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My authorities 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 authorities do have some reservations about 
the balance of payments forecasts and I will return to this later. 

Recent Economic Developments and Prospects 

Korea's economic performance in 1987 was impressive in a number of 
respects. The main features are summarised in table l of the staff 
report. 

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

The recent dramatic change of the current account has brought new 
challenges for economic management and my authorities have implemented a 
wide range of adjustment n:easures aimed at reducing the size of external 
surpluses to more sustainable levels and to reduce distortions in the 
economy. 

The exchange rate appreciated, by 19 percent against the US 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 4 months., This is a significant adjustment considering 
that the U.S. is taking about 40% of Korean exports. Exchange rate 
changes, the large wage increases in 1987 (and in prospect for 
1988) and other adjustment n:easures have substantially eroded 
Korea's external competitiveness since mid-1986. 

Import liberalization measures have reduced the share of import 
items subject to quantitative restrictions from 18.7 percent at the 
end of 1983 to 4.6 percent on April 1, 1988. 

Tariff reductions reduced the average unweighted basic tariff rate 
from 23.7 percent in 1983 to 18.1 percent in 1988 and have 
significantly narrowed the dispersion of tariff rates. 
Concessional tariffs and temporary tariff cuts have further reduced 
effective protection for many imports. My authorities are com­
mitted to further major tariff reductions in the next few years. 
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Export financing has been reduced rapidly for all firms and 
eliminated for large firms. The authorities have also introduced 
import financing schemes to encourage import growth. 

Exchange controls on direct investment, overseas investment, and 
invisibles transactions (including overseas travel and remittances 
abroad) have been substantially liberalised in the past two 
years. Measures have also been taken to open up the domestic 
insurance market to foreign competition. 

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

Balance of Payments Prospects for 1988 

My authorities believe it is too optimistic to expect that the 
strong balance of payments performance of 1987 will continue throughout 
1988. As the effects of the substantial adjustment measures already 
undertaken and the recent deterioration in Korea's external competitive­
ness are increasingly being felt the balance of payments surplus will be 
reduced significantly in the second half of the year. 

During the consultation in Korea, the staff prepared two 
alternative forecasts for the balance of payments for 1988 - one higher 
side and one lower side (see the table below) - although they used the 
higher side forecasts in the staff report. My authorities believe 
current early indicators for exports and imports and prospects for 
further large wage increases in 1988 point to the lower forecasts as 
being more realistic. 

In this context it should be noted that the EC suspended Korea's 
prvileges under the Generalized System of Preferences (GSP) as of 
January 1, 1988 and the U.S. announced to withdraw GSP benefits from 
Korea effective January 1, 1989. About 23% of Korea's exports to the EC 
and 12%, equivalent to 2.2 billion dollars, of exports to the U.S . would 
be affected by these actions. 
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Korea: Balance of Payments, 1987-88 

Exports, f.o.b. 
Imports, f.o. b. 
Trade balance 
Services balance 
Transfers 

Current Account 

(In billions of US dollars) 

1987 
Actual 

46.2 
-38.5 

7.7 
0.9 
1. 2 

9.8 

1988 
Staff Forecast* 

I II 

55.0 58.2 
-48.4 -49.8 

6.6 8.4 
1.2 1.9 
1. 0 1. 0 

8.8 11. 3 

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

Trends in letters of credit for export and issuances of import 
licences can be used 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 (%) 

Arrival of letters of credit for exports 

Issuances of import licences 

87.Ql 
86.Ql 

% 

40 

29 

88.Ql 
87.Ql 

% 

26 

40 

88.April 
87 .April 

% 

18 

44 

The strong domestic growth in recent years has been accompanied by 
rapid wage adjustments. 1987 saw unprecedented nationwide labour unrest 
culminating in a 23 percent wage increase in the manufacturing sector -
the main export sector. (About half of this wage increase in 1987 was 
carried over into 1988.) Labour unrest and high wage settlements were a 
significant factor in reducing Korea's external competitiveness in 1987 
and this trend is expected to continue into 1988. The national labour 
unions are demanding a further 30 percent wage increase in 1988 while 
employers are unwilling to grant more than a 10 percent increase. As a 
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result there has been a rapid increase in the number of labour 
disputes. At end-April 1988, 84 percent of Korean companies could not 
settle their wage negotiations for 1988, indicating the prospect of 
continuing labour unrest and further significant wage adjustments. 

General Observations 

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

1. 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 authorities believe this burden must be shared f airly 
between 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 
measures. The Korean economy can contribute 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 percent of world trade while its indebtedness 
($US35.6 billion) accounted for 3 percent of the total debt of develop­
ing countries. 

2. Can exchange rate adjustments alone correct global imbalances? 

A second issue is whether exchange rate adjustments alone can 
correct world trade imbalances. The Annex IV in the recent WEO sheds 
some light on this issue. It states that: 

"As 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 past thirty years. The real effective 
exchange rate of Japan was 3 percent 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 1970s, at which time the current account positions 
of these three countries were in approximate balance. Despite 
these substantial adjustments in real exchange rates, trade 
imbalances have declined only slightly, and current account 
imbalances for 1987 were at record levels for these countries." 

I do not wish to imply by this quote that exchange rate changes do 
not have a role to play in correcting trade imbalances. Rather, I would 
suggest that this supports the staff view that an optimum mix of 
policies, including market opening measures, exchange rate adjustment, 
domestic demand management measures and wage adjustments, should be 
implemented in Korea in a balanced manner. 
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3. Market opening policies versus exchange rate adjustment 

A related question is the appropriate balance between market 
opening (liberalization) measures versus exchange rate adjustments. 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 volatility is likely to 
increase, creating a more difficult economic climate for a reduction in 
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 increases 

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 issue, 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 activism, 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 
its overriding goal of providing a sustained rise in the living 
standards of its people." After many years of success£ ul macroeconomic 
adjustment, Korea is now facing inevitable demands to raise wage levels 
and living standards so that all sectors of the economy can share the 
fruits of past adjustment efforts. This is a natural result of economic 
development. I believe that to adjust external competitiveness largely 
through exchange rate appreciation would risk passing up the present 
opportunity to raise living standards in Korea. It could also undermine 
the broad political support for continuing economic adjustment and 
promote costly social unrest. 

My authorities 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 international competitiveness. 

5. Measurement of external competitiveness 

The staff report contains several measures of Korea's external com­
petitiveness. Korea's external competitiveness, expressed in terms of 
the nominal effective exchange rate index adjusted by relative export 
unit values, is set out in the table below. 
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External Competitiveness 
(Percent of change: end of period) 

1984 
1985 
1986 
1987 

6.1 
-7.7 
-1.5 

3 . 1 

The increase in competitiveness in 1985 and 1986 appears much 
smaller when the exchange rate index is adjusted by relative export unit 
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 in profit 
margins. Consequently, Korea's competitiveness, as measured by the 
index adjusted by EUVs, stands almost at the same level as in 1984, when 
Korea experienced a $1.8 billion trade deficit. 

Concluding Remarks 

1. My Korean authorities have already undertaken many policy 
initiatives to reduce the current account surplus over the 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 the 
first four months of the year it appreciated 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 importantly to the reduction in the external competitive­
ness of the Korean economy. Significant market opening measures 
implemented over the past few years and the strong growth of domestic 
demand and in some redistribution in favor of low income wage earners 
will encourage faster import growth in Korea. 

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

Korea is now preparing an overhaul of the tariff system wi t h the 
aim of reducing average tariff rates from the present level of 
18.1 percent to 11-12 percent by 1989 and to 6-8 percent (the rate 
applying in large industrial countries) by 1992. 

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

2. My Korean authorities would like to restate their willingness to 
play a constructive role in the world economy. 
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The following table shows that Korea has consistently reduced 
restrictions on imports at a time when Korea still faces comparatively 
high protection in its export markets. 

Import Liberalization of Korea 
versus Protection against Korean Exports 

1983 1984 1985 1986 

Ratio of import restrictions by 
Korea(%) 18.7 15.2 12.3 8.4 

Ratio of import restrictions imposed 
by 0ECD countries on Korean 
exports(%) 39.9 41.2 36.3 31.0 

1987 1988 

6.4 4.6 

28.9 n.a. 

Korea's willingness to accept its international responsibilities is 
also reflected in its attitude to the Fund. Korea is committed to con­
tribute SDR 65 million to the ESAF (or twice its calculated contribution 
based on existing Fund quotas) despite its status as a highly-indebted 
middle income developing country. Moreover, in December 1987 Korea made 
an advance repurchase to the Fund of SDR 600 million (despite the exis t­
ence of a large amount of more expensive commercial debt) in order to 
release resources for use by other developing member countries. 

3. As recently as two or three years ago the Executive Board express ed 
concern about the rapid increase in Korea's level of indebtedness. Dom­
estically, the Korean authorities' economic development strategy of 
utilising external debt as a major source of investment was heavily 
criticised. 

After years of adjustment, the external position has now improved 
and Korea has started to reduce its high level of foreign 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 country can adjust and 
subsequently reduce its indebtedness by recording balance of payments 
surpluses. Korea is that good model, but it must be permitted to bring 
its adjustment process, started many years ago, to a successful con­
clusion. To do this it needs the support and encouragement of its 
economic partners. 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Staff CoMMents on Current Policy Issues 

After an unexpectedly strong upturn in 1986, rapid growth fuelled by an 

export booM has continued through early 1988. While a slowdown in exports and 

so~e Moderation in GNP growth are likely this year, the expansion will 

nevertheless continue at a high rate. Korea has thus entered a period of high 

growth accoMpanied by large current account surpluses. The renewed vigor which 

the Korean econoMy has shown over the recent past is Most iMpressive and highly 

welcoMe both for Korea and the international econoMy. The success, however, 

has also created new probleMs and presents new challenges for econoMic policy. 

The Main issues and the Mission's position on theM are suMMarized as follows: 

( 1) Current account surpluses of the present Magnitude of around 8 

percent of GNP are undesirable over the MediuM terM for doMestic as well as 

international reasons. OoMestically, the resulting large liquidity inflows 

Make Monetary control increasingly difficult and further distort the pattern of 

credit flows, and have already led to inflationary pressures. The surpluses 

also intensify existing international iMbalances and are, therefore, 

inconsistent with a constructive role for Korea in the process of global 

adjustMent. This is particularly so because of the large iMbalances in the 

underlying bilateral trade patterns which already have led to trade frictions. 
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(2) In line with the requireMents for doMestic financial stability and 

structural change as well as with Korea's role and responsibility in the 

international econoMy, the authorities should aiM at reducing current account 

surpluses over the MediuM terM to a range of 2-3 percent of GNP. Surpluses in 

that range would neither iMply excessive reserve accuMulation nor precipitate 

external debt reduction. The suggested decline in the surplus would occur 

gradually and is probably the MaxiMUM feasible if the adjustMent process is to 

be sMooth and orderly. While such a MediuM-terM target would Meet doMestic and 

international objectives, it should be continuously reviewed and revised if 

necessary in the light of evolving doMestic and international developMents over 

the coMing years. 

(3) Various developMents are already at work in the direction of a 

surplus reduction: the iMpact of the earlier won depreciation as well as of the 

earlier oil price and interest rate declines has been spent; wage costs rose 

sharply in the Middle of last year; and further substantial wage increases are 

expected this year. In addition, there is the effect of Market opening 

Measures already iMpleMented and of the exchange rate appreciation which has 

been initiated in 1987. Prospective trends in doMestic deMand will also 

support current account adjustMent: as consuMption will respond to higher real 

incoMes. the savings ratio should decline froM its present level which is 

historically high. Finally, the growth of international deMand is likely to 

slow down under the iMpact of adjustMent in the U.S. econoMy. 

(4) However, these influences will not be sufficient to bring about the 

path of current account adjustMent suggested above. They need to be supported 

and reinforced by further adjustMent efforts. These should be directed toward 
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three areas: further Market opening, real effective exchange rate 

appreciation, and ensuring sufficient doMestic deMand expansion. For 

adjustMent to be effective, action should be taken siMultaneously in all three 

areas. FurtherMore, because of the delayed iMpact of adjustMent Measures on 

the current account. it is essential that action is taken at an early stage. 

(5) Market opening provides still aMple scope. Although the inevitable 

political constraints have to be recognized, a credible and effective Move 

toward further Market opening should be undertaken in the course of the year, 

encoMpassing iMport liberalization and tariff reductions. For iMport 

liberalization, the following Measures are suggested: reduction in the nuMber 

of restricted iteMs, including agricultural products, at a substantially faster 

pace than in the past; early eliMination of the surveillance list; siMplifica­

tion of iMporting procedures; reducing the application of special laws to a 

MiniMUM nuMber of products, together with a substantial increase in the nuMber 

of iteMs subject to reporting systeM instead of licensing. A Major overhaul of 

the tariff structure is planned to be iMpleMented in early 1989. It will 

reduce the level of noMinal and effective protection as well as the disparities 

in protection levels aMong industries. This should contribute iMportantly to 

mediuM-terM adjustMent. In the MeantiMe, tariff cuts over a wide range of 

iteMs could be effected through concessional tariffs. In particular, 

additional tariff cuts on selected finished products could be iMpleMented to 

reduce the rate of effective protection. 

(6) Parallel to Market opening Measures, other liberalization Measures 

should also be considered: restrictions on invisible payMents could be 

eliMinated ahead of schedule; iMpleMentation of liberalization Measures on 
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overseas investMent could be accelerated; the diversification list and 

localization prograM should be operated in accordance with coMparative 

advantage. These prograMs should becoMe increasingly unnecessary as external 

adJustMent is affected through global Measures. 

(7) The recent exchange rate appreciation against the U.S. dollar should 

continue in order to achieve a real appreciation in 1988. Appreciation will 

counteract inflationary pressures through the direct effect of lowering iMport 

prices as well as the effect on reducing foreign exchange inflows as it lessens 

incentives to speculative capital inflows and tends to daMpen the current 

account surplus. It will also support iMproveMents in the structure of 

doMestic production by shifting resources out of less efficient export and 

1Mport substitution industries. Part of the real appreciation will result froM 

further increases in unit labor costs. Because of the uncertain outcoMe of the 

wage negotiations this spring, the aMount of further exchange rate appreciation 

during the reMainder of the year will have to be deterMined in light of the 

1Mpact of the wage settleMents on doMestic costs and international 

coMpetitiveness. 

(8) As the econoMy is operating close to capacity, there is liMited 

scope in the short run to support current account adjustMent through deMand 

ManageMent. Indeed, Monetary policy should contain liquidity expansion to the 

target of 18 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 a Modest fiscal stiMulus. !Mport duty and excise tax 

reductions, preferably on consuMer durables, would be Most suitable as they 
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would contribute to higher consuMption and iMports while at the saMe tiMe 

daMpening price increases. Policies to stiMulate the growth of doMestic deMand 

will becoMe More iMportant over the MediuM terM to support iMport growth and to 

coMpensate 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 spending 

could be achieved through the eliMination of interest rate and direct credit 

controls together with a gradual liberalization of the capital account. 

The adjustMent Measures outlined above are far-ranging and entail short­

run costs. Their iMpleMentation will, therefore, be politically difficult. 

Perseverance of Korean policyMakers as well as understanding of their 

constraints by Korea's trading partners are certainly needed. Over the MediuM 

ter-M, however, these Measures should accoMplish a successful structural 

transition of the Korean econoMy which is essential for Maintaining its high 

growth potential and also for contributing to More harMonious trade relations. 

