers 9,992 11,819 11,830 13,819
Far export produst lon 4,933 b,200 b, 232 7,311
For domestic productioe 3,057 3,618 3,398 b, GEE
Capital gpoode I,Ela 10,1048 11,08 11, 327
Ter erport predection 2 1,408 5,180 3,93 3,827
CF which: skips Tor sepale {1,488) {2.840) (3,259) =4
For domestic product Los o, e & ShE - 2, hak T E00
Tot al 26,192 30,632 31,036 BiLSES
{In percent of total)
Consumer goods, except grains 5.8 543 &7 Byl
For re=export 2:3 ‘ L- 9 F )
For domestlc consumptiom 3.3 3.1 - - P
Graine b5 9 | 3.k -
Indoscrial raw rateclals 59,4 57l 55.5 54,3
FaLfalsim 21.3 18.0 17.9 10.%
For export 1.4 1.2 2.3 I.H
For damestle prodoction 15.7 16.9 153.8 E.B
Cchars 4.1 8.5 3500 £31.7
For export productisn 6.8 0.2 0.0 2X.1
For domescie productiem 19.3 18.3 18.4 0.5
Capical goods 9.8 33.0 H.n 13.49
For export productisn 2 13.0 1h.E 19.1 12.4
0f whkickh: wshipes for repair [(5.7% {B.0) f10ch) [=]
For dopescic production 16,8 1ha2 1ha3 1.3
Total 10,0 16,0 100.0 10D
Femrandus LTaE!
Imporcs for export prodfuctiom  35.7 §1.] 3.3 40.3

Sowrce: [Cata provided by the FKoresanm asthorities.

1/ Includes feports of products for final assesbly and re-expert.

4 Cooponents for export products; does not include investoeent goods
used to produce exporiables. Froe [9%R6, custoss statiscics no longer
incliode shipe for repaifs.
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Table ¥V=7: Forea: Ieports by Country of Crigin, 1%83-87

(In percent of tetal)

1583 1584 1985 1986 1987
Industrial countries 63.5 Bl b b5 T3.4
0f which: Australia 3.7 3.6 3.6 3.4
Canada 1.7 2.1 2.0 2:2
EC Bt 9.1 9.3 10.2
Japan 23.8 24.9 25.3 Jé.4
United Scates 24.0 22,3 2la3 20.7
€il exporting countries 1/ 16.2 13.3 11.2 7.1
0f which: Saudi Arabia T8 LB 2 2.0
Hon=oil develcping countries 15.6 16.6 18,1 14,7
0f which: Africa ﬂiB ﬂ-? Uig ﬂiﬁ
&Agia 9..'9 10:2 LR H. B
Cther Europe Ual O: 1.2 0.2
Middle East 0.5 a5 C.6 0.7
Kestern Hemisphere 3.7 o T Gud
Others 4.7 37 Bad 4.8
Total 100.0 100.0 100.0 L00.0

Source: IMF, Direction of Trade Statistics (1987 Yearbook).

1/ The greup of oil exporting countries comprises:

United Arsb Esirates, and Venezuela.

Algeria,
Indonesia, Iraq, Fuwalt, Libya, Nigeria, Oman, Catar, Saudi Arabia,




KRC cqtBke5=8 (2/29/88)
Table V=8. Korea: Invisibles Account, 1983=87

(In milliomns of U.5. dollars)

1983 1984 ~ 1985 19861987
Heceipts 7,178 7,316 6,6648,052
Freight and insurance 1,478 1,577 1,324],454
Other transportation &4 851 158 709
Travel 396 673 7841 ,548
Investment income 581 719 794 812
Of which:

Direct imvestment 38 54 G& 52
Overseas constructilon 1,890 1,710 985 B35
Other 1,689 1,786 2,0192,884

Fayments 7613 8,194 B,1108,679
Freight and insurance 528 528 522 &T0
Other transportation 1,434 1,317 1,3461,556
Travel 555 576 606 B13
Investment income 3,421 3,948 3,9774,020

DE which:

Direct investment 97 39 116 166
Overseas construction 150 G 214 185
Other 1,625 1,761 1,8451,636

Invisibles balance =435 =878 -1,446 -627

Memorandum item:

Net receipts on overseas
construction 1,740 1,646 771 450

Sourca! Bank of Korea.