Korea will thus further the overriding goal of providing higher living 

standards to its people, while playing a constructive role in the world econoMy 

and Moving further toward joining the ranks of the industrialized countries. 
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Table 1. Korea: Balance of PayMents, 1987-88 

<In billions of U.S. dollars) 

Exports, f.o.b. 
VoluMe (percent change) 
Unit value (percent change) 

IMport s. f. o. b. 
VoluMe (percent change) 
Unit value (percent change) 

Trade balance 

Services balance 
Receipts 
PayMents 

Transfers 

Current account 
(Percent of GNP) 

Debt-related capital 

Nondebt-related capital 

Overall balance of payMents 

Gross reserves 
(In Months of iMports of goods and services) 

Debt 
(Percent of GNP) 

1987 
Actual 

46.2 
( 24. 6 ) 

< 9. 3 > 

-38.5 
< 22. 4) 

( 6. 0 > 

7.7 

0.9 
( -9. 2) 
< 10. 1 ) 

1. 2 

9.8 
( 8. 3) 

-4.8 

1. 8 

6.8 

10.2 
< 2. 6 ) 

35.6 
< 30. 2 ) 

1988 
Forecast 1 / 

I II 

55.0 58.2 
< 8. 2) ( 14. 5) 

< 10 .0) < 10. 0 > 

-48.4 -49.8 
( 1 S. 3 > (18.7) 

< 8. 9) < 8. 9 > 

6.6 8.4 

t. 2 1. 9 
(-10.5) (-10.0) 

( t 1 . 7 ) (11.9) 

1 .0 1.0 

8.8 11.3 
( 6. 0) < 7. 6 > 

-3.3 -3.3 

-0.6 -0.6 

4.9 7 . 4 

13.8 14.5 
(2.8) < 2. 9) 

30.9 29. l 
( 2 1 . 1 ) (19.7) 

1/ Alternative I assuMes a sharper decline in export voluMe and a larger 
response of tourist and other services payMents to liberalization than 
Alternative II. 

Export VoluMe 

(Percentage change over saMe quarter a year 

1987 1988 
Actual Forecast 

Ql Q2 Q3 Q4 Ql Q2 Q3 

27.9 25.6 21. 9 23. 1 I 18.7 9.8 3.8 
II 23.0 14.8 13.0 

ago) 

04 

3.8 
7.8 

Tourist and other 
service payMents 

(US$ bn.) 
Actual Forecast 

1986 1987 1988 

2.2 2.6 I 3.8 
II 3.2 
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Table 2. Korea. MediUt\-Ten, Rdjustftent Scenario, 1985-92 

--------------- ----------------------------- --------
1985 1986 1987 1988 1989 1990 1991 1992 

------------------·--------·------------------------------·----

(in billions of US dollars) 

Exports 26.1 33.9 16.2 58.2 67.2 75, 7 85,2 95.8 
lMports -26.5 -29. 7 -38.5 -19.8 -61.5 -71. 9 -81. 7 -92.8 

Het services and transfers -o. 9 0.1 2.1 2.9 3.0 2. 9 2.6 2.0 

Current account balance -0. 9 t6 9.8 11.3 8. 7 6. 7 6.1 5.0 
<In percent of SHP) -1.1 1. 9 8.3 7.6 5.2 3.5 2.9 2, 1 

Debt related capital fl(Y,ls 0.6 -0. 7 -1.8 -3.1 -1.8 -1.2 -0.8 -0.2 
Hon-debt related capital flows -2.2 -1.3 l. 9 -0.6 -0.1 -0.5 -0. 7 -0. 9 

Overall balance -2.5 2.6 6.8 7.1 6.6 5.0 1.7 3.9 

Gross reserves 8.1 8,6 10.2 11.5 19.3 23.2 27. l 30,8 
(In Months of iMports 2.9 2. 7 2.6 2.9 3.2 3.3 3.1 3.1 

of goods and services) 

External debt 16.8 11.5 35.6 29.1 25.6 23.2 21. 7 21.2 
(In percent of SHP) 55.8 16.8 30,2 19. 7 15.2 12.3 10.3 8. 9 

(Percent change) 

Export volUMe 1.3 26.1 21.6 11.5 9.8 9.0 9.0 9.0 

I11port uolurte 1,0 19. 9 22.1 18. 7 17.3 13.2 9.9 10.0 

Real GNP 5.1 12.5 12.2 10.0 8.0 7.5 7.5 7.5 
Real dOl'lestic deriand 1.0 7.9 8.1 10,0 10. 7 9.3 8.2 8.3 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation Follow Up Visit 

Minutes of Meeting on Recent EconoMic OevelopMents 

EconoMic Planning Board, May 2, 1988, 3 p.M. 

Meeting No. 1 

Korean Representatives: 

Mr. KIM Young, Director 
Director, Financial Policy Division 

Mr. CHO In Kang, Assistant Director 
Financial Policy Division 

Mr. PARK NaM Hoon, Assistant Director 
Overall Planning Division 

Mr. LEE Chang Ho, Assistant Director 
Budget Policy Planning Division, 
Budget Bureau 

Mr. KIM Hae Soo, Assistant Director, 
Manpower Planning Division 

Output and prices 

Fund Representatives 

Mr. Neiss 
Ms. Tseng* 
Ms. Jul 

Real GNP growth accelerated to 12 percent during the first quarter of 1988 
(year on year) coMpared to 9 percent in the fourth quarter of 1987. Export and 
doMestic deMand reMained strong. Exports rose by 35 percent (custoMs clearance 
basis, 21 percent increase in voluMe and 12 percent in unit value). 1L IMports 
rose even More sharply--by 39 percent (26 percent in voluMe and 11 percent in 
unit value). DoMestic deMand is estiMated to have increased by about 
11-13 percent. The growth of doMestic investMent reMained strong owing to a 
recovery in deMand for housing, increased public construction and orders for 
industrial plants and facilities. An investMent survey showed that investMent 
appeared to be stronger in industries producing for the doMestic Market than 
those producing for exports. Industrial production rose by More than 20 
percent, boosted by large increases in the production of autos, industrial 
Machineries, and construction Materials. Capacity utilization continued to 
increase to historically high levels. For the year as a whole, EPB expects 
real GNP growth to be 10 percent coMpared to the previous projection of 8 
percent; soMe deceleration of real GNP growth is expected during the reMainder 
of the year as export growth slows. 

Prices 

There are indications that the econoMy has entered a phase of overheating; 
significant bottlenecks have appeared in several key Manufacturing sectors, 
notably soMe cheMical goods, fiber Materials and certain steel products. 

---------. -- ---------------------------------
.l.L Trade voluMe and unit value indices published in Bank of ~:area's 

Monthly Statistical Bulletin (Table 53) are based on custoMs clearance value. 



.. 

C 

( 

l 

- 2 -

Inflation ha~ accelerated, consuMer prices rose by 8 percent in March 1988 and 
7 1/2 percent in April, the highest increase since May 1982. Inflation was 
attributable to shortage of agricultural products and raw Materials, raised 
public utility charges, and higher prices of services and housing. 

Labor 

About 16 percent of all enterprises eMploying 100 or More regular 
eMployees l.L... have coMpleted wage settleMents as of April 17, 1988, coMpared to 
6 percent which settled in March. The settleMents provided for average wage 
increases of 12 percent. The Korean representative explained that the 73 
percent of contracts settled referenced in the staff report referred to 
contracts that were under dispute. The nuMber of labor disputes increased 
during 1988, froM 1.7 per day in January to 7.7 per day in April. However, the 
Korean representative noted that with the new labor relations laws, the 
disputes and negotiations tended to be less disruptive coMpared with last year. 
The Korean representative said that wage increases in large congloMerates were 
higher (averaging 15.6 percent) than those in sMall-and MediuM-sized firMs 
(averaging 11 .3 percent). 2/ Wage negotiations follow the duration of annual 
contracts, and 80 percent of all enterprises are expected to coMplete wage 
negotiations in May. The reMaining contracts are expected to be settled with 
wage increases of 13-14 percent, resulting in average wage increase in 1988 of 
21-22 percent, with labor productivity estiMated to increase by 9-10 percent, 
unit labor costs would increase by 11-12 percent on average in 1988. 

Budget 

At present, there are no plans for Major budgetary changes. Tariff 
reductions are being planned for later in the year. A study to reforM the 
overall tax systeM is under way, but the conclusions are not yet available. 
The actual budgetary outcoMe in 1987 showed a slightly larger surplus than 
estiMated during the previous Mission in March, (a surplus of W 0.5 trillion 
for the central governMent and W 1 .5 trillion for the consolidated central 
governMent, equivalent to 1 .5 percent of GNP). The Korean representative said 
that the surplus for the General Account could aMount to W 1 trillion in 1988. 

Balance Qf. payMents 

The current account surplus in the first quarter of 1988 was $3 billion, 
about $500 Million More than what EPB had expected ($200 Million More than 
staff projections). Exports increased by 38 percent; it is estiMated that 
export voluMe rose by 23 percent· and unit value by t 2 percent. The Most 

lL There are 5575 establishMents efYlploying 100 o.r More regular eMployees, of 
which 527 are establishMents of the 30 large congloMerates which account for 25 
percent of all eMployees. Wage settleMents were coMpleted for 889 of these 
establishMents as of April 27, 1988, of which 32 were establishMents of the 
large congloMerates. 

li Daewoo settled recently with wage increase of 19.1 percent. During 1987, 
wage increases tended to be higher in Manufacturing, electricity, and­
transportation than in construction and Mining. 
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dynaMic exports were autoMobiles (increase of 80 percent>. footwear (67 
percent), cheMical goods (57 percent). steel and iron products (45 percent), 
and electric and electronics goods (35 percent). It was explained that the 
increase in steel exports reflected strong deMand in Japan for public 
construction and that the high growth of footwear exports was due to c~ntinued 
coMpetitiveness of Korean products with the Major brand producers. • In 
contrast. toy exports dropped by 20 percent. It was also explained that the 
high export growth in the first quarter reflected the bulkiness associated with 
ships exports ($200 Million-$300 Million). The Korean representative expected 
a deceleration in exports in the reMainder of 1988, citing the deceleration in 
letters of credit received (26 percent in the first quarter coMpared with 40 
percent during the saMe period a year ago, and 20 percent in April 1988), 
doMestic capacity constraints, booMing doMestic deMand, and the loss of 
coMpetitiveness due to the won appreciation and wage increases. EPB projects 
exports to increase by 24 percent in the second quarter (custoMs clearance 
basis, 12 percent voluMe and 11 percent unit value). and 12 percent in the 
second half of the year (5 percent voluMe, and 7 percent unit value). For the 
year as a whole. EPB projects exports to increase by 20 percent ( 10 percent 
voluMe and 9 percent unit value) to $55 1/2 billion, about $2 1/2 billion less 
than the Fund staff's projections Made during the March Mission. 

IMports rose by 36 percent in the first quarter of 1988; iMport voluMe 
rose by 23 percent, and unit value by 11 percent. Owing to the strong growth 
in doMestic deMand, particularly investMent, iMports for doMestic use rose by 
43 percent; particularly rapid growth was recorded in raw Materials (40 
percent) and capital goods (58 percent), whereas iMports of consuMer goods for 
doMestic use rose by only 15 percent. IMports for export production rose by 35 
percent (raw Materials 32 percent, capital goods 46 percent, and consuMer goods 
14 percent). Crude petroleuM iMports rose by 26 percent. For the year as a 
whole, EPB projects iMports to rise by 27 percent to $49 billion ( 16 percent 
voluMe and 11 percent unit value), about the saMe as the Fund staff's 
estiMates. EPB expects Market opening Measures already iMpleMented to add to 
iMport deMand and to offset the effect on iMports of a More rapid deceleration 
in exports. lMport licenses issued rose by 40 percent during the first quarter 
of 1988 coMpared with 29 percent during the saMe period a year ago. 

The services surplus declined to$ 156 Million coMpared to$ 319 Million 
during the first quarter of 1987. Receipts rose by only 7 percent; travel 
receipts continued to increase briskly (47 percent), but receipts froM overseas 
construction delcined by 7 percent. Service payMents rose by 16 percent. The 
Korean representative attributed the latter to the liberalization Measures 
iMpleMented since late last year, citing in particular the 81 percent increase 
in payMents for travel payMents and other services. 

Transfers rose substantially, and aMounted to $0.5 billion, nearly half of 
the aMount projected for the entire year. This was attributed to expectation 
about the continued appreciation of the won. 

EPB's cu~rent account projection for 1988 is a surplus of $8 billion, an 
increase froM the $7 billion projected in March, Mainly due to a higher trade 
surplus. Net transfers are projected to be $200 Million higher than the 
previous projection of $1 billion; however, this is offset by a projected $200 
Million less in the services surplus. 



' ( 

( 

l 

- 4 -

Direction of trade 

The trade surplus with the United States reMained largely during the first 
quarter (at $1 .9 billion) coMpared with the saMe period last year . 
Nevertheless, exports to the United States decelerated to 23 percent in the 
first quarter while iMports froM the United States rose by 50 percent. In 
contrast, the trade deficit with Japan declined to $1 ~ill ion coMpared to $1 . 3 
billion in the first quarter of 1987; exports to Japan rose by 61 percent and 
iMports rose by 25 percent. Thus, the share of exports directed to the United 
States declined to 35 percent in the first quarter coMpared with 39 percent in 
1987, and the share of iMports froM the United States rose to 23 percent 
coMpared with 21 percent. The share of exports directed to Japan increased to 
20 percent froM 18 percent, and the share of iMports froM Japan declined to 31 
percent froM 33 percent. The slower growth of exports to the United States 
affected nearly all products except for cars and footwear. The rise in exports 
to Japan were Mainly in steel and apparel and textiles. 

Measures 

Recently iMpleMented Market opening Measures included: (1) tariff 
reductions through tariff quotas on 506 iteMs (HS systeM) are under study, 
iteMs included are telephones, Medicine, and wine; tariff reductions will 
average 40 percent froM the actual rates; under the tariff reforM prograM, 
tariffs are planned to be reduced froM the present 18 percent to 8 percent by 
1992; and (2) adMinistrative procedures for iMports and exports will be 
siMplified. 

1 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation Follow-Up Visit 

Minutes of Meeting on Trade OevelopMents 

Ministry of Trade and Industry, May 3, 1988, 11 a.M. and 2 p.M. 

Meeting No. 2 

Korean representatives 

Mr. Cho Hwan-Eik, Director, Multilateral 
Trade Affairs Division 

Mr. KiM Jin, Deputy Director, 
Multilateral Trade Affairs Division 

Mr. KiM Sung-Hwan, Deputy Director, 
Trade Policy Division 

Mr. KiM Han-Suo, Deputy Director, 
Export Oi~ision I 

Mr. KiM Kyung-Jong, Deputy Director, 
lMport Division 

Mr. Na Do-Sung, Deputy Director, 
Export ProMotion Division 

Fund representatives 

Mr. Neiss 
Ms. Jul • 
Ms. Tseng 

The Korean representative stated that trade perforMance had been 
iMpressive in 1986 and 1987. However, since last year they had been 
experiencing unexpected pressures--labor strikes, a drastic appreciation 
of the won, and a political crisis resulting froM the loss of control of 
the National AsseMbly by the Ruling Party after the April 26 elections. 
Mr. Cho expected exports to continue to grow but at a More Moderated 
pace. 

With respect to Market liberalization policies, the basic direction 
would not be changed although the governMent did no longer have a 
Majority in the National AsseMbly, not only because it was necessary to 
sMooth trade frictions but because it was required for the doMestic 
econoMy. There were potential probleMs with inflation and deriving froM 
the present structure of production. The course of econoMic policy 
would not be changed but they would need political consensus froM now on 
and that takes tiMe. Once the opposition parties get involved in the 
policy process they would becoMe More Moderate and it would just be a 
question of tiMe to obtain consensus. 

Exports 

T~ey believe that$ 56 billion of e xports in 1988 is a More 
real i 5 t ic nuMber than the staff's estiMate of$ 58 billion. Exports 
expanded by 26 percent in April, down froM 35 percent during the first 
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quarter of 1988 (custoMs clearance basis, 21 percent increase in voluMe 
asnd 12 percent in unit value). In won terMs, a More approp1ate 
Measure of voluMe growth, exports grew by 22 perce~t during the first 
quarter of 1988 but by only 11 percent in April. For the year as a 
whole they are forecasting a 19 percent expansion in exports ( 10 
percent voluMe and 9 percent unit value). The Mission pointed out that 
although it May turn out that voluMe expands at a lower rate than 
originally forecast by the staff, export unit values were rising at a 
faster pace than originally envisioned. The Korean representatives 
responded that the sharp increase of export unit values in the first 
quarter when coMpared to the first quarter of 1987, was partly due to 
the fact that export unit values had experienced the sharpest rise in 
1987 in the last quarter of the year. They believed that after the 
large increase in 1987 there was no rooM for More than a 10 percent 
increase in export unit values for 1988. In contrast with last year, 
coMpetitors were depreciating their currencies this year. 