KRC cqtTkrV=-9 2/19/88

Table V=-%. FKorea: Forelgn Borrowing Bequiresents, 19E3-87

{(In millions of U.5. dollars)

1983 1984 1985 1986 1987
Gross financing requirements b,703 2. 135 7,660 4,854
Current sccount deficit 1,605 1,373 BET 4,617
Apartization 1/ 2,654 3,031 3,468 5,796
Export suppliers' credits 1,407 964 1,778 970
Fegerve increase =74 TN 99 207
Errors and omissions 943 854 EE0 343
Cchers 178 1913 548 1,855
Kendebt financing 811 1,316 1,088 1,042
Direct investment inflows 2/ 101 17 250 478
Eales of P/Ms 730 1,145 238 564
Grogs borrowing requirements 5,872 5,879 6,572 3,B12
Short-term borrowing -256 =640 =683 =1,476
Private sector H94 =871 ~486 =351
Fipancial institutions -1, 150 181 =207 =1,125
Medium— and long=term borrowing 6,128 5,569 7 5285 5,306
Fublic loans 1,494 1,424 1,024 EEQ
Commercial loans 973 B58 OEd 1,620
Financial inmstitutions 2,183 3,090 4,333 1,725
Bank loans 1,B10 2,054 2,3EB LR
Eands 133 SBS 1,219 5213
FRCLg 140 245 3ro 10
Cther 100 206 376 532
IMF facilities 204 587 132 139
Cther borrowing 1,274 610 g1z 924
Medium—term import credic 293 2959 2592 253
Cash borrowing B 0 ¥} 10
Private bonds 113 200 238 151
Trade bills 400 1G0 230 -
Swaps 4108 0 a -
Others 0 11 32 470
Memorandum {tems:
Export credits, net of
F/N sales b7 =181 40 406
Credits extended, net 3/ 1,407 G964 1,778 i)
F/N seles 730 1,145 B3H SB&

Sources! Data provided by the Eorean authorities: and staff estimates.

1/ Excluding amortization in the A-accounts of local branches of foreign

banks.
2/ Cross inflows.

i/ HNet of amortization payeents received on prowissory notes held by Eorean

residents.




ERC=—cqt7kc¥=10

Table V=10. FKorea: Foreign Assets and Liabilities
of the Banking System, 1983=87

(In oillions of U.S. dollars)

1983 1584 1985 1986 19ET
Forelgn assets 7,494 8,222 B,383 B,627

Bank of Korea 2,272 2,680 2,793 3,263
Cold a1 A1 3l k -
SCRs B4 a1 40 18
Eeserve positionm in Fund = — = 1
Foreign exchange 2,177 L.618 2,7} 3,212

Rest of banking system 1/ da2ed ;042 BN 5364

Domestic banks 4,638 4,970 4,956 4,692
Foreign banks SE5 572 634 672
Foreign liabilities 14,014 15,742 17,3354 16,049

Eank of Korea 1,353 1,570 1,511 1,548
Cf which: wuse of Fund credit 1,353 1,570 1,508 1,545

Best of banking EjEtEmllf Ej 12,661 14,172 15,8BX3 14,501
Short—ters refinancing 4, T40 & iy 3,903 2, 066
Hedium=-term loans 2,788 3,282 3,087 4,831
Interaffice "A" accounts 3,987 &, 596 §,B43 5,665
Deposits 393 623 919 560
Cehers T4 1,226 1,071 1,378

Bet forelgn assets 6,244 =7,243 =8§,65] =6,%04
Memorandum items:

Ket forelgn assets -0, 520 =7,520 =8,95]1 ~=7,Z28
Bank of Korea 919 1,110 1,282 1,715
Rest of banking system 1/ =7.439 =H,629 =10,233 =H8,943

Interoffice "A™ accounts 3f 276 217 300 324

of foreign bankas

{In wonthe of

impoarts of goodas and services)

Crose forelgn assets 2+8
Bank of Eorea Da8
Rest of banking system 1/ 1.8

2.9
1.0
1.9

2.7
L.}
1.7

Sources: Data provided by the FKerean authorities; and staff

estinates.

1/ Defined to include depesit money banks, KEB, FDB, KEXIM, and KLCE.
2/ Excluding long-term berrowing of KDB, KEXIM, and KLCE.

3/ Neot included in gross reserves.




KEC cre7krthVva (2/25/88)

Table V=11. EKerea: Outstanding External Debt by Maturicy

and Borrower, 1983-E7

{In millions of U.5. dollars)

1983 1584 1985 1986 1587
Kedium— and long-term debt 28,263 1,628 35,030 35,254 32,453
Maturity over three years 26,353 29612 33,6B4 33,568 30,773
Financial institutions (&, 400) (10,719} (14,367) {14,048 )
Nonbank financial institutlions ({4,247) (5,256) {7,139) (7,083) [ P
Commercial banks (4,153) (5,463) (7,228} {6,965) i,
Of which:
Interoffice "A" account (1,044 (1,276) (1,500} (1,678) (saa)
Public sector (L0, 2923 {11,056) £11,376) £11,250) (sau)
Private sector {6,307 {6, 267) (6,433) {6, 725) {oaa)
Use of Fund credits (1,354) {1,570) (1,508) (1,545) (sss)
Maturity over one and up
to three years 1,910 2,016 2,346 1,686 1,680
Nonbank financial fnatitutions (63} (134) (48] {36) {wasd
Cormercial banks (1,007} (%71} {1,033} 1,273} opinw ]
Of which:
Intercffice "A"™ account (837} (801) (E63) (1,213) et
Other (B4D) {911) (1,265) {377) ICTTY
Shart—ters debt 12,115 11,425 10,732 9. 256 g. 096
Frivate nonbank sector 4 547 4,126 3,640 3,288 P
Trede credit (d,114) (3,025) (2,727) (2,445} R |
Loans for oil fmports [ 384) [(E04) (637) (4598) {sns)
Advance receipts of
exports, and others [(249) £2971) (2TE) {346} |
Banking sector {5168 7,239 7,092 5,967 ke
Intercffice A" account (1,474) {1,798) £1,735) (2,105) Canad
Refinance (&, 740) (4,444) {3,903) (2,066) [ous)
Konresident deposits (163) (218) (298) (223) Consld
Other L731) (829} {1,154) £1,573) Foaicie
Total 40,378 43,053 46,762 &4 510 41,549
Memorandum items:
Trade-related short-term
debt 1/ 9,438 B,274 7,267 5,009
Montrade-related shorg=
term debt 2,677 3,151 3,465 4,247 i
Borrowings of nonresident
Korean enticies 2/ 3,710 5,976 6,076 5,619 i
Trade financing (1,887) (2,167) (2,175) (2,534) Eaara)
Construction finmancing (3.672) (3,631) [3,560) (2,722) R,
Other (151) {178} [(341) {363) L

Bource: Data provided by the Korean avthorities.

1/ Comprises trade credit, loans for oil imports, and refipances.
2/ External borrowing of Korean branches or subsidiaries residing abroad, not

inclided in total external debt.