Exports on a bop basis increased by 39 percent in the first quarter 
of 1988 while they grew by 35 percent on a custoMs clearance basis . The 
difference steMs froM soMe iteMs which such as ships ($200 to $300 
Million) were registered on a custoMs basis in the fourth quarter of 
1987 but only registered on a bop basis in the first quarter of 1988. 

The Most dynaMic export products during the first quarter of 1988 
were cars, steel products, cheMicals, textile products, and electronic 
products. Exports of cars expanded by over 80 percent but they will 
slow down during the rest of the year as the large increase in car 
exports occurred after the first quarter of 1987. Last year 547,000 
cars were exported and 700,000 are forecast to be exported in 1988. 
Capacity constraints and strong doMestic deMand are _iMposing a liMit 
on exports of cars. There have been ruMors that quo~as May be iMposed 
on exports of cars to the United States. During the first quarter of 
1988 car prices increased by 3 percent coMpared with the saMe period 
last year. 

Exports of steel products also face capacity constraints and 
a strong doMestic deMand. Steel exports, Mainly to Japan, expanded 
very strongly in the last quarter of last year and in the first quarter 
of this year, when they grew by 66 percent. Exports of footwear 
grew by 65 percent ( Korea has a coMpetitive edge in quality which is 
expected to last 2 to 3 years) while textiles and electronics expanded 
by 70 percent. 

They are losing coMpetitiveness in textiles and footwear. Last 
year they were unable to fulfill their textile quota to the US 
because they were outbid by their coMpetitors. SoMe export products, 
such as electronics, are facing deMand restraints froM the iMporting 
countries. The EC is negotiating a quota on exports of Mic~owave ovens, 
VTRs, color TVs, and color picture tubes. Also, they are iMposing 
expor· restraints on footwear. 
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The Mission inquired why capacity constraints were not being 
overcoMe through investMent which was expanding at · a very fast rate. 
The Korean representatives stated that because of the appreciation of 
the won and the iMposition of export quotas, businessMen were shying 
away froM investMent for export production. A survey conducted by the 
Ministry of Trade and Industry early this year showed that investMent in 
the export industries is slowening down. Labor strikes also discourage 
investMent. 

Korean businessMen are interested in investing abroad because of 
profitability reasons steMMing froM the appreciation of the won. Also, 
they want to strengthen their econoMic cooperation with foreign 
countries to establish a basis for More stable export Markets. 

Which are the Most iMportant deMand restraint Measures taken by 
trading partners which explain the slowdown in Korea's exports? 
Quotas on steel products and footwear, and potential quotas on exports 
of electronic goods by the EC. Export constraints iMposed by the US are 
particularly iMportant because as a result firMs can lose econoMies of 
scale which perMits theM to coMpete in other Markets. The iMposition of 
a quota in itself could result in loss of coMpetitiveness because of 
the iMpact it has on investMent. The US revised Korea's textile quotas 
when it adopted the 10-digit HarMonized SysteM. The US Maintains the 
change was neutral but they estiMate a 10 percent loss of potential 
exports resulted froM the it, not visible but hidden under technical 
restrictions. 

During the first quarter of 1988, exports to Japan expanded at a 
very fast rate, especially apparel and clothing and .steel products, 
while deMand froM the US was sluggish for alMost ali iteMs, except cars 
and footwear. Exports of electronic goods increased by 37 percent 
(45 percent in 1987), exports of VTRs increased by only 6 percent, and 
exports of toys dropped 20 percent. As the US Market represents a 70 
percent of the Market for toys, total exports of toys expanded by only 
0.8 percent during the first quarter of 1988 coMpared with the saMe 
period last year. 

IMports grew by 39 percent during the first quarter of -1988 (on a 
custoMs basis, 26 percent in voluMe and 10-11 percent in unit value). 
!Mports for doMestic use increased by 33 percent (raw Materials 40 
perce r.t , capital goods 58 percent, and consuMption goods 15 percent) 
while 1Mports for export production rose by 35 percent (raw Materials 32 
percent, capital goods 46 percent, and consuMption goods 14 percent). 
Crude petroleuM iMports grew by 26 percent. The fastest growing 
categories of iMports included: precision Machinery (66 percent), 
Mach1 ·· ~ry (49 percent), agricultural products ( 44 percent>, and steel 
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and cheMical products (37 percent). 

The Ministry of Trade and Industry forecasts a 27 percent increase 
in iMports for 1988 ( 18-19 percent in voluMe and 7-8 percent in unit 
value) coMpared to a 29 percent increase by the staff. 

There have been no additional liberalization Measures during 
April 1988 and none are being conteMplated at present. They plan to 
siMplify iMport procedures. 

Despite assertions to the contrary during the consultation, the 
Korean representatives stated that there is coMpulsory list for iMport 
diversification, besides the 335 iteMs which constitute a voluntary 
list. This list aMounted to 379 iteMs (8-digit CCCN) or 447 iteMs 
(6-digit HS systeM) by end 1987. On April 1, 1988 the list was 
reduced to 226 iteMs (6-digit HS). 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation Follow-Up Visit 

Minutes of Meeting on Recent Monetary DevelopMents 

Ministry of Finance, May 4, 1988 10:30 a.M. 

Meeting No. 3 

Korean representative Fund representatives 

Mr. Byeon Yang-Ho, Deputy Director 
Financial Policy Division, 

Reserve Money 

Mr. Neiss 
Ms. Tseng* 
Ms. Jul 

The sharp increase in reserve Money during the last two Months of 1987 was 
due to the increase in the required reserve ratio (froM 4.5 percent to 
7 percent, effective NoveMber 23, 1987); this raised deposit Money banks' 
(OMBs) reserves .at the Bank of Korea (BOK) by about W 1 trillion; reserve 
Money, adjusted for the change in the reserve requireMent, rose by 29 percent 
rather than the actual increase of 49 percent. The contractionary iMpact of 
the increase in the reserve requireMent, however, was negligible because banks 
switched deposits froM the Monetary Stabilization Account (MSA) to required 
deposits. Mr. Byeon explained that the increase in the required reserve ratio 
was taken More in response to coMplaints froM banks that their profitability 
was being eroded by the requireMent to Maintain reserves in the MSA earning a 
rela t ively low 8 percent interest than for Monetary control purposes. He said 
that banks preferred to accept a legal requireMent to Maintain required 
reserves (at no interest) rather than "window guidance" to Make deposits in the 
MSA, particularly in terMs of explaining perforMance to their shareholders. 
DMBs Maintain only required reserves and deposits in the MSA with the BOK, free 
reserves are used in the interbank Market or for investMent in various 
financial instruMents. In terMs of deposits in the MSA, Mr. Byeon said that 
the BOK calculates how Much liquidity needs to be absorbed, and apportions the 
deposits in the MSA aMong the DMBs. 

Bank of Korea's foreign currency deposits with DMBs are Maintained: 
(1) to finance prepayMent of external debt by coMMercial banks; and (2) to 
finance iMports for iMport diversification. The introduction of these various 
financing scheMes accounted for the W 3.4 trillion ($4 billion) increase in 
such deposits. Non-OMBs (Mainly KDB, KEXIM, Korea Long-TerM Credit Bank, and 
Merchant banks) swapped their externally borrowed funds with the BOK for 
doMestic currency for onlending to doMestic firMs when Korea experienced 
current account deficits. Banks have reversed their swaps with BOK 
(W 1.4 trillion, $1.7 billion) in 1987 in order to reduce their e:dernal 
liabilities. 

The W 2.7 trillion ($3.3 billion) increase in claiMs on the private sector 
represented BOK's lending to non-DMBs <KOS, KEXIM, and KLCB ) to suppl y special 
loans for iMports ( under iMport diversificati on ) , and for the prepayMent of 
external debt by private and public enterprises. 
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external debt by private and public enterprises. 
Mr. Byeon considered reserve Money to be not as an iMportant instruMent 

for MacroeconoMic ManageMent as in industrial countries; he said that BOK 
continues to rely Mainly on direct credit controls. 

Monetary Stabilization Bonds 

Of the W 10 trillion MSBs outstanding at end 1987, W 6 trillion are held 
by nonbank financial institutions <NBFis), W 2.9 trillion by DMBs, and the 
reMainder by other private nonfinancial entities. Mr. Byeon explained that BOK 
does not sell MSB directly to DMBs; and in fact, they are discouraged to hold 
theM; he said that OMBs, particularly foreign banks, buy theM in the "Market". 
SoMe of the MSBs held by DMBs are related to swaps. The total net issue of 
liquidity control bonds (MSBs, Exchange Equalization Bonds, and Treasury bills) 
aMounted to W 7.2 trillion in 1987; gross issue totaled W 11 .8 trillion, and 
redeMption aMounted to W 4.6 trillion. 

Monetary survey 

The large increase in doMestic credit to the private sector (W 9 trillion, 
19 percent) in 1987 was due, in large part, to the special financing Made 
available for iMport diversification and external debt prepayMent 
(W 2.7 trillion, $3.3 billion); excluding these special financing, doMestic 
credit would have increased by 13 percent. Although this financing was 
directed toward iMports, it was nevertheless expansionary, because to the 
extent that soMe of the iMports financed by special loans would have taken 
place anyway, the special loans expanded the funds available. The uses of 
doMestic credit in 1987 were as follows: 

(Change, in trillion wons) 

Private doMestic 
credit 

Of which: 

Special credits 
(iMports, debt prepayMent) 

1987 

2.7 

Export financing - 1 .0 
General loans 2.0 

(incl. sMall, MediuM firMs) 
Facilities loans 

(for e:w;porters) 
CoMMercial bills 
Agriculture 
Personal loans 
Housing loans 
Securities loans 
Budgetary loans 

<NIF, housing, 
fisheries, etc. 

Others 

0.5 

0.5 
0.6 
0.3 
0.4 
0.3 
0.3 

2.4 
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Monetary developMents in 1988 

The growth in broad Money continued at a rapid pace, although there has 
been soMe deceleration froM the 22.5 percent at end OeceMber 1987. Broad Money 
grew by 19.1 percent in March 1988 and 18.5 percent in April. Mr. Byeon said 
that with W 7.5 trillion of the liquidity control bonds falling due in 1988, 
gross issue of such bonds would need to exceed W 13 trillion. He said that the 
continued inflow of net foreign assets will Make it difficult to Maintain the 
growth of M2 at 18 percent. Mr. Byeon also said that the overall BOP 
understates the Monetary control probleM; in particular certain iMports and the 
prepayMent of external debt above the line is being financed by an expansion of 
doMestic credit. He said Monetary data for 1988 will be supplied to the 
Mission later in the week. 

The Bank of Korea is reviewing expanding the coverage of broad 
Money with a view to exclude long-terM financial liabilities of coMMercial 
banks and to include short-terM financial liabilities of NBFis. He said that 
the liquidity of CDs issued by NBFis are often coMparable to that of DMBs. 



INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation Follow-Up Visit 

Minutes of Meeting on Monetary OevelopMents 

Bank of Korea, May 4, 1988 3:00 p. M. 

Korean representative 

Mr. KiM, Director of Research 
Bank of Korea 

Meeting No. 4 

Fund representatives 

Mr. Neiss 
Ms. Tseng* 
Ms. Jul 

Mr. KiM discussed Measures being iMplemented to contain the growth of 
broad Money to around 18 percent. Credit to large congloMerates is being 
reduced. The Bank of Korea has requested enterprises with bank debts of More 
than W 20 billion to reduce the outstanding debt by 10 percent before the end 
of this year. In 1987, the large borrowers repaid W 720 billion; he expects 
such repayMents to aMount to W 800 billion this year (equivalent to 2 percent 
of broad Money outstanding at end 1987). 

Mr. KiM said that the financial coMMunity was saturated with MSBs and it 
is becoMing More difficult to "sell" theM (in practice Moral suasion has been 
used to induce nonbank financial institutions to purchase specific aMounts of 
MSBs). MSBs outstanding rose to W 14.9 trillion during the first quarter of 
1988; the increase of W 4.4 trillion representing about 70 percent of the total 
increase during the entire last year. 

Mr. KiM noted that the special financing for debt prepayMent by the 
private sector is not very popular this year, given the continued appreciation 
of the won and high doMestic interest rates. Users of the special financing 
Must provide 20 percent of the prepayMent froM their own resources (80 percent 
is financed by BOK). The repayMent is in U.S. dollars, and the interest rate 
is fixed at 8 percent (it was tied to LIBOR last year). 
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Korea--1988 Article IV Consultation Follow-Up Visit 

Minutes of Meeting on Tariff ReforM 

Ministry of Finance, May 6, 1988 10:30 a.M. 

Meeting No. 5 

Korean representati ves 

Mr. Shin Myoung-Ho, Director General, 
CustoMs and Tariff Bureau 

Mr. Par k Sang-Tae, Director, Industry 
and Tariff Division 

Mr. Kang Seuk-Jun, Deputy Director, 
Industry and Tariff Division 

Mr. KiM Chong-Ho, Deputy Director, 
CustoMs Cooperation Division 

Fund r epresentatives 

Mr. Neiss 
Ms. Jul* 
Ms. Tseng 

On April 20, 1988 the governMent announced a proposal for tariff 
reforM, which would cut the average unweighted basic tariff rate froM 
18.1 percent in 1988 to 7.1 percent by 1993, the present tariff level 
of the industrialized developed countries. The proposal (attached) 
gives a tariff reduction schedule which would be frontloaded, with the 
Major tariff cuts to be iMpleMented by January 1, 1989. After this 
proposal is discussed with other authorities concerned, it will be 
subject to public fora in the forM of seMinars to which all interested 
parties will be invited. They intend to have an agreed draft by the end 
of June. The draft will then be discussed by the T~riff ReforM 
CoMMission and then by the Cabinet and the President. They plan to 
send a proposal to the National AsseMbly by SepteMber. 

The proposal does not include changes i n the drawback systeM but 
they are also reviewing it. Their objective is to reduce tariff 
exeMptions step by step. Also, they intend to incorporate tariff 
concessions during the five year period, as fast as possible, in the 
coMprehensive basic tariff reduction schedule. The whole systeM of 
tar i ff protection will be reviewed in the context of the tariff reforM 
process. 

In 1988, the authorities have iMpleMented tariff cuts through 
tariff quotas and tariff concessions on two ocassions: January 1 and 
February 24. At present, they are preparing a new list of iteMs that 
would : e subject to tariff quotas starting June or July. They have 
asked :he Ministries concerned to · subMit a list of iteMs, in particular 
consuMption goods, by the end of May. The new list of tariff quotas 
will be different f roM the pre v ious ones because it will include f inal 
consuMo t 1on goods as well as r az Materials a nd 1nterMediate goods. It 
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will ex tend for another si~ Months (after June 30, 1988) existing t ariff 
auotas an soMe iteMs. The new list May not be iMpleMented until July 
because it has to be discussed with concerned Ministries as well as in 
the Cabinet and with the President. 

They do not envisage additional tariff concessions. Tariff quotas 
could be 1MpleMented for soMe iteMs for which concessions have been 
requ~sted but have not been granted yet. They do not feel there i5 any 
need to 1MpleMent additional Measures 1n this area. Also, there are no 
Measures planned wi t h respect to eMergency or adjustMent tariffs. 
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Tariff Reform Plan for 1989-'93 

April 30, 1988 

Ministry of Finance 

KOREA 



. ,. TARIFF REFORM PLAN 

I. Outline 

On April 20, I 988, the Ministry of Finance of Korea announced its draft of 

a comprehensive tariff reform plan designed to cut the average tariff rate of I 8.1 
·,,-c..r_ i""I 

percent to 7 percent. the present level of~~poolcountries, by I 993. 

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 year, and hoped to be in effect as of 

January 1. 1989. I 

f II. Background 

The Korean government adopted the five-year Tariff Pre-Indication System, 

an annual tariff reduction program, in 1984. One o( 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 . and revise the overall tariff scheme and to design another five­

year program for 1989-93. 

\Vhile recogmzmg the necessity to control Korea's recent trade surplus by 

promoting import.JJ~d domestic demand, the Ministry will also emphasize a plan 

'-- that contributes to the progress of international free trade. 

-1-
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III. Objectives 

The main objectives of the reform draft are as follows: 

- contribute to the promotion of international trade by eliminating tariff 

barriers 

minimize differences in the range of tariff rates .. ~·> 1/';:o~t 
- . . 