FRC—oqe Tke¥=12  2/17/88

Table V-12: Yorea: PBExternal [ebt by Creditor, 1980-E7
{In millions of U.5. dollars)
1580 1986 1987

1981 19E2 19E3 1984 1585

Total debt outstanding
Medium and long term
Bublic and publicly pusranteed
Cfficial creditors
Covernment
International organtzation
Private creditors

Financial irsticutions
Cther

Rithout public puarantee
Financiel institutions
Other

Short=term debt

Source:




ERC cquBee5-13  3/1/83
Table V-13. Korea: Debt Service, 1983-87 1/

{In millions of U.5. dollars)

1933 1984 1935 1986 1987
Interest 2/ 3,187 3,320 3,687 3,686
Medius— and loag-term dabt (2,226} (2,532) (2,8692) «(2,913)
Shorc-term debt (961) (1,288) (995) (773)
Amortization EF 3,184 3,850 4,192 8,700
Financial institutions (401) {582) (a10) (1,983)
Public sector (493) {660 ) (704) (1,006)
Priwvate sector (1,129) (1i,108) (1,128) (1,528)
Other &4/ (1,141) (1i,500) (1,550) (2,185)
Total debt sarvica 6,351 7,670 7,879 10,3356
Debt service ratio 5/ 20.9 22.8 23.8 24.8
Interest payments ratio 5/ (10.%) (ll.4) €ll.1) (8.8)
Amortization payments ratio 5/ (10.4) (1ll.4) (12.7) (l6.0)
Memorandum items:
Average interest cost (percent
per annum) 8.2 9.2 8.2 7.9
3-month LIBOR (percent per annum) 9.6 10.8 B.4 6.8
Exports of goods and services 30,332 33,651 33,106 41,765
1988 1589 19590 1991 1992

Projs Proj. Proj. Prol. Proj.

Projected amortization payments
on debt at end-1987 &/

(In percenc of MLT debr ac
and=1987}

Projected interest payments
on debt at end-1987

Source: Data provided by the Korean authoritles.

1/ Includes IMF.

2/ Estimates of incerest payments exclude management fees and charges on new
commitments; interest payments on rediscounted export credit; promissory notes are
included on a net basis.

Ef On medium- and long-term debt only.

4/ Includes bonds, foreign currency deposits, IMF, medium-term trade credits,
and astimated amortization on medium- and long=term items in the A-accounts of
local branches of foreign banks.

5/ In percent of exports of goods and services.
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Table V-14. Korea! Prepayment of Medium=
and Long-Term Debt

(In millions of U.é. dollars)

1986 1987 1988
: Ptﬂj s

Publie Sector
Private Sector

Banking Sector

Total

Source:
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Takle V-15: EKores: FPrincipal Assumptions for Medium-Term

Frojection, 198B-92

1988 198%

1992

{In bhillions of won)

Copestic economy

Aggregate domestie demand

Het exports of goods and
services

Gross national product

(Fercent change)

GHP
Aggregate domestic demand
Real GKP
Manufacturing
Fixed inveatmrent
Real aggregate domestlc demand
GHP deflater

Exchange rate (won/USS)
International economy
World trade volume

LIEOR (6 months)
0i1 (US§/barrel)

Spurce: Data provided by Eorean authorities.
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Table V-16. Korea! Medium—Term Balance of Payments
Projections and Assumptions, 1988-92

1933 1989 1930 1991 1932

{In millions of U.5. dollars)

Trade balance
Exports, f.o.b.
Imports, E.o.b.
0il
Mon-oil

For domestic use
For export production

(Percent change)

Trade volume
Exports
Imports

oil
Hon-o1l

Unit prices
Exports
Imports

0il
Hon=oil

Values
Exports
Imports

o1l
Hon=oil




KRC eqe7keV=17 2/25/88

Table V=17.