! •~ ' ~I "- I .. ~,,./ ~ c: .:;;._• ~,.. I. ~• ,~ :,, 

ensure efficient reallocation of resources ·_.,., -.-:- ,,:,1 -: , ·_,_ ,., 
. ,' 

. - • · , .. . . ' 

. . 
-..:.. '. .,..,, ., ~ '. _·, ',"""' 

promote balanced dcvelopmen t of both exportation and domestic demand 

·1 Yi) t( (.,i C f-"7 o,",.·1 
I 

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. 
~~ 

r ) -e "1 e \ ~ ? e f\ _ • 

The average rate will be lowered from the present 18.1 % to 12.6% in early 

1989, and will gradually reach 7.1 % by 1993. Accordingly~ the present 16.9% 

on manufactured goods will be reduced to I 1.57c and 6. I ¼ in I 989 and 199 3 , respec­

tively. As a result, actual rates in effect will be at 3 .0% in the target year. 

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. 
/ ~·-- ,j 
. .,~~l 

Key indicators are given in the following tables. 
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Tariff Rate Trends • 

(unit: · %) 

l . 

Current Yearly trends 

('88) '89 '90 '91 '92 '93 

Central rates 20 15 13 11 9 8 

Average rates 

Total 18.1 12.6 11.2 9.5 8.1 7.1 

Manufactured 16.9 11.5 9.9 8.4 6.9 6.1 

products 

Agro-fishery 25.2 18.8 18.1 15.4 14.7 12.4 

products 

* Rates in effect 8.0 4.8 4.3 3.8 3.3 3.0 

(as of 
~37) 

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

imbursement , etc. 

Raw Materials 

(unit : %) 

Current Percentage s /<. et'\""'Q I e 
rate decrease '89 '90 '91 '92 '93 Majof-i tern~ 

Non-

Competitive 5 60-80 1-2 1-2 1-2 1-2 1-2 Raw ores 

Competitive 10 70 5 5 4 4 3 Raw rubber, 

raw hide 

I , 
\._ 
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Manufactured Products 

( 
(unit: %) 

Current Percentage I 
I 

. • . • ""- -, ,p 

'89 '90 '91 '92 '93 'Majo~~-
rate decrease 

i 

; , ·.,I . ·, .. ·- ' - • ·r· -" r' ~ ~----, 1 

· ·General-· 20 60 15 13 11 
I 

9 8 • ·--€en trahate-I 
I 

Processed 20 75 15 11 9 : 7 5 Cotton yarn 
products 

! 

! 
Consumer 30 73 20 16 

: 

13 10 8 Garments, 
products 

! 
! electronics 

• r i Luxuries~ 50 84 20 16 
I 

13 10 8 Jewelry 
,. ' ... ;:; '°""·, :: 

Agro-fishery Products 

(unit: %) 

C 
Percentage I I ·-: •,/ " ' ''!...) ,· 

Current 
; ... ... ') ~ 

'89 '90 '91 '92 '93 1 'Maj~r:ite~ 
rate decrease , ! 

Raw farm 10 70 Si 5 4 4 3 Corn, beef 
I I 

tallow products I 

i i 
! 

General 20 60 15 13 11 9 I 8 Fish, minor 
I 

products ! cereals 
' 

I 

Cash crops 30 33 30 . 30 25 25 I 20 Meat 
/ procht f f <-, 

I 
! 

" 40 38 35 35 30 
I 

30 25 livestock ! 

I 

products 

II 50 40 40 40 35 35 30 Fruit 

High tariff 100 70 50 50 40 I 40 30 Liquor 
items 

i 

( 
'-
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As shown in the tables above ~= the degree of tariff cu ts will be highest in .19 89 
' • -lo.riff cw~ t,>11 1 i1f r -,j i ")l~ 

and will proc~ed ~1t a slower pace~ thereafter.· le ~ 
' : \ -: ( · : (t ; .,, t !,f Of 'f1"' "(11"'-0 / f~ y o{- 11.>J\p ..Pc- , ·lL.1 \'I ' • • · , \ ;)'.,( ' - - ~ ' eovl : t~ c.d_~C,1. , (' · t • r

1 J- ,J ➔ t~ elr lt I ,. \J \.1 ,., ! 1 1 . 1 1 • -1 I 

For items for which a uniform lowerment of tariffs proves difficult. 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 ikms in thL' same categori~s would be unified by drastically reducing the rates 

on those items which carry high tariffs. 

V. Prospects of the Effect 

It is expected that this Tariff Reform Plan will: 

promote ~quilibrium in the trade balance by lowt·ring tariff r~tt1:s and 

increasing importation ~ 

strcngth~n Korean industries' international competitiveness throubll tire. 

lower prices of raw materials. 
I 

" {t>We-~ 
stabilize domestic prices as a result of unportation w-it 11 k·s.~st-:-antt' 

mcrease consumers' welfare by broadening their choic~ 111 buying fofeign 

commodities. 

, 
e cu",, o~,~ ~J~ 

l 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation Follow-Up Visit 

Minutes of Meeting on International Finance DevelopMents 

Ministry of Finance, May 6, 1988 3:00 p.M. 

Meeting No. 6 

Korean representatives 

Mr. LEE Jung-Jae, Director, 
Mr. KIM Suk-Dong, Deputy Director, 
Mr. KIM Yong-Ouk, Deputy Director, 
Mr. PARK Dai-Tong, Deputy Director, 

all Foreign Exchange Policy Division, 
Ministry of Finance 

Current account 

Fund representatives 

Mr. Neiss 
Ms. Tseng* 
Ms. Jul 

The current account surplus rose to $3 billion in the first quarter of 
1988 coMpared with $2.1 billion in the saMe period a year ago, owing to 
continued strong export growth and inflows of private transfers. Exports 
increased by 38 percent (23 percent voluMe and 12 percent unit value). Mr. KiM 
said that the strong export growth during the first quarter was partly due to 
the speeding up of exports in anticipation of won appreciation. The strong 
growth of exports and doMestic deMand boosted iMports which rose by 36 percent 
(23 percent voluMe and 11 percent unit value). The net services surplus 
declined to $156 Million coMpared with $319 Million in the first quarter of 
1987. Services receipts rose by 7 percent; although travel receipts rose by 
47 percent, receipts froM overseas construction declined by 7 percent. 
Service payMents rose by 16 percent reflecting Mainly the 81 percent increase 
in travel payMents and the 29 percent increase in other service payMents. This 
was attributed to the liberalization Measures affecting invisibles payMents 
iMpleMented since late last year. Private transfers nearly doubled coMpared 
.with the first quarter of 1987 due to expectations about won appreciation. Mr. 
KiM said that Measures were iMpleMented to discourage speculative inflows in 
late March and that transfers was on a downward trend in April. 

In the light of the first quarter developMents, the GovernMent's current 
account projections for the year was raised to a surplus of $8 billion froM the 
$7 billion projected in March. Exports has been revised upward by$ 1 billion, 
net transfers upward by 200 Million, and invisibles surplus downward by 200 
Million. Despite the strong e xport growth in the first quarter, . labor strife 
and the won appreciation would adversely affect e xport perforMance in the 
reMainder of the year. lL. 

------------------------------------------------------------------------------
l.L During the prolonged stri ke at Daewoo, Daewoo' s c ar e :·,:ports c eased in 

Apr i 1. 
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Direction QJ. trade 

The trade surplus with the United States reMained largely unchanged in the 
first quarter of 1988 ($1 .9 billion) coMpared with the saMe period a year ago. 
Nevertheless, the underlying export and iMport trends indicate a narrowing of 
the surplus in the reMinder of the year. During the first quarter, export 
growth decelerated to 23 percent, while iMport growth accelerated to 50 
percent. Moreover, letters of credit received in the first quarter froM the 
United States rose by only 7 percent coMpared with 33 percent in the saMe 
period a year ago, while iMport licenses issued ( for iMports froM the U. S.) 
rose by 47 percent coMpared with 21 percent a year ago. The trade deficit with 
Japan declined owing to strong iMport deMand and the coMpetitiveness of Korea's 
exports in Japan as well as Korea's efforts at iMport diversification. The 
deficit with Japan declined to $1 billion coMpared to $1 .3 billion in the saMe 
period a year ago; exports rose by 61 percent and iMports by 25 percent. 

Capital account external debt and reserves 

The non-debt-related capital account recorded a surplus of $0.6 billion, 
Mainly reflecting net inflows of MediuM- and long-terM capital. 1L Errors and 
oMissions also showed net inflows of $0.5 billion. External debt was reduced 
by $880 Million to $34.7 billion. The scheduled and actual aMortization of 
MediuM-and long-terM debt during the first quarter were as follows: 

<In Millions of U. S. dollars) 

Total aMortization 

Scheduled aMortization 

PrepayMent 
Public sector 
Financial institutions 

DMBs 
Non-OMBs 

1770 

1180 

590 
150 
440 
130 
310 

During 1987, of the $5.9 billion in prepayMent by financial institutions, 
$2.6 billion was by OMBs, and $3.4 by non-OMBs. 

Debt service payMents totaled $2.5 billion including prepayMent 
($1 .8 billion aMortization and estiMated $700 Million interest), and $1 .9 
billion excluding prepayMent. The debt service ratio declined to 16 percent 
including prepayMent, and 12.2 percent excluding prepayMent. 

lL Mr. KiM later e:i<plained that the $619 Million net inflow under "other 
debt" shoud not be classified as debt. He said these flows were related to 
"irregular" activities of the private sector in the forward e xchange Market to 
circuMvent credit controls. He said the nature of these flows had both current 
and capital account characteristics; he was uncertain how they should be 
c l as s i f i e d and for now w o u l d i n c l u de t he M i n t he cap i t a l a c c o u n t as " o t h e.r non­
debt - related flows." 
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International reserves of the banking systeM rose to $13.7 billion during 
the first quarter, and the iMport cover rose slightly to 2.7 Months. Excluding 
the foreign reserves held by branches of foreign banks in Korea, total reserves 
was $12.6 billion. Reserves of the Bank of Korea rose to $7 billion at end­
March 1988 froM $3.6 billion at end 1987. 

Short-terM debt 

Short-terM debt reMained largely unchanged, as the increase in trade­
related debt was offset by a decline in banking sector debt. This was in 
contrast to 1987 when trade-related short-terM debt rose while non-trade 
related debt declined. Mr. KiM said that last year's developMents was the 
result of Measures iMpleMented during 1986-87 to discourage short-terM trade­
related borrowing, for exaMple by reducing the iteMs eligible for trade 
credits. He also said that in the first quarter of 1988, the increase in 
short-terM trade credits reflected the expansion of iMports, while the decline 
in banking sector short-terM debt was due to shift froM reliance on refinances 
to financing by the BOK by banks. 

Mr. KiM said that in practice it was difficult to distinguish between 
trade and non-trade related short terM debt. He said that the present 
classification was agreed with previous Fund Missions, but that it was 
difficult to Maintain accurate statistics on short-terM debt. 

Monetary survey 

Mr. KiM explained that Bank of Korea's foreign currency deposits with DMBs 
and BOK's claiMs of the private sector (which are the non-OMBs. KDB. KEXIM. and 
KLCB) are resources Made available to financial institutions to repay 
external debt. finance iMports under the special financing prograM (for iMports 
froM sources other than Japan), or substitute for foreign financing. In the 
case of DMBs. the OMBs could use the funds to repay their own e xternal debt. 
for onlending to the private sector for repayMent of private sector external 
debt, or to finance exports (previously DMBs had refinanced export bills with 
foreign borrowing). When DMBs use the funds to repay their own external debt 
or for onlending to the private sector for repayMent of private external debt, 
the Monetary effect is neutral. In the forMer, the decline the NFA is offset 
by an increase in NOA; in the latter, the decline in foreign assets is offset 
by a decline in foreign liabilities. 

The terMs of loans for prepayMent of external debt are harMonized with 
those on the debt being repaid. The terMs for iMport financing are 90 days for 
raw Materials and up to 10 years for capital goods. Mr. KiM said the specifics 
(e.g. interest rates) will be provided to the Mission later by the 
International Finance Division. Of the $3 billion special iMport financing 
provided last year, $1 billion was disbursed in 1987, $1.7 billion will be 
disbursed this year. ($2 billion for capital goods and $0.7 billion for raw 
Materials) An additional $3 billion in special iMport financing is available in 
($2 billion for capital goods and $1 billion for raw Materials ) . 



INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation Follow-Up Visit 

Minutes of the Meeting with the Minister of Finance 
May 6, 1988 at 4:30 p.M. 

Meeting No. 7 

Korean representative 

The Honorable Sakong Il ,Minister of Finance 

Fund representatives 

Mr. Neiss 
Ms. Jul* 
Ms. Tseng 

Mr. Neiss stated that the Mission had concluded that there had been 
no Major changes since the consultation, that the assesMenf reMained 
unchanged,and that the forecast was broadly in line with that included 
in the staff report and that no revisions were intended. The policy 
course continued to be the saM~, although the policy environMent had 
changed and there was a need to wait and see how the process of policy 
iMpleMentation would evolve. The Mission still envisioned another year 
of strong growth, of strong doMestic deMand, a large current account 
surplus, and inflationary pressures. Probably the outcoMe of the wage 
negotiations would show larger wage increases than forecast previously 
and this would have iMplications for coMpetitiveness. 

The Minister agreed with the Mission's conclusions. He thought that 
the political developMents would not affect the basic direction of the 
econoMic policy but that the governMent would have to engage in More 
strenous efforts to persuade politicians on policy issues and to avoid 
the policy course to drift by giving in to populist _deMands. The 
Minister thought that they could defend and would defend their policy 
stance but that there would be soMe difficulties. 

The Minister stated that he had no probleMs with the staff report. 
Mr. Neiss pointed out that the appraisal included soMe points which had 
not beed discussed by the consultation Mission which were not Meant for 
Korea but for other countries. It was stated that Korea plays a More 
iMportant role in the world econoMy today and should contribute to the 
,~orld adjustMent process, but that Korea was relatively sMall and other 
countries should not expect a big contribution. The appraisal pointed 
out that if other countries do not adjust, Korea's adjustMent effort 
would not be effective to reduce world iMbalances bacause its surplus 
would shift to other countries. Also, for welfare reasons,international 
and doMestic, it was better to open Markets than to ~ppreciate. 

: he Minister stated that he had been advocating the last point 
all along. He expected that the surpluG would decline in the second 
half of the year, 1n a gradual Manner and not in a disruptive forM. 
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Mr. Neiss stated that the inMediate potential probleM was 
inflation. The increase in liquidity resulting froM the e x ternal 
surplus was More difficult to absorb, large wage increases, a fast 
growing econoMy with bottlenec ks arising, were all factors which could 
push the annual rate of inflation to 6-8 percent for 1988. 

The Minister believed that the current account surplus would go 
over$ 7 billion i n 1988 because of invisibles and transfers, which 
would present larger surpluses than originally foreseen. They would do 
t heir best to reduce these surpluses but they would have to watch the 
trade account closely too. 

The Minister e xpressed that they would like to publish the Staff 
Report. Mr. Neiss suggested that they could publish the appraisal and 
other excerpts. The Minister agreed With this point. 

Mr. Neiss stated that the Mission intended to include in the 
suppleMent the tariff reforM proposal pointing out that it was still 
a proposal which could suffer Modifications. The Minister agreed and 
Mentioned that besides the tariff reforM they would be working on a tax 
reforM and on a financial reforM during 1988. 
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r _en tati ve Itinerary for I MF Fol low - up Mis s ion 

' 8 8 . 5 . 2 __ (Mon) 

11 : 00 

11 : 30 

12 : 00 

15 : 00 

5 . 3 (Tue) 

10 : 30 

11 : 00 

1.2 : 0 0 

15 : 00 

Courtesy call on Mr . Hwan - Kyun Lee , 
Director - General , I nt ' l Finance Bureau , 
MOF 

Courtesy call on Mr . Bong - Gyun Kan0 , 
Director - General , Economic Planning B~~eau , 
EPI3 

Lunch co n ho s t e c1 by Mr . 13 0 n SJ - G y u n l< a n g , 
EPB 

Discussion on Recent Economic Development , 
EPB 

0\. 