Korea:

Service and Tramsfer

Account Projections, 1988-92

(In millions of U.5. dallars)

19E8

1989

19594

1991

1992

Service recelpcs
Freight and insurance
Ilnvestment lnocome

0f which: DMrect
investment

Overseas construction
Travel and transportation
Other

service payments
Freight and insurance
Investment income

Interest
Other
Of whichi [drect
Investment

Travel and transportation
Other

et services
Tranafer

Private
CEficial
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Tahle V-IE. Eores: Eslace of Fementa, 158850

(1n pdlllons of U.5. dnllare )

LofE ok i) i

b

Credit  [ebie

Crudit Tebit  Tessidt  Deblc  Credit Cekic

Ot

Tebit

Current acoort e leros
Trade balenos
Service Taliw
Toarsfers alascs

Long=term capital
Fehlic amd comeercial
loams
Fzhlis loars

Ditwes [momtrend
Exguct augplisrs

Privete bonds

Orawrrams subaidinries
Lesgr—tatn Erade condits
"Crmah lewe™ (1= ywars )
[ ST P
eher deist

frher mondeht

Short=tern capdtal
Trade cosdit
il bl
Dgort on cradds
Other

Errore and olesions
Comrall i o

fowrce: Dets provided by the Foman sxhorities.




KRC: cqcBkr5-19 2/29/88

Table V=19. Debt Service Projectiona, 1983-92 lf

(In millions of U.S.-dulllraj

1988 1989 1990 1991 1992

Total debt service payments
Amortization
Above the line
Below the line

Interast

Source! Data provided by the Korean authorities.

lf On the basis of debt cutstanding at end 1987, including IMF
eredit.
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Table V=20. FKorea: BExport Frofitability, 198487

(In percent)
bhormal Profic to hormal Profit to Tocal Assers
ket Sale ']‘i:l:u% HEaelE oy Tirmover
1984 19685 1586 1587 15964 1985 19EG 15E7 1584 1985 1586

1987

Export enterprise

Domestic enterprise

Source: The Bank of Korea, Financial Statements Analyeis.
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Table V-21. EKorea: Development in Unit Labor Cost, 19B4-E7

(Export industries, 1980 = 100)

Labor Productivity Upit Labor Cost
Wage Index Index Index

1984
ol
2
g3
cé

1585

q1
G2

1986
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Table V-22. Korea: Trend of Bestrictions on Major Exports
to the OECD, 1982-86

(In percenc) 1/

1982 1983 1984 L1985 1986 13987
Textile products 55.8 59.1 64.3 B .6 53.7
Steel products &3.0 39.0 67 .3 271 30.1
Footwear 78.4 79.3 85.2 ar.3 17.7
Fishery products 26.6 76.3 28.8 23.5 26.5
Eleccronic products and
parkts 16.2 16.3 12.2 13.4 36.4
5ilk products 79.13 71.9 67.3 BB.T 63.9
Cutlecy 30.7 79.6 72.7 24,2 39.9
Tires and tubes 5.2 7.0 50.0 3.6 Bad
Television sets 28.3 51,2 40,8 35.7
Total selected products £2.8 39.8 41.2 36.1 31.0
Memorandum item:
Shara of aeleeted
products in total
exports (27.5) (26.5) (28.5) (25.5) (23.4)

Source! Data provided by the Korean authericies.

1/ Value of Korean exports under restrictions to total exports of the
seleceed products.




KRC--cqe8kr5-23 2/29/88

Table V=23. FKorea: Trends of Restrictiona Imposed by
QECD Countries, l982-87

{In millions nE U.5. dollars)

1982 1983 1984 1985 1986

1987

Exports to OECD countries
Exports under restrictions
Share of exports to OECD
counteies under
restriction (percent)

Memorandum itemad

(As of December 31, 1987)

No. of countries 1/ No. of items 2/

Under restriction

Bestriction anticipated

Source: Data provided by the Korean authorities.

lf List of councries.
2/ List of items.
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Table V-24. Koreat .Trade Measures Affecting Exports

(As of December 31, 1987)

Commodities Affected

Main Eypes Year of
{Value of exports in of Measures Intro-
Country 1987 (millions of US5) duction