Courtesy call on Mr . 
Dir~cto~ - G~neral , 

Discussion on Hecent Trade DeveJ.oprncnt , M'l'J 

Al~~ 
Luncheon hos t,~d by Mr . I~Iwan - I<yun Leer MOF' 

Di s cu .s s ion on Recent Tr a c1 e Dev e l op m c~ n t 
(continued) 

AMJ 
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INTERNATIONAL MONETARY FUND 

korea--1988 Article IV Consultation 

List of Minutes of Meetings/MeMos/Tables 

Minute Subject Date TiMe Author 
No. a .M. /p .l"l. 

Courtesy call on the Minister of 
Finance Mar. 14 3:00 Saban 

2 Meeting at Korea Institute of 
Econol'lics and Technology Mar. 15 10:30 Baban 

3 Courtesy Call on Mr. Seung Park 1 

Senior Secretary to the Presi-
dent for EconoMic A ff airs Mar. 15 3:00 Tseng 

4 Meeting with KDI Mar. 15 4:00 Le Fort 

Sa* Technical Meeting on Trade 
Matters Mar. 1 B 11:00 Jul 

Sb Meeting with Vice Minister of 
Trade and Industry Mar. 1 B 10:30 Jul 

B Technical Meeting on Tariff Mar. 16 5:00 Tseng 

c; Technical Meeting on National 
IncoMe Accounts and Prices Mar. 16 Baban 

8 Courtesy call on the Deputy 
Pril"le Minisrer Mar. 17 9:30 Le Fort 

9 Technical Meeting on Labor 
Matters Mar. 17 Baban 

10 Technical Meeting on Interna-
tional Finance Mar. 17 2:30 Tseng 

11 Technical Meetings at EPB on 
the 1988 Budget Mar. 17 4:00 Katz 

12 Technical Meeting on Money and · 
Credit Mar. 18 9:30 Le Fort 



i4 
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Meeting with Korea Foreign 
Traders Association 

Technicai Meeting on EconoMic 
ManageMent Pl an and BOP 

Technical Meetings on Fiscal 
OevelopMents in 1987 and 
and Policies 

- 2 -

Mar. 18 

Mar. 18 

(Mar. 18 
( II 22 

16 Technical Meeting on Energy 

17 

20 

21 

22 

25 

Matters , 
Meeting on Agricultural Matters 

Meeting on Securities 

Meeting on Foreign InvestMent 

Meeting on Industrial Policy 

Policy Meeting on BOP 

Policy Meeting on Interna-
tional Finance 

Policy Meeting on Trade 

Policy Meeting on Tariffs 

Final Meeting 

Mar. 21 

Mar. 21 

Mar. 22 

Mar. 22 

Mar. 22 

Mar. 22 

Mar. 23 

Mar. 23 

Mar. 23 

Mar. 25 

* Indicates drafts not finalized. 

1 . 

2. 

3. 

4. 

MEMORANDA 

Real (Unit labor Cost) Effective Exchange Rates 

EstiMation of Korean Money DeMand 

48-Hour Report to ManageMent 

MeMo froM Mr. Narvekar to MO & OMO 

KOREA--TABLES 

11 :30 

2:00 

5:00 
9:30 

3:30 

5:00 

2:00 

11 : 00 

2: 00 

3:00 

10:00 

3:30 

5:00 

3:35 

Mar. 18 

Mar. 22 

Mar. 30 

Mar. 30 

Jul 

Tseng 

Katz 
~:at z 

Saban 

Baban 

Le Fort 

Jul 

Saban 

Tseng 

Tseng 

Jul 

Jul 

Saban 

Tseng 

Le Fort 

Neiss 

Neiss 

tb8kr1 - Real Effective Exchange Rate Relative Unit Labor Costs, 1980-87 

tb8kr2 Real Effective Exchange Rate NorMalized Relative Unit Labor Costs, 
1980-87 
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tb8kr3 Reai Effective Exchange Rate, Relative Unit Costs, <Korea 
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MM8kr4 - Concluding StateMent to the IMF 1988 Article IV 
Consultation Discussions 



MinMinfin ( 3 / 16/88) RB 

INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Meeting with the Minister of Finance 
March 14, 1988, at 3:00 p.M. 

Meeting No. 

Korean Representatives: Fund Representatives: 

The Honorable Sakong Il, Minister of Finance 
Mr. Hwan-Kyun Lee, Director-General 

Mr. Neiss 
Mr. Saban* 
Ms. Tseng 
Mrs. Jul 
Mr. Katz 
Mr. Le Fort 

After an exchange of pleasantries, the Minister of Finance stated that the 
IMF has been highly valued in Korea as a source of independent and objective 
opinion. Such opinion has been useful for persuading the public, which 
continue to harbor a deficit Mentality. Up until recently, the eMphasis has 
been More exports, less iMports. Now, it's the other way around and it has not 
been easy to persuade the public as well as officials outside the econoMic 
Ministries about the need for change. 

During the second half of 1987, political factors and the labor unrest 
Made progress in liberalization difficult. Despite the large wage increases, 
1987 caMe out better than e xpected. Of course, these wage increases caMe late 
in the year and their Main iMpact will be in 1988. Already, there is great 
concern about inflationary pressures. 

Managing Monetary aggregates has been especially difficult. To sterilize 
foreign exchange inflows, Monetary stabilization bonds has been sold in large 
quantities, as Much as W 2 trillion in one Month. The Ministry of Finance is 
now working on further liberalization of invisibles and transfers. One probleM 
that needs to be resolved is that if outward flows are liberalized, More inward 
flows result. This has been observed in Taiwan. 



Minkiet ( 3 / 26 / 88 ) RB 

INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Minutes of Meeting at Korea Institute of EconoMics 
and Technology 

March 15, 1988, at 10:30 a.M. 

Meeting No. 2 

Korean Representatives: 

Mr. Kang-Won Lee, Director, international 
EconoMy Division 

Mr. Chul-Kyu Kang, Senior Research Fellow 
Mr. Kyoung-Hwie Minh, Senior Research Fellow 
Mr. Jong-Hwa Cho, Senior Research Fellow 

Fund Representatives: 

Mr. Neiss 
Mr. Baban* 
Ms. Tseng 
Mrs. Jul 
Mr. Katz 
Mr. Le Fort 

KIET's staff representatives Made the reMarks suMMarized below. 

Part of KIET's research agenda is the effect of external shocks on various 
sectors and the econoMy as a whole. Every January, the staff forecasts trade 
flows and adjusts these forecasts quarterly. The KIET Model is priMarily 
geared for sectoral projections. KDI's Model is More elaborate and tends to 
forecast MacroeconoMic variables better. 

When the external current account shifted into surplus in 1986, there was 
a question of whether it was a transitory phenoMenon. There was also a 
consensus that the level was appropriate and the saMe figure was e xpected for 
1987. The outcoMe for 1987 turned out to be Much better, but about half of the 
surplus May be transitory. The wait and see attitude was reinforced by the 
advent of labor unrest. 

On the basis of a Model, Or. Cho has Made forecasts of trade flows under 
varying assuMptions of noMinal exchange rate appreciation against the U.S. 
dollars. The Model, which is patterned after Prof. SiMs' VAR Model, has 12 
variables, 5 forecasting variables and 7 exogenous variables. The following 
were assuMed: iMport prices would rise by 5 percent in 1988 and 1989, wages 
would rise by 15 percent in 1988 and 1989, M2 would rise by 18 percent in 1988 
and 1989, and the interest rate would reMain at the current level. Export unit 
values are endogenous. The following results were obtained ( with trade flows 
in noMinal billions of U.S. dollars): 
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1988 1989 

Case A. Appreciation 

Exports 53.2 58.9 
IMports 45.7 52.6 

Trade balance 7.5 6.3 

Case 8. Appreciation 10 10 

Exports 52.8 56.9 
IMports 45.8 52.7 

Trade balance 7.0 4.2 

Case C. Appreciation 15 10 

Exports 52.7 55.8 
IMports 45.8 52.8 

Trade balance 6.9 3.0 

Case D. Appreciation 20 10 

Exports 52.5 54.6 
IMports 45.8 52.8 

Trade balance 6.7 1. 8 

The Model indicates that the appreciation would begin to have substantive 
effects froM the fifth quarter, hence the sMall difference between the 1988 
scenarios. In the 1989 scenarios, the decline in the trade balance owes Mainly 
to MoveMents in exports, as the iMport value reMains practically the saMe for 
all scenarios. As a rule of thuMb, a 10 percent appreciation would result in a 
US$ l billion decline in e xports, a 0.6 billion increase in iMports, a 2 
percentage point decline in GNP, a 2 percentage point decline in the GNP 
deflater, and a 3 percent decline in WPI before its' effect peters out. The 
weaknesses of this Model are: it uses noMinal trade flows, does not 
disaggregate exports (between traditional and new) and iMports ( between oil, 
non-oil for export use, and non-oil for doMestic consuMption), and assuMes a 
syMMetric response to both devaluation and appreciation. 

The relative insensitivity of iMports to the appreciation of the exchange 
rate points to the need for Mar ket opening policies. There is also a need t o 
Make the iMport systeM transparent and More streaMlined. The iMport surveil­
lance systeM should be scrapped. The liberalization of sector-specific laws at 
the behest of U.S. pressure will also have an iMpact but its' aggregate effect 
is difficult to Measure. ( It was noted that 16 foreign cars were iMported in 
1987 and that about 200 would be iMported in 1988). Licensing procedures, e ven 
for those iMports on the autoMatic approval list, still tend to be long. Each 
requireMent has had a rationale in the past but siMplification could be 
effected. At the adMinistrative level, there is a need for greater awareness 
of liberalization policy so that where there is rooM for discretion it would be 
exercised in the favorable direction. Tariffs should also be reduced, though 
this takes tiMe because it has to be approved by the National AsseMbly. The 
siMplest approach would be a uniforM reduction. 
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The insensitivity of iMports to won appreciation May also reflect the 
rigidity of Korea's trading relationship with Japan. Trading relationships 
established since colonial tiMes, cultural and geographic prox iMity, adaptation 
of products to Korean tastes could overwhelM Moderate price changes. In the 
last two years, Japanese e xport prices have increased treMendously and prices 
effects would be More evident. The trade deficit with Japan is declining and 
Korea is increasingly becoMing a source of inputs for Japanese industry. 

Turning to industrial policy, aMong the iMportant issues would be auto­
Mation in the wake of large wage increases, the international strategy for 
footwear and textiles which face severe coMpetition and protectionisM, foreign 
investMent in electronics, iMport of technology particularly for the Machiner y 
sector, and industrial organization (fair trade, Monopoly, oligopoly, etc.). 
Several years ago, industrial policy shifted froM supporting specific indus­
tries towards the support of technological developMent and labor adjustMent 
policies. With the won appreciating and wages rising, factor substitution is 
li kely to ensue. CoMpanies are on their own as to how they would enhance labor 
productivity. Adequate labor absorption is not likely to be a probleM if the 
econoMy is growing. KIET has a study on productivity trends by sector but it 
has not been translated into English. 

CoMpanies will be able to adjust to expected shocks. Wages are now 
expected to rise at a fast rate because of past repression. SiMilarly, w~n 
appreciation within an expected range could also be adjusted to. Fellows 
Mentioned 10 percent and 12-15 percent. They felt, however, that a high rate 
of won appreciation in both 1988 and 1989 would be difficult to iMpleMent for 
political reasons. 



Min8kr3 _(3 / 26 / 88 ) WT 

INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Courtesy Call on Mr. Seung Park, Senior Secretary to 
the President for EconoMic Affairs at the Blue House 

Tuesday, March 15, 1988 at 3:00 p.M. 

Minute No. 3 

Korean Representatives: 

Mr. Seung Park, Senior Secretary to the 
President for EconoMic Affairs 

Mr. ShiM, Secretary to the President for 
EconoMic Affairs 

Fund Representati ves: 

Mr. Neiss 

Ms. Tseng* 

Present: 

Mr. LiM, Alternate Execu­
Executive Director for 
Korea in the IMF 

Mr. Park said that the authorities are iMpleMenting policies to 
restructure the Korean econoMy in response to the current account surplus. 
He noted that Korea has benefited froM the expansion of world trade and is 
becoMing a developed econoMy; therefore, Korea has increased responsibilit y for 
ensuring the continued growth of the world econoMy; the interests of Korea and 
iMportant trading partner countries do not diverge. 

Mr. Park said that the authorities are deterMined to liMit the current 
surplus to a reasonable level over the MediuM-terM, recognizing that large 
surpluses are detriMental to econoMic growth and price stabilit y . Monetary 
control is already difficult with the large external surpluses and the inflows 
of speculative capital. He thought two or three years will be needed to effect 
e x ternal adjustMent. He said that the authorities are well aware of what needs 
to be done, but needs tiMe to reorient public opinion froM a "deficit 
Mentality" to a "surplus Mentality" and to develop the political consensus to 
iMpleMent the Measures, particularly in view of the new deMocratization 
process. An iMportant objective of econoMic policies is to tran5fer the fruits 
of growth to the taxpayers. This iMplies increasing consuMption, by widening 
the Market for iMports, lowering tariffs, and appreciating the e xchange rate. 

Mr. Neiss said that this consultation is the regular Article IV 
con5ultation where all aspects of econoMic developMents and policies will be 
discussed . External sector developMents are of course proMinent under current 
circuMstance. The Mission views e x ternal adjustMent froM a MediuM-terM 
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prospective, recognizing that policy adjustMents this year will have liMited 
iMpact on the current account this year because of tiMe lags. The t i Me lag5 in 
adjustMent point to the iMportance of early action and of using all policy 
instruMents together to achieve a sMooth adjustMent over the MediuM terM. 
Mr. Neiss said that the successful transition of the Korean econoMy will 
contribute to More harMonious international trading relationships. 



Min8kr4 (3/28/88) GLF 

INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Meeting with the Korean DevelopMent Institute (KDI) 
Tuesday, March 15, 1988, at 4:00 p.M . 

Meeting No. 4 

Korean Representatives: 

Mr. Koo Bon-Ho, President 
Mr. Jwa Sung-Hee ) 
Mr. KiM Choong-Soo ) 
Mr. Kwack Tae-Won ) KDI 
Mr. Park Won-AM ) 
Mr. Kang Moon-Seo 
Mr. Young Soo-Gil 
Mr. OuM Bong-Sung 

Current account forecast 

Fund Representatives: 

Mr. Neiss 
Ms. A.M. Jul 
Mr. Baban 
Ms. Tseng 
Mr. Katz 
Mr. Le Fort* 

Observer: 

Mr. LiM Chang-Yuel, Alter­
nate Executive Director 
for Korea in the IMF 

The 1987 current account surplus was largely underestiMated by KDI and by 
the Fund's Mission--while the actual surplus reached US$9.78 billion, KDI's 
estiMate was only US$6 . 0 billion and the Fund's US$6.9 billion. Three reasons 
were given to explain the underestiMation of the surplus, including the higher­
than-expected growth of world trade, the lower-than-expected dollar interest 
rate and the stronger-than-expected depreciation of the dollar. 

KDI forecasted a less favorable international econoMic environMent during 
1988 than that of 1987. For 1988, KDI projected a current account surplus of 
US$8 billion, a GNP growth rate of 8.5 percent, and an annual inflation rate, 
as Measured by the average CPI, of 7.5 percent. Export value is projected to 
increase by 19.5 percent (12.5 percent voluMe and 6.5 percent unit value) to 
$55.2 billion; iMport value is projected to increase by 28.2 percent ( 19.2 
percent voluMe and 7.6 percent unit value) to $49.4 billion . The trade surplus 
is projected to decline to $5.8 billion. KOI iMport forecast included $1 . 5 
billion of additional iMports as a result of liberalization Measures. 

KDI considered the present level of the current account surplus to be 
excessive and thought that the surplus should be reduced by increasing the 
level of iMports and by reducing exports. Trade liberalization and incentives 
to increase private investMent were preferred over a currency appreciation as 
instruMents to adjust the surplus. Over the MediuM terM, the current account 
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surplus was expected to decline to US$2.5 billion by 1992, while GNP growth and 
inflation would stabilize at 7.5 and 4 percent, respectively. Foreign debt 
would be reduced to less than 10 percent of GNP by 1992. 