Source!
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Table V=25: Korea: Import Liberalizaticn Schedule
by Industry, 198388

Mumber of Restricted Items
Total 1963 1964 1985 1986 1987 1588

Items Iepleverted Armouneed

Dadry products, food 1,385 363 3% 0 280 275 270
and deinks (73.8) (75.8) (78.2) (79.B) (80.2) (BO.5)
Chemical products 2,181 117 10% 94 45 19 9
L 95.0 5.7 a7.8 99.1 996

Etesl and metal products a7 &2 38 35 5 H ¥
91.5 G527 5.6  99.4 100.0 100.0

Machinery 1,414 471 311 240 149 94 0
T0.2 TE.0 8.0 88,25 93.4 100.0

Electrical snd machinery 494 4 1EG 129 £4 22 0
gppliances, and electronica b ) 623 739 &0 83.3 100.0
Textiles ard leather garments 1,089 A0 105 5 42 13 23

BO.7 Q0.4 9.1 %1 970 97.9

Other 553 29 98 95 9 65 G5
£.1 E2.3 g2.8 85.7 &8.2 BH.2

Total 7.915 1,482 1,200 o710 B S0R W7
81.3 B4.8 £71.7 9.6 03.6 G54

Sources: Data provided by the Forean suthorities; and staff estimates.

E: 1. Items in the B-digit classification of the Customs Cooperation Coamcil
Fomene Lature (0OC).
2. Flgures In parentheses indicate share of unrestricted iters
in total at the end of the year.
3. Total murber of COCN B-dMglt dtess was changed from 7,560 in 1983 to 7,915 in 1985 due to the
reclagsificacion of OCCKN K.
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Table V-26. Eorea: Import of Liberalized Items, 19E3-8E

(In millions of U.S5. dollars)

1983 1984 1985 1986 1987 1988
Praf-.

Total imports

Imports of
literalized items
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Table V=27. Eorea: Average Unweighted Tariff Hate, 1935-83

iIn Eer:entf

1985 1986 1987 1988
Proj.

Total
Agricultural products Lf
Chemical products 2/

Textile, leather, wood, and
paper products 3/

Steel and metal products &/

Machinery and others 3/

Source: Data provided by the Korean authoricies.

1/ cccH ch. 1-24,

2/ CCCH ch. 25-40.
3/ cccN ch. 41-63.
&4/ cccH ch. 64-83,
5/ CCCN ch. B&4-99.
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Table V-28. Eorea: Owersess Constructiom, 1962=87

1982 1983 12E4 12685 1986 1987

New contracts
Middle East
Other countries

Work agreements
HMiddle East
Uther countries

Forean labor force
Overseas
Middle Ease

Othker countries

(In cillions of U,8. dollare)

13,383 10,444 6,502 &,691
12,674 9,023 5,910 4,285
1,991 1,421 592 406

{bumter of agresments)

262 236 237 170
216 1&0 183 132
46 56 54 48

(Mumber of workers at end of period)

171,170 159,368 130,906 96,016
160,002 147,810 121,156 91,013
11,168 11,558 9,750 5,003

Epurce: Data provided by the Korean suthorities.
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Tatle V=29, Kores:

Subsidiaries, 1983=-E&7

{In millions of U.5. dellars)

External Debt of Overseas

1983

1984

19835

1986

1987

Total debt

I. Breakdown by type of
Company
Trading companies
Construction companies
Others

11. EBreakdown by type of
guarantee
Stand-by letter of credit
Parent company
Unguaranteed

I11. Breakdown by type of creditor
Dvergeas branch of Eorean
banks
Foreign banks

Hemorandum item:
Bepayment of overseas debts by
Eorean parent companies and banks

Soupce: Data provided by the Eorean suthorities.
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Table V=30. FKorea: Terms on External
" Borrowing,- 1982-87 1/

1982 1983 1984 1985 1986

1987

{(In pesrcent)

Interest rate or spread

Fublic and publicly guaranteed
Governpent s
International organizations

Private suppliers
Financial institutions

Other

Private nonguaranteed
Finaneial inscitutions

Other
{Number of years)

Maturity and grace period

Public and publicly guaranteed
Gowve Foment s
International organizations

Private suppliecs
Financial institutions

Other

Frivate nonguaranteed
Financial institutions

Other

Source: Data provided by the Korean authoriries.