Trade liberalization 

In the past, the lifting of quantitative restrictions had been More 
iMportant than tariff reductions in the trade liberalization. Given the 
progress achieved, however, trade liberalization should now concentrate on the 
reduction of tariffs. In January, tariffs were reduced to an average level of 
18 percent. Tariffs on 300 products were reduced, soMe of which were in 
response to U.S. pressures. Tariff quotas (reduced tariff rates for a certain 
level of iMports) were applied to soMe interMediate products to reduce price 
pressures due to doMestic supply shortages. The scheduled lifting of 
quantitative restrictions and the reduction of tariffs affecting agricultural 
products has been Moved forward. The iMport surveillance systeM will be 
reduced and eliMinated by end-1988. After the present liberalization prograM 
in 1988, the future plan is to reduce the level of tariffs to that of OECD 
countries and to eliMinate quantitative restrictions on Manufactured products. 
However, the liberalization of agricultural products could be delayed as a 
result of political difficulties. 

In addition, the reforM of special laws inconsistent with the GATT was 
under study. The GovernMent was undertaking a study of the costs created by 
iMport restrictions . 

After the labor disputes of SepteMber 1987, the level of wages has 
increased rapidly . PreliMinary estiMates indicat e d that the annual average 
wage index for 1987 exceeded that of the previous year by about 12 percent. 
FurtherMore, the wage increase of the last quarter of 1987 would have a carry­
over effect to the average wage index of 1988 estiMated at 6 percent. Taking 
into account wage settleMents thus far in 1988 (increase of 12 percent ) , the 
average wage index for 1988 is projected to increase by 18 percent. The wage 
increase and a larger-than-usual increase in the labor force due to deMographic 
reasons are expected to create a slight increase in the uneMployMent rate. 

Deficiencies of the data prevented an adequate forecast of the effects of 
the wage hike on the unit labor costs. Wages represented only a liMited part 
of labor coMpensations and More detailed statistics were not available. In 
addition estiMations of labor productivity were biased due to the unavail­
ability of statistics on Man-hours worked. 

GovernMent spending 

In order to achieve a balanced growth of the Korean econoMy and to fulfill 
proMises given during the Presidential caMpaign, the GovernMent had considered 
an expansion of 0.5 to 1 trillion won in governMent spending during 1988. The 
financing was available froM the proceeds of the privatization of public 
corporations. However, the plan was cancelled due to its inflationary 
iMplications. Given the extreMely high capacity utilization rate in the 
Manufacturing sector--estiMated at about 90 percent--it was considered that any 
expansion in doMestic deMand would lead to an acceleration of inflation . 
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Exchange rate policy and inflation 

The iMportance of keeping a stable exchange rate for an adequate 
allocation of resources and the need to avoid zig-zag policies--a sharp 
appreciation today May lead to the need for a depreciation toMorrow--was 
stressed by Dr . Koo. The J curve effect--according to which a real 
appreciation leads to an iMproveMent of the trade balance in the short run--was 
also cited as a reason for the liMited iMpact of appreciation for current 
account adjustMent in the short run. 

The anticipation of a further appreciation of the won has created 
uncertainties in the business coMMunity. A one-shot appreciation 
was not seen as resolving the uncertainties because a sudden adjustMent could 
exacerbate the fears of the business coMMUnity. In 1987, the Korean won 
experienced an effective real depreciation and it is accepted that an 
appreciation in 1988 is a necessary outcoMe. It is estiMated that a 10 percent 
noMinal appreciation would lead to a reduction of consuMer prices of 3 to 
4 percent after a year. 

The possibility of Moving to a floating exchange systeM was disregarded on 
the grounds of the lack of a Market for foreign exchange. 

Structural reforM 

Rapid econoMic growth and the current account surplus created the 
conditions for Modernization and adjustMent. The level of investMent should be 
increased to Modernize the Manufacturing sector and adapt the econoMy to a 
different environMent. KDI saw no apparent Merits for pre-payMent of the 
foreign debt given the alternative uses for those resources in the doMestic 
econoMy. 

Structural reforMs should include the liberalization of the trade systeM, 
but not the opening of the capital account. The high rates of returns of 
r:orean assets should not be enjoyed by foreigners--at least not before the 
doMestic capital Market is broadened and deepened and before doMestic interest 
rates are More in line with international levels. 



INTERNATI ON AL MONETAR Y FUND 

korea-- 1988 Ar t ic l e IV Co nsultation 

Meeting on Trade Matters, Ministry 
of Tra de and Industry 

Wednesday, March 16 , 1988, 10:00 a.M. and 3:00 p.M. 

Meeting No. 5 a 

Korean Representatives Fund Representatives 

Mr. J a e Uk , Director General Mr. Ne t ss 
Mr. Won Ho Lee, Director Ms. Tseng 
Mr. Jong ~'. ap I< iM, Director Ms. Jul * 
Mr. Gi Heon l<won,Deputy Di rector Mr. Baban 
Mr. Woo Jung ShiM' Deputy Director Mr. Katz 
Mr. Sung Hun Lee, Deputy Director Mr. Le Fort 
Mr. Gye Hyung Lee, Deputy Director 
Mr. Choong Ho Lee, Deputy Director 

Mr. LiM,IMF, Alternate Executive Di rector 

The Korean representatives stated that with respect to the trade 
questionnaire they had received f roM the Fund, they were in the 
cour5e of negotiations in t he Uruguayan Round and that their position 
was not settled and soMe points had to be consulted with the relevant 
Ministries. After consultations they would give the Mission answers in 
a written forM. 

Liberalization Measures 

1. 145 iteMs to be liberali zed April 1, 1988 bringing the 
l iberalization ratio to 95.4 percent. 2 iteMs(sugar products) were put 
back in the restricted list, 9 iteMs were liberalized ahead of schedule, 
with 361 iteMs to reMain restricted instead of 370. According to an 
estiMate by the Korean OevelopMent Institute (KDI), the effects of the 
liberalization Measures aMounted to US$ 1 .2 billion in 1987 and will 
aMount to US$ 1 .3 billion in 1988. 

2. Surveillance list. 48 iteMs ( 8-digit CCCN) reMaining in the list 
since January 1, 1988. On April 1, 1988 23 iteMs will be taken off the 
list. The systeM will be abolished at the end of 1988 instead of 
January 1, 1988, which was the original schedule because of coMplaints 
by the private industry. 

3. Special laws. 53 iteMs will be reMoved froM the application of 
special laws effective April 1, 1988. Also, 87 iteMs will be switched 
from the licensing systeM to a reporting systeM. IteMs covered by 
special laws will aMount to less than 1,700 (8-digit CCCN). Under the 
HarMonized SysteM (HS-10 digit) classification adopted January 1, 1988, 
2009 iteMs will still be subject to special laws, or about a 20 percent 
of the total iteMs. 
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4. Further iMport liberalization Mea5ure5 were being planned under a 
schedule to last three years, up to 1991. 

Korean Trade CoMMission <KTC) 

Th e f<TC was established J uly 1, 1987. It had received only one 
petition under the rules of the IMport Relief SysteM <IRS) until now, 
but t he r:orean representatives believed More petitions would be filed 
this year as knowledge of the new systeM spreads. The only petition so 
far was filed last NoveMber and they were still investigating the case. 
The inve5tigation will take 270 days to be coMpleted and then 60 More 
days are required for deterMination of injury. The iteM under 
investigation is u5ed for gas ranges and is a liberalized iteM. 

The only petition filed so 
still investigating the case. 
be coMpleted and then 60 More 
in juries. The iteM, used for 

far was filed last NoveMber and they are 
The investigation will take 270 day5 to 

days are required for deterMination of 
gas ranges, is a libera liz ed iteM. 

The IRS is in conforMity with Article XIX of the GATT regulations. 
The IMport Surveillance SysteM (ISS) was an ad-hoc procedure adopted 
during the 1983-88 liberalization prograM to prevent iMport surges. In 
theory, there is no relation between the KTC and the iMpleMentation of 
adjustMent and eMergency tariffs. However, in practice, while the 
authority for tariffs rests with the MOF, the iMpleMentation of trade 
policies is an interMinisterial consultative process. 

Export ProMotion 

Export financing was being provided to exporters, but after Korea 
achieved a trade surplus in 1986 and because the governMent needed 
to reduce doMestic liquidity expansion, these loans had been reduced 
gradually. Starting February 1, 1988 only the sMall and MediuM-sized 
firMs receive this type of loans at the ratio of W 451 to US$ l. 
These loans have no preferential interest rates relative to coMMercial 
loans, they only provide exporters with credit availability. 

Why is there a need for exporters to get loans? The GovernMent has 
been trying to proMote sMall and MediuM-sized enterprises as part of its 
structural reforMs. SMall and MediuM-sized firMs account for only 
20 percent of total exports but for 98 percent of total export loans. 

ProMised to provide inforMation on export _financing (attached). 

AntiduMping duties 
------------------

IMposed by the US, Canada and Australia. On 7 iteMs by the US, on 
18 iteMs by Canada, and on 3 iteMs by Australia for a total of 27 iteMs. 
Exports of these iteMs aMounted to US$ 354 Million during the first nine 
Months of 1987. The products include color TVs, color TV picture tubes, 
phot albuMs (US). These iteMs do not include those under investigation 
like Hyundai cars by Canada. 
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Do these duties constitute a serious restriction on Korea's exports? 
The range of duties iMposed vary. At present the US iMposes anti­
duMping duties on color TVs that go froM 1 .37 percent to 3.49 percent. 
Photo-albuMs were iMposed a 64.8 percent duty by the US. However, the 
US iMposed a very sMall duty on the saMe product iMported froM Taiwan 
because in Korea this industry is a very weak one and cannot keep its 
bookkeeping in accordance with US regulations. It was exporting US$ 30 
Million to the US Market prior to the iMposition of the duty and was 
coMpletely wiped out of that Mar ket after the antiduMping duty. 

Final deterMination on a request filed in Canada for iMposing 
antiduMping duties on Hyundai's passanger cars to be ruled by March 23. 
Average duty requested 26.3 percent, with 40.1 percent for the larger 
car, 30.1 percent for the Stellar, and 16.2 percent for the Excel. 
<Ruling was in favour of Hyundai). 

Steel exports have been substantially reduced by the iMposition of 
VERs. Korea's Main coMplaint in this area is that no restrictions have 
been applied against Canada and EC countries. In 1987 the share of 
the US Market of unrestricted suppliers increased froM 24.4 percent to 
30.9 percent. 

Trade barriers of developed countries on Major industrial goods such 
as textiles, electronics, footwear and steel were a Major barrier for 
Korean export growth. They also led to less investMent in this field, 
less GOP growth and less eMployMent. The Korean representatives 
belived that the effects of trade barriers on exports had been large but 
they did not have an estiMate. 

Voluntary Export Controls (VERs) 

Three types of VERs: 
1 ) Controls based on governMent to governMent agreeMents. 
2) Controls based on private business agreeMents. 
3) Genuine voluntary export controls. 

Under 1) 6 iteMs, under 2) 3 iteMs (color TVs and footwear to the UK, 
and stainless steel tableware to the US and several European countries), 
and under 3) 3 iteMs (footwear to the US and Canada, cotton yarn to 
Australia and Canada, and containers). 

Generalized SysteM of Preferences (GSP) 

A study conducted in 1982 by the US OepartMent of Labor concluded 
that tariff concessions under the GSP had resulted in a 10.8 percent 
larger iMports on average. Thus, assuMing that the withdraw! of the 
benefit results in a 10.8 percent decline, the effect on Korea's 
exports to the US effected under the GSP would aMount to a cut of about 
US$ 250 Million as US$ 2.2 billion were being effected under that 
systeM. Korea will be graduated froM the US's GSP effective January 1, 
1989. The Korean representatives were concerned not so Much about the 
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absolute aMount, but about the iMpact of graduation on exports by sMall 
and MediuM-sized enterprises which would be the ones affected. 

GSP prograMs are stipulated in GATT regulations to help developing 
countries through trade instead of aid. This graduation Measure was 
a unilateral Measure and should be discussed in the GATT foruM. 

If the saMe elasticity is assuMed for exports effected under the GSP 
to the EC than that for the US, the iMpact on Korean exports of the 
suspension of GSP benefits would be US$ 125 Million as 23 percent of the 
exports to the EC were affected by the suspension of GSP privileges. 

Trade developMents 

The Main forecasting error for 1987 was in exports which were 
US$ 2.5 billion too low. The forecast was an increase of 20 percent in 
voluMe and it was 24 percent. The Main reason for this error was to be 
fo und in exports of sophisticated goods . Actual exports of these goods 
were Much More than originally projected. For exaMple, passanger cars 
were projected to grow by 50 percent and increased by 103 . 9 percent. 
The saMe error was Made for exports of coMputers, seMiconductors, 
Microwaveovens, which increased by More than 40 percent on average. 
These type of exports grew by US$ 3 billion to US$ 7.4 billion in 1987. 
The Main five iteMs were newly exported ones, which have been exported 
froM 1984 or 1985 onwards. 

On a custoMs clearance basis, exports for 1988 were projected at 
US$ 55 billion while iMports were projected at US$ 52 billion. These 
figures were revised upwards froM US$ 52 billion and US$ 49.6 billion, 
respectively. Export projections by products had not been done for the 
revised total. On a balance of payMents basis, the trade surplus is 
estiMated at US$ 5 billion. As to the exchange rate assuMption used 
for these projections , they said they would provide us with that 
inforMation later. 

Export unit values for 1987 will not be published until the end of 
March. It is estiMated that they increased by 9.1 percent in 1987. Why 
did they increase so Much? Because of the won appreciation, increase in 
the quality of goods, and More technology intensive goods. Also, there 
was a cost push eleMent. Export unit values for 1988 were pro j ected to 
increase by about 8 percent. Why less than in 1987, when the saMe 
factors that affected theM in 1987 will be at work in 1988? The 
increase in export unit values up to last year were never less than the 
wage increases. However, the Korean representatives believe that it 
will be difficult to accelerat e the increase in export prices i n · 1988 
because thew will loose coMpetitiveness. Exporters and producers are 
worried about labor disputes. If labor costs increase by More than 
10 percent they belive they will lose coMpetitiveness. 

Te xtiles, garMents and toy exports increased by only one-digit 
figures in January-February 1988 coMpared to 30 percent last year. SoMe 
exporters were actually losing Markets. Despite a good perforMance in 
exports in January-February 1988, exports declined in voluMe. 
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IMport unit values in 1987 increased by 5 to 6 percent. In 1988 
they will increase More than in 1987 (by about -9 percent) because prices 
of raw Materials were increasing. 

Effect on e xports of exchange rate appreciation: export voluMe 
declines by 2.5 percent in the first year if won appreciates by 
10 percent. The effect is larger a year later. lMport elasticity is 
Much sMaller than that of exports. Industries which are labor intensive 
and not so heavily dependent on iMports are affected Much More by an 
appreciation of the won than those which are iMport intensive. Last 
year the overall wage increase was 17.2 percent. Before the labor 
disputes, wages had increased by only 8.8 percent. Wages were generally 
settled in the spring. After the disputes, wages increased by 
8.4 percent. The iMpact of last year's wage increase will be larger 
this year and they were expecting further labor disputes. 
EMployees were asking for wage increases of 29.3 percent while eMployers 
are talking about a 7.5 percent increase. If wage increases this year 
exceed 10 percent they will haMper exports of Manufactured goods. Wage 
increases should be settled by end of April. 

IMport ratios. A rough estiMate gives a 25 to 30 percent ratio of 
iMports to doMestic deMand in the Manufacturing sector and less than 
15 percent in the agriculture and fishery fields. 
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INTERNATIONAL MON ETARY FUND 

Korea--1988 Article IV Consultation 

Meeting with Vice Minister of Trade 
and Industry 

Wednesday, March 16, 1988, ·10:30 a.M. 

Meeting No. Sb 

Korean Representatives 

Mr. NaM-Hoon Huh, Vice Minister of 
Trade and Industry 

Fund Representatives 

Mr. Neiss 
Ms. Tseng 
Ms. Jul * 
Mr. Katz 
Mr. Le Fort 

Mr. Neiss stated that this Mission was a regular Fund consultation 
Mission so it would cover all aspects of the Korean econoMy. However, 
it was on trade, balance of payMents and inflation Matters that the 
Mission had the Most questions. 

The Vice Minister agreed that the Most iMportant areas were trade, 
the BOP and inflation and as far as his Ministry was concerned the Most 
iMportant was trade. The revaluation of the won was a pending issue for 
his Ministry. Regarding this issue, the Mission should consult the 
Ministry of Finance. At the Ministry of Trade they were aware of the 
iMportance of the role played by the exchange rate and of the surging 
frictions with their Main trading partners. 

Their Main area of concern was the restructuring of industry in 
Korea. They were in close contact with other Ministries in this area. 
SMall and MediuM-sized industries were suffering froM the worsening 
profitability associated with the appreciation of the won. They were 
Making efforts to work up Measures to help these enterprises. 

The Vice Minister also coMMented on the iMpact of liberalization 
Measures in Managing the balance of payMents. At the MOMent the 
liberalization ratio had attained 95.4 percent, and wfth regards to Most 
Markets Korea was open and the surveillance systeM had been iMproved. 
Most Manufactures were liberalized and through this opening the Ministry 
of Trade played an iMportant role in the ManageMent of the BOP. 

Mr. Neiss agreed that various Measures, like further opening and 
appreciation of the won, play a role in the Managing of the trade 
surplus. To soMe extent there is a trade-off; the faster the 
liberalization the less need there is for appreciation. But if 
liberalization is slow and difficult, the More the need for 
appreciation. It is iMportant to reduce the trade surplus not only to 
reduce international frictions but it is necessary to Maintain financial 
stability in the doMestic econoMy. Mr. Neiss requested the Vice 
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Minister's views on the possibilities at present on the iMpleMentation 
of both types of Measures: liberalization and appreciation. Which were 
the governMent's plans for the near future? 

The Vice Minister responded that with regards to Market opening, 
the Korean governMent had iMpleMented the systeM of prior notice 
( announcing liberalization Measures two or three years in advance) 
until 1988. Beyond 1988 they were planning to iMpleMent another prior 
iMport notice systeM for 3 years starting 1989. The probleM was not in 
the Manufacturing sector but in agriculture and in other iMports under 
special laws. They would like to expedite Market opening and he 
believed that it was feasible. Internal consultations aMong concerned 
Ministries were being conducted. 

With regards to appreciation of the won, the Vice Minister believed 
that it was part of the governMent policies together with 
liberalization. The policy Mix would~~ decided after taking into 
account doMestic as well as international circuMstances. 

With regards to tariff reduction, the Vice Minister stated that it 
was his understanding that the Modal rate for Manufactured products was 
20 percent at present and that the governMent was planning to reduce it 
to 10 percent. The structure of tariffs was handled by the Ministry of 
Finance, but the Ministry of Trade and Industry had a strong interest 
in Maintaining balance aMong products . , that is, aMong raw Materials 
and finished products as well as aMong industries. The present trend in 
Korea with respect to tariffs was a declining one and they were going to 
continue that trend. 

Mr. Neiss expressed that there had been iMportant progress in the 
past in opening the econoMy and that all the Measures outlined by the 
Vice Minister were in the right direction. The Mission wished the 
governMent all the sucess and would follow developMents with great 
interest. 
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Tariffs May be changed by adjusting the basic tariff, or through tariff 
concessions and tariff quotas. The Korean representative explained that the 
relevant legislation sets the MaxiMUM possible reductions in basic tariff rates 
beyond which further reductions would require revisions in the legislation. 
Changes in basic tariffs becoMe effective at the beginning of the year; they 
are usually not changed during the year, and such changes require approval by 
the National AsseMbly. Tariff changes with tariff concessions and tariff 
quotas are More flexible. Tariff concessions are intended to reduce trade 
frictions; discretionary cuts of up to 50 percent of the basic rates May be 
Made, and the cuts are perManent. Tariff quotas, intended to alleviate price 
pressures due to doMestic supply shortages for specific coMModities, are 
teMporary, and are effective for a period of three Months to a MaxiMUM of one 
year. 

Tariff changes .i.D. 1988 

The tariff classification systeM has changed to the HarMonized SysteM ( HS ) 
froM the eight-digit CCCN systeM. Changes in the basic tariff rates have 
affected the following nuMber of iteMs: 



Total 

Manufac­
tured 
prod. 

Agricul­
tural 
pr~od. 

January 1986 

In- De- No 
crease crease change 

14 621 1 ,666 

14 516 1,472 

105 194 

2 

January 1987 January 1988 

In- De- No In- De- No 
crease crease change crease crease crease 

251 2,049 13 568 1,720 

206 1,795 13 496 1 ,493 

44 255 71 

The data on average unweighted tariff rates in Table U-27 of the 
Questionnaire are calculated using the basic tariffs; the averages would be 
lower if concessional tariff quotas and tariff reductions were ta ken into 
account. 

Tariff concessions on 319 iteMs (HS10 digit) were iMpleMented on February 
24, 1988, with reductions averaging 6.1 percentage points. Tariff reductions 
with tariff quotas were iMpleMented on 356 iteMs on January 1, 1988, with 
reductions averaging 9.9 percentage points, and on an additional 117 iteMs on 
February 24, 1988, with reductions averaging 7.5 percentage points. 

The budgetary costs of tariff reductions in 1988 are estiMated to be W 250 
billion. 

AdjustMent and eMeroency tariffs 

Although the Trade Act, which becaMe effective on July 1, 1987, contains 
provisions for the iMport of adjustMent tariffs, all adjustMent tariffs were 
abolished. EMergency tariffs, applied in accordance with the safeguards clause 
of the GATT, presently are applied on seven products, although soMe of the 
rates were reduced on July 1, 1987 as shown below: 

AcetaMinophen 
TalcuM powder 
Casein 
Ferro Manganese 
Silico Manganese 

Basic 
Tariff 

20 
10 
25 
15 
15 

1/ AdjustMent tariff. 

Effective 

EMergency tariff 
January 1, 1987 July 1, 1987 

30 30 
20 15 
30 0 
25 1 / 0 
25 1 / 0 
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AdjustMent tariffs are also iMposed on oil and oil products, although not 
for protection purposes. The tariff rate on oil and oil products was reduced 
to 10 percent in October 1987 froM 24.5 percent. 

ExeMptions froM tariffs are granted for selected iteMs such as Machinery 
and electronics products which cannot be produced doMestically . The Ministry 
of Finance issues such exeMption notices once or twice a year; these exeMptions 
are given to all users . 

IMport surcharges 

The Korean representative thought that the iMport surcharge on agriculture 
products were not iMposed last year but asked the Mission to verify with the 
Ministry of Agriculture (confirMed by the Ministry of Agriculture). 

The r:orean representative was not faMiliar with the iMporters' acquisition 
fee; he gave an exaMple of surcharges iMposed on an iMported autoMobile. There 
is a 30 percent custoMs duty, a 2.5 percent defense tax on the c.i . f. value of 
the autoMobile, and a special excise tax on autoMobiles of 40 percent or 20 
percent depending on the size of the autoMobile (More or less than 2,000 cc, 
respectively). The special excise tax is iMposed on the suM of the c.i.f . 
value plus custoM duty plus 10 percent Margin; and applies to both iMported and 
doMestic autoMobiles. 

Future tariff reforM 

There are plans to continue with tariff reforM after the current prograM 
is coMpleted this year. A Special CoMMission for Tariff ReforM, coMprising 
scholars, businessMen, governMent officials, was established in February 1988, 
and will Make recoMMendations for future tariff reforM by SepteMber 1988. 

Export incentives 

CustoMs duties on raw Materials are refunded when the iMports are used in 
export production. There is also a custoMs duties defined systeM where 
payMent of iMport duties on interMediate iMports can be delayed for sMall- and 
MediuM-sized exporting firMs up to two Months, and no interest is charged. 
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IMF Representatives: 

Mr. Roy Saban* 
Mr. G. Le Fort 

Mr. Lee stated that the 1986 national incoMe statistics in the question­
naire are the final figures. He provided tables which had the obsolete 1986 
base and estiMates for 1987 ( which the Bank of Korea prepared in DeceMber 1987 ) 
and projections for 1988 which were provided by KDI. The Bank of Korea is 
e xpected to release new 1987 figures around March 25. 

Mr. Lee stated that 8 percent growth was projected for 1988 and 7 percent 
per annuM thereafter. KDI estiMated potential growth to be around 7 .5 and EPB 
decided to use 7 percent in its MediuM terM scenario, which is now in the 
process of being revised. Tentativel y , the current account surplus is 
projected at$ 7 billion in 1988, $ 6.7 billion in 1989, declining to $6 
billion by 1991. The savi ngs ratio, estiMated at 35.8 percent in 1987, is 
estiMated to decline slightly to 35.5 percent in 1988, declining by 0.5 per­
centage per annuM thereafter. The savings ratio was not estiMated through an 
equation. 

The deceleration of growth in 1988 is priMarily accounted f or by th e 
de c eleration of the growth rate of e xports, owing to won appreciation, wage 
increase, and protectionisM. Final consuMption, gross capital forMation, and 
iMports will grow at roughl y the 1987 rates . The growth of Merchandise e xports 
is projected to decelerate froM 23.8 percent in 1987 to 7.7 percent in 1988. 
The growth of gross fi xed investMent will also decelerate but substantial 
accuMulation of stoc ks will Maintain the growth of gross capital forMation at 
15 percent. Final consuMption growth will reMain at 8 percent, with s oMe 
acceleration in private consuMption and soMe deceleration in governMent 
consuMption. OptiMiSM about Market opening policies is reflected in only a 
slight decline in the growth rate of Merchandis e iMports froM 21 .5 percent in 
1987 to 19.2 percent in 1988, despite the Mar ked slowdown in exports. IMports 
of services will also decelerate only slightly froM 10.7 percent in 1987 to 10 
percent in 1988, reflecting increased payMents for travel and use of intellec-
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tual property and other services. 

Mr. Choo stated that inflationary pressures in the last quarter of 1987 
eManated priMarily froM pressures on food prices owing to crop daMage in the 
wake of the August floods. Wage increases May have also been a factor but 
Mr. Choo believed that adverse supply effects were priMarily to blaMe. 
AMong the nonfood categories, clothing also registered an acceleration in 
prices in the last quarter. Mr. Choo stated that it was difficult to pinpoint 
the precise factors for this increase; it was possible that higher wages and 
higher nonwage input costs Might have been responsible . 

The CPI increase is forecast to decline froM 6.1 percent (OeceMber over 
OeceMber) in 1987 to 4-5 percent in 1988. The Main assuMptions underlying this 
forecast is norMal weather and the adoption of various price stab1l1zation 
Measures. The WPI increase is forecast to reMain stable at 2-3 percent. 
IMplicit in this forecast is that iMport prices in US dollar terMs would 
increase on average at the 1987 rate. 

Mr. Choo eMphasized that Maintaining price stability has been given the 
utMost priority in econoMic policy. On March 10, 1988, the prices of oil 
derivatives including gasoline and Bunker Coil were lowered by 10.6 percent on 
average. In addition, no increases will be adopted for railroad fares, postal 
fees, piped water fees, and sewage charges during 1988 . Later in the Month, 
special e xcise taxes on 30 iteMs would be reduced froM a range of 5-100 percent 
to a range of 3.5-7 percent . Affected goods include: sporting goods, air 
conditioners, refrigerators, washing Machine, TVs, electric hoMe appliances, 
Motorbikes, autoMobiles, pianos, VTRs, coffee, sugar, soft drinks, and wool 
yarn . Also planned were a reduction of gasoline prices outside Seoul and Pusan 
by 6 percent in early April and a reduction of intercity telephone charges by 
10 percent in July. 

(Subsequent to the Meeting, press reports indicated that electricity 
charges would be reduced by 3.6 percent on average on March 21, 1988. As in 
previous years, when oil and electricity charges are reduced, the governMent 
institutes price surveillance to ensure that industrial prices are reduced to 
reflect reduced costs. The press reported that on March 21, factory prices for 
23 industrial products (Mainly plastics, cheMicals, and steel products) would 
be reduced by 0.3-2 percent. EstiMates attributed to the Ministry of Trade and 
Industry indicate that wholesale prices would decline by 0.5 percent as a 
result. ) 
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The Deputy PriMe Minister e xpressed his appreciation for the advice that 
the Fund has provided to Korea in the past and his interest in receiving an 
objective assessMent of the present situation and recoMMendations on the 
required policy actions. 

The DPM thought there is a need for a structural adjustMent of the Korean 
econoMy, particularly the need for adjusting the exchange rate to produce a 
real appreciation and for opening the econoMy to iMports. However, he 
anticipated political difficulties in iMpleMenting the needed policy reforMs. 
The labor unrest of late last year and the presidential and the elections ha ve 
interrupted policy reforM. He e xpected that during the course of this year 
poli cy ad j ustMents would continue. 

In t he □PM's opinion, the agricultural sector is the Most distorted and 
the Most difficult to reforM. Great difficulties have been confronted when 
atteMpting t o reduce the subsidies iMplicit in the protection to the 
agricultural sector. The replaceMent of protection by direct subsidies wou l d 
c reate a burden on the budget, which c ould becoMe perManent, and Ma y be used as 
a precedent by other sectors. 

The DPM said that the probabili ty of successfull y iMpleMenting struc t ural 
reforMs could be enhanced by educating the Korean people on the characteristics 
o f t he proposed structural reforMs. The education should be directed t o Modi fy 
t he deeply ingrained "deficit Mental i ty" after years of foreign debt 
accuMulation and scarce e x ternal resources. 
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For 1988, the DPM projected a significant reduction in the current account 
surplus as a result of a slowdown in e xports and an acceleration in iMports 
growth. For the MediuM terM, the Minister projected a current account surplus 
at a level equivalent to 2.3 percent of GNP and that by 1991 Korea's e x ternal 
debt would be Matched by its holdings of foreign assets ( including deferred 
payMents e xports). 
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Mr. Kwon stated that the nuMber of labor disputes and the nuMber of lost 
- Man-days due to labor disputes rose draMatically in 1987, as follows: 

Total disputes 
Total Man-days lost 

1985 

114 
19,000 

1986 

265 
64,300 

1987 

3,311 
6,791 ,411 

SettleMents also resulted in higher rates of increase in noMinal wages 
( including bonuses and overtiMe pay) froM SepteMber onwards, as follows: 

Al 1 industries 
Manufacturing 

Jan.-Aug. Sept.-Oct. Dec. 

7.0 
7.4 

14. 1 
17. 1 

19.0 
22.7 

Annual Average 

10. 1 
11. 6 

Up to March 15, 1988, with 73 percent of 1988 contracts settled, basic wages 
rose on average by 12.2 percent (weighted by nuMber of eMployees, does not 
include lunch allowances , overtiMe, and bonuses). When all 1988 contracts are 
settled, about the end of May, a soMewhat higher rate of increase is expected 
to prevail. Contract agreeMents are usually based on the basic wage, which is 
pensionable. Two kinds of nonpensionable bonuses are given: an expected bonus, 
which is really disbursed as part of the basic wage, and a real bonus, which 
depends on the perforMance of the firM. 

If an index for Manufacturing wages is constructed, with the end of 1986 
as 100, using the figures in the preceding paragraph would yield an end of 1987 
index of 122.7 and an average figure for 1987 of 111 .6. If the index rises by 
12.2 percent to 137.7 in March and stays at that level throughout the rest of 
the year, the annual average index figure for 1988 would be 134, iMplying an 
increase of about 20 percent. If inflation is in the order of 3-4 percent, 
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real wages would rise by about 16-17 percent. And if labor producti vity 
increases by about 8 percent, unit labor costs would rise by about 7-8 percent. 
This is in contrast to negative unit labor costs in 1987 (8 percent increase in 
real wages and 11 percent increase in labor productivity). 

Mr. Kwon was asked to e xplain the reasons behind the official f orecast of 
an increase in uneMployMent froM 3.4 percent in 1987 to 3.7 percent in 1988. 
He stated that in 1987, the rapid increase in eMployMent reflected the rapid 
e xpansion of e xport-related Manufacturing and, in the fourth quarter, an 
acceleration in the growth of eMployMent in the service sector due to t he 
presidential elections. He Made the point that in the e xport sector, deMand 
was Met More by increased eMployMent than increased capital investMent. In 
1988, the econoMically active population is e xpected to increase at a soMewhat 
slower rate but this will be counteracted by an increase in the participation 
rates of feMales and elder people (age 60 and over). On the deMand side, 
export and overall growth is expected to slow down. With the large increase in 
wages and the introduction of the national pension plan, there will be less 
deMand for labor, particularly in the labor-intensive industries. Moreover, 
the prospect of continuing high wage increases will increase investMent in 
autoMation. 