1/ Debt with maturities of more than three years.
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Takle V-31. FKorea: Syndicated Loans of Fipnancial Institutions
and Bond Issues, 1967-19EE

Maturity
Amount  (Grace)}
Late Borrower (m US5%) in Years FRetes of Interest (and currency)

1987

La Syndicated loans of financial imatitutions

January
February
March
April
Hay

June
July
August
September
Cetober
Kovember
Cecember

Total

I1. Bond issues

January
February
March
April
May

Juiné
July
August
September
Detobker
November
December

Total




_E_

Takle V-31. EKorea: Syndicated Loans of Financial Institutions
and Bond Ispues, 1988 {concluded)

Maturity
Amount  (Crace)
Date Borrower (m US$) in Years PFates of Interest (and currency)

19E8

I. Syndiciated loans of financlal institutions

January
February
March
April
May
June
July
August
September
October
Hovember
December

Tetel

II. Eond issues

Jamuary
February
March
April
Hay
Junae
July
August
Seprember
{ctober
November
Lecember

Total

Cource: Data provided by the Korean suthorities.
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Table ¥V=32. Korea: Public Loens FKew Contrsct, 1987-B88

Majar product Borrower (Sponsor) Lender Ampunt Interesat rate Maturity period
(Date of ('000D 5) (percent ) (including grace
contraet ) period)

Source: Data provided by the Korean authorities.
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Table V=33, FEorea: Forelgn Direct Investment—=El{pgibkility by Industry

Eefore July 1, 1954 Under the Amended Capital Inducement Act
Industries eligible for
Industries foreign investment
Total eligikle Eff. from Eff. from
nueber of for foreign Total number 7184 to 10/ 14785 Eff. from
industries investment of industries 10713785 to 473787 4687
Agriculture 12 B 140 5 B &
Mining 43 23 26 12 1 21
Manufacturing &00 381 522 G0 5E3 09
Electricicy, gas, and water & 2 & 3 3 3
Construction 18 1d 31 29 31 31
I
Wholegsale and recall trade 113 &8 139 b 1] 105 105
Transport and communication &7 ) 53 9 1& 16
Finance, insurance, and
beeiness services LT 11 TS 21 31 il
Comrmunity and social services 152 11 106 w2 63 B3
Memads e iy 1 o L L
Total B55 LTy | 8949 60 TH2 788
{Percent share} (100:0) (B0.9) L0000 [BB«1) [TB:3) (TE.9)

Source: Uata provided by the Korean authorities.
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Table V=34. Korea: Approval of Foreign DPirect Investment
by Home Country and Industry, 1983=87

(In willions of U.5. dollare during period)

Cumulatcive
approvals at

1983 1984 1985 1986 end-1987
By home country 267 .8 419.1
Japan 167.5 163.8
United States 53.4 191.0
Eurcpe 234 59.8
Cehers 2.3 14:5
By industry 267.8 419.1
Chemical P 6.7
Foodstuffs .5 18.4
Pharmaceutical 20.E8 B.4
Metal 1.8 L7 |
Machinery 19.6 131.5
Electronics G1.4 67.5
Financial services 3.3 133
Hotels and tourism 155.7 11B.4
Construction 3.9 22.5
dehers 7.8 29.3

Source: Data provided by the Eorean authorities.
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Teble V-315. Forea: Inter-office 'A' Account
of Forelng Banks, 1983-87

(In millions of U.5. dollars)

1983 19E4 1985 1986 1987

L Inter—office "A" account
I1. Compmercial loans

I11. Bank loans
Reviged inter-office
"A' account (I-II-I1I)

SwWap S
Hediue—term 1/
Short=-term 2/

Loans in foreign currency
Long=term
Medium=term
Short=term

Other (short—term)

Bevised inter-office "A"
account by maturities
Long=ters
Hedium—térms
Short=term

Memorandum item:
Aportization payments on
medivm— and long-term
"A' accounts

Source: Data provided by the Korean authorities.

1/ 368 days = 376 days.
2/ 3-6 months.



ERC cqt7krV-36 2/1E/88
Table V=36. Korea: KEXIM Promissory Mote Inventory, 1385-87

(In millions of U«S: dollars)

1985 1986 1987

Increase in holdings

Eligible for rediscount
Ineligible for rediscount

Decrease in holdings
Eediscounts
Acquired in previous years
Acquired during year
Redemptions

Outstending stock {end of periocd)

Source: Data provided by the Korea authorities.




KRC: oqtkr37 2/29/E8

Takle V=37, "Kore

a: Comertible Bonds Prices

&5 Decs B6 Mar. 86 Jun. &6 Sep. 66 Cec. BT Mar. BY Jume &7 Sept. 87 Dec.
Sameung Electrondcs Cow, Ltds 985 117 1685 218 32 Fa s i) 3z &5 352
[assco Hesy Industries Lid. - = 118 113 112.5 122 148 173 154
Yokong Ltd. = = = 100 103 126 160 172 153

Source: [ata provided by the Foresn authorities.
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Tabtle V-38. EKorea: Convertible Eonds
SAmEUNEg DHL Tukong
Issue Date 85. 12. 1% B6. 5. 23 BE. 7. 15
Issue Amount (U§ eil.} 20 40 0
Maturity (years) 15 15 15
Coupon (&) 3 3 E
Issue price (%) L0 100 100
Conversion premimum (X) 30 = 100 50 33
Commencement of
Conversion perlod Bl 10. 19 B7. las 23 EBs 1. 15
Bagic stock price (won) 1,149 l,279 3,371
Listing Luxembourg Luxembourg Luxembourg
SE 5E 5E
Source: Data provided by the Eorean authorities.
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Table V-39. FKorea: Regional Concentration of Exports by Categories of Products

(In millions of U.S. dollars)

041 Non=-oil
! Industrial countries exporting developing
Total Avstralia Canada EC Japan .5 count el es countries Other

Primary products
Manufactured products

Heavy industrial
Machinery
0f which:

Automobi les
Electronlcs
Steel
Chenicals
Ships

Light industrial
Textiles
Apparel
Footwear
Diher

Total exports

Source: Data provided by the Korean authorities.
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Table V=40. EKorea:t Beglonal Concentretion of Imports by End-Use

{In millions of U.5. dollars}

il
exporting
count ries

Industrial countries
Total Australia Canada EC

Japan Us5a

Kon=oil
developing
countries

Other

Consumer goods
excluding goods
For re-exports
For domestic
consumptian

Grains

Industrial raw
materials
Fetroleum
For export
For domestic
product fon
Others
For export
production
For domestic
production

Capital goods
For export
production
0Of which:
Ships for repair
For domestle
production

Source:

Cata provided by the FKorean authorities.
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Table V=41, Eorea: Regional Concentration of Exports by Categories of

{In millions of U.8. dellars)

Products

Industrial countries

Total Auwstralia Canada

EC

Japen

U5

041l
exporting
countries

Hon—oil
developing
countries

Dther

Total imports
Frimary products
HManufactured products

Heavy industrial
Machinery
Electrounice
Steel
Chemicals
Ships

Light industrisl
Textciles
Apparel
Footwear
Gther

Total exports

Source: Data provided by the Korean authorities.