The introduction of MiniMUM wages at the beginning of 1989 is estiMated to 
increase the total wage bill by 0.5 percent. By law, another 1 .5 percent 
increase in the total wage bill will result froM the national pension scheMe. 
According to the KOI's quarterly eMployMent Model, both together will have the 
effect of reducing eMployMent by 0.7 percent. As for Medical insurance, the 
burden of preMiUMS will be shared by the subscribers and the governMent. The 
official position is to keep the governMent share at 20 percent; wor kers' 
institutions hope that that share would be closer to 50 percent. 

The survey of labor costs on page 56 of the printed questionnaire is not 
updated because the survey is conducted only every three years. The ne x t 
sur ve y will be conducted this year. 

Mr. Kwon stated that several labor related laws have been aMended in the 
wake of the labor unrest in late 1987. Under the Trade Union Law, different 
industries with different locations within the saMe coMpany can have their own 
union. Previously, one union represented one firM. As a result, the nuMber of 
unions proliferated froM 2,600 to 4,100. Under the Labor Dispute SettleMent 
Act, the cooling off period was reduced froM 20 days to 10 days for an ordinary 
firM, and froM 30 days to 15 days for a public utility. Also, Mediators in the 
Labor Relation Council were always governMent officials; now, pri vate Mediators 
are possible. Under the Labor ManageMent Council Law, all coMpanies with 100 
workers or More should have a council. In the past, the establishMent of these 
council were More restricted and none were established in the agricultural 
sector. Now, through these councils, Monthly Meetings would be held whereby 
the firM's investMent plan, eMplo yMent plan, and balance sheet, as well as 
working conditions would be discussed. The Central Labor ManageMent Council 
will be revitalized. Chaired by the Ministry of Labor, there are 35 MeMbers, 
10 froM ManageMent, 10 froM labor, and 15 froM public interest groups. In the 
past, this Council was not very active. Lastly, the Korea Labor Institute was 
established. Its Mandate is like that of the Korea OevelopMent Institute, but 
the focus will be on labor Matters. 
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The current account surplus increased to $9.8 billion (8 .3 percent of GNP ) 
in 1987, co~pared with $4.6 billion (4.9 percent of GNP) in 1986 . The larger 
surplus reflected a near doubling of the trade surplus and the shift of the 
services balance to surplus froM deficit. 

The trade surplus rose to $7.7 billion in 1987, coMpared with $4.2 billion 
in 1985 . Exports rose by 36 percent and iMports rose by 30 percent; the 
voluMes of exports and iMports both grew strongly (24 percent and 22 percent, 
respectively ) ; and the terMs of trade iMproved by 3 percent. Export unit 
values rose by 9 percent reflecting the effects of the appreciation of t he won 
against the U.S. dollar and wage increases. IMport unit values rose by 
7 percent reflecting Mainly the 20 percent increase in oil prices, non-oil 
iMpcrt unit values increased by only 6 percent. 1/ 

The services balance shifted to a surplus of $0.9 billion in i987 , 
coMpared with a deficit of $0.6 billion in 1986. This reflected Mainly a 49 
perc en t increase in travel receipts, a 58 percent increase on receipts froM 
overseas construction, and a 12 percent decline in interest payMents on 
external debt. The increase in travel receipts reflected increases in both the 
nuMber of tourists ( 13 percent) and per capita expenditures (31 percent). The 

1/ World trade prices for non-oil priMary coMmodities rose by 4 percent and 
for Manufactures by 12 percent. 
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increase in overseas construction receipts reflected the results of Mar ket 
diversification and iMproved external deMand. 

Capital account developMents 1987 

The capital account recorded a deficit of $4.8 billion on debt-related 
capital, a surplus of $0.6 billion on nondebt-related capital, and a surplus in 
errors and oMissions of $1 .3 billion. 

Nondebt-related capital flows arise froM suppliers' credits e x tended by 
r:orean residents (Mainly shipbuilders and other capital goods Manufacturers ) , 
direct and portfolio foreign investMent, and other asset transactions ( e.g., 
overseas subsidiaries, short-terM trade credits). The nondebt-related capital 
account balance shifted to surplus froM deficits in previous years. This was 
Mainly due to increases in inflows of net foreign direct investMent, e xport 
suppliers' credit, and reduction on payMent for overseas subsidiar y debt. 
Foreign direct investMent rose by 36 percent reflecting the favorable business 
environMent in Korea and the liberalization of controls on foreign investMen t . 
Export suppliers' credit showed an inflow Mainly because the gross outflow of 
new suppliers' credits declined to $1.1 billion in 1987 froM $2.1 billion in 
1986 reflecting sluggishness in the shipbuilding industry. AMortization 
payMents on the stock of proMissory notes held by Koreans 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 $0.2 billion 
together with sales of proMissory notes aMounting to $0.2 billion. PayMent f or 
overseas subsidiary debt decreased to $0.3 billion in 1987 froM $1 .0 billion in 
1986 reflecting the restructuring of the overseas construction industries. 

Mr. KiM Suk-Dong said that he was unable to deterMine the reason for t he 
large positive entry of errors and oMissions in 1987, noting that errors and 
oMissions accounted for only 1 .5 percent of the value of total trade . 
Nevertheless, he speculated that ac knowledged that exchange rate e xpectati on s 
May have induced an acceleration in e xport receipts and delay in iMport 
payMents, giving rise to the surplus on errors and oMissions. 

E:·dernal debt developMents 

Total aMortization aMounted to $14.9 billion in 1987, of which $9 billi on 
r epresented prepayMent of e x ternal debt. PrepayMent by financial institutions 
aMounted to $6.8 billion ( financed by the Bank of Korea, including swaps ) , th e 
public sector $1 .5 billion ( financed by fiscal resources and foreign currency 
loans ) , and the private sector $0.7 billion ( financed by foreign currency 
refinancing loans). 

Gross foreign financing requireMents ( for aMortization, export suppliers' 
credit, reserve increases, errors and oMissions, and others ) aMounted to $5.7 
billion in 1987. After account is taken of nondebt financing (gross direct 
investMent inflows and sales of proMissory notes), gross borrowing requireMen t s 
aMounted to $4.8 billion. 

To tal e x ternal debt fell by $8.9 billion to $35.6 billion ( 30.2 percen t 
of GNP) in 1987. As the prepayMent of e x ternal debt affected MediuM- and long-
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terM debt, the proportion of short-terM debt rose to 25.8 percent of total 
debt, coMpared with 20.8 percent in 1986. As Most of the short-terM debt 
represented trade credits, there was little scope for further reduction in 
short-terM debt. The debt service ratio rose to 32.3 percent reflecting the 
prepayMent of external debt; excluding prepayMents, the debt service ratio was 
16.4 percent. 

International reserves 

Gross reserves rose to $10.2 billion at end-1987; however, the iMport 
cover fell to 2.6 Months. Excluding foreign exchanges reserves held by the 
local branches of foreign banks, gross reserves rose to $9.2 billion at end-
1987. 

Surplus ManageMent Measures 

Measures iMpleMented to Manage the current account surplus in 1987 
included: ( 1) iMport liberalization (reMoving 167 iteMs froM the restricted 
list, thereby increasing the liberalization ratio to 93.6 percent); 
(2) reducing the average unweighted basic tariff rate to 19.3 percent froM 19.7 
percent; (3) reducing the nuMber of iteMs on the surveillance list to 48 iteMs 
froM 106 iteMs; (4) revising special laws; (5) providing special financing ( at 
preferential interest rates, 1.25 percentage points above LIBOR) for iMports 
from countries with which Korea has a trade surplus; (6) reducing the doMestic 
financing ratio for exports; (7) relaxing controls on invisibles payMents; and 
(8) appreciation of the won. 

Liberalization Qf. invisible payMents 

Controls on invisibles payMents were liberalized on three occasions--in 
July 1987 -and DeceMber 1987, and March 1988. In July 1987, the Measures taken 
were: ( 1) basic travel allowance for business and ......... was Maintained at 
$3,000 and to $3,000 for tourisM, and for students the basic allowance was 
Maintained at 2,000 but Mostly allowances increased froM $1,000 to $1,500; 
(2) autoMatic payMent for foreign services was raised froM $10,000 to $50,000; 
(3) payMent of advertising expen5e5 to interMediaries and agents was perMitted 
(previously, only direct payMent to advertising entities was perMitted); and 
(4) personal reMittances for subsistence allowance, living expenses, and other 
personal expenses up to $500 was perMitted. In SepteMber 1987, the age liMit 
for overseas travel for tourisM was lowered to 45 froM 50. 

In OeceMber 1987, the fol lowing Measures were iMpleMented: ( 1) the basic 
travel allowance was increased to $5,000, and procedures for overseas travel 
expenditures were siMplified; the age liMit for overseas travel for tourisM was 
lowered to 40; (2) holding and usage of Multiple credit cards for travellers 
were perMitted; (3) surrender requireMents were relaxed by perMitting residents 
to hold up to $5,000 in unused travel expenses and increasing the ceiling of 
foreign exchange holdings for Money exchanges and coin dealers; (4) autoMatic 
payMent for foreign services was increased to $100,000; (5) personal 
reMittances were raised to $1,000; and (6) the denoMination of international 
contracts in won was perMitted. 

In March 1988, the following Measures will be iMpleMented : ( 1) A partial 
negative list systeM will be introduced for invisibles payMents; autoMatic 
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payMents for current transactions up to $10,000 will be perMitted; autoMatic 
payMents for all ex ternal transactions up to $2,000 will be perMitted; 
( 2 ) residents May hold foreign currency in cash or travellers checks up to 
$5,000 regardless of the source of the foreign exchange. Additional Measures 
being considered for iMpleMentation in April 1988 include: ( 1) portfolio 
investMent for securities coMpanies of up to $30 Million, and for investMent 
trusts and insurance coMpanies of up to $10 Million will be perMitted; ( 2 ) the 
age liMit for overseas travel for tourisM will be lowered to 35 years; and 
( 3) the ceiling and eligibility for eMigrant expenses will be increased. 

Overseas investMent 

Relaxation of controls concerning overseas investMent will be phased, 
ta king into account its iMpact on proMoting internalization and the portfoli o 
ManageMent capability of doMestic firMs. In the initial stage, the eMphasis 
will be on investMents that introduce high technology or that overcoMe 
barriers for exports. 

The following Measures were iMpleMented in 1987 (dates in parentheses 
indicate when the Measure was introduced): ( 1) The types of business eligib l e 
for overseas investMent were increased to include real estate and services 
(April 15, 1987). InvestMent in real estate was perMitted, without liMita t ion, 
when it is related to doing business, including the purchase of warehouses, 
offices, representatives' headquarters, and for supporting security; 
contractors were encouraged to raise funds locally to finance their real estate 
developMent; however, the purchase of real estate for speculation was 
prohibited. In addition to investMent in general Manufacturing, which was 
already perMitted, investMent in service industries, including hotels, 
restaurants, and transportation, were perMitted. (2) InvestMent i n k ind was 
perMitted for private enterprises, e.g. purchase of Machinery (April 15, 1987 ) . 
(3 ) The adMinistrative procedures for approving overseas investMent were 
siMplified; the aMount of investMent requiring review by the CoMmittee on 
Overseas InvestMent Project was raised to $5 Million froM $1 Million ( April 1, 
1987 ) . ( 4) The liMits on retention of profits for overseas investMent was 
raised to $500,000 froM $50,000 and eliMinated on March 25, 1988. (5 ) An 
autoMatic approval systeM for investMents not exceeding $1 Million was 
introduced for investMents which Met certain appraisal standards by the 
financing bank. 1/ (6) Financial assistance for overseas investMent was 
increased and the terMs Made More attractive. The Korea Export-IMport Ban k 
will provide overseas investMent credit aMounting to W 40 billion in FY 198 8 ; 
the interest rates were lowered to 9 percent froM 10 percent aMd tp 8.5 percent 
( on March 9, 1988) for large firMs and to 8 percent froM 9 percent and to 
7 percent (on March 9, 1988) for sMall-and MediuM-sized firMs. Effective 
January 1988, KEXIM began direct lending to the local subsidiaries of Korean 
firMs. ( 7) The Overseas DevelopMent Cooperation Fund ( EOCF ) provides 
concessional loans to Korean private firMs to support their venture projec t s in 
developing countries. ( W 5 billion was allocated to the Operational PrograM o f 
EDCF in FY 1988 ) . (8) Tax incentives have also been granted to overseas 
investMent by raising the MaxiMuM reserve ratio of the reserves for overseas 
investMent deficit to 15 percent froM 10 percent (reserves are deducted froM 

1/ RequireMents Checking SysteM whereby autoMatic perMission is given when 
the score in an appraisal prepared by a bank is not less than 60 points or 
55 points for sMall- and MediuM-sized firMs. 
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taxable incoMe, and payMent of taxes on these reserves are postponed ) . ( 9) The 
inforMation systeM for overseas investMent was strengthened. 

Capital account proiedions 1988 

Projection5 for the capital account for 1388 were prov ided after the 
Meeting. On the basis of a current account surplus of $7 billion, MOF project5 
aMortization (including $ 1 billion for the banking systeM ) to aMount to 
$7 billion; gross borrowing requireMent to be $2.7 billion; and net debt­
related outflows ( including banking systeM) to aMount to $4.4 billion. 
Mr. KiM Suk-Dong explained that the gross borrowing is underta ken both by the 
public and private sectors and include loans already contracted and borrowings 
to prepay ex ternal debt. Of the aMortization of $7 billion, $3.4 billion will 
represent prepayMents. Mr. KiM said that prepayMent beyond 1988 will be 
relatively sMall as the proportion of external debt with unfavorable terMs 
would have been reduced significantly. Net nondebt-related outflows ·are 
projected to be $0.6 billion, Mainly reflecting the increase in overseas 
investMent and export suppliers' credit given. External debt would fall by 
$4.7 billion to $31 billion and reserves would increase by $1.8 billion to 
$12.0 billion. 

Later, Mr. KiM supplied capital account projections on the assuMpt1on that 
the current account surplus will be $11 billion. He said that $1 billion of 
the surplus will be used to reduce e x ternal debt ( $0.5 billion above the line 
and $0.5 billion below the line), and that the reMainder $4 billion will be 
used to increase reserves. 
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Kor ean Representative: 
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IMF Representati ve: 

The Kor ean representatives noted that fiscal policy for 1988 was designed 
to MiniMize the recourse of the GovernMent to the banking systeM, and help to 
absorb the liquidity increase generated by the balance of payMents surplus, and 
thus reduce inflationary pressures. Following a surplus in the consolidated 
central governMent accounts in 1987, the Korean representatives were of the 
view that a surplus in 1988 was also likely. As revenue projections were 
prepared in July of last year the strong revenue perforMance recorded in 1987 
could not be taken into account. Thus, while revenue was prograMMed to 
increase by soMe 14 percent over the 1987 budget, the increase over the 
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preliMinary 1987 outcoMe is only 4.5 percent. Whereas a suppleMentar y budget 
is not li kely in view of the inflationary iMpact of such a Measure, a favorable 
revenue perforMance could give rise to further reductions in tax rates on 
consuMer goods. 

No new tax Measures were introduced with the 1988 budget, although se veral 
changes took place before and after the budget went into effect. On October 
1987, the duty rate on iMported petroleuM was lowered froM 24.5 percent to 10 
percent; in late March 1988 special excise taxes on 30 consuMer iteMs were 
lowered froM 5-100 percent to 3.5-70 percent. In addition, the education ta x 
which was introduced in 1982 for a period of five years has been e x tended. 

Total expenditure and net lending were budgeted to increase by 12.9 
percent over the 1987 budget, with current and capital spending rising at the 
saMe rate. 

The wage bill is budgeted to increase by 17.6 percent over last year. 
Wages to governMent eMployees are planned to rise by an average of 13.6 percent 
following an increase of 7.8 percent in 1987, with lower wage earners 
receiving--a relatively larger increase. EMployMent in the GovernMent is 
expected to rise by 2.9 percent following a siMilar increase in the previous 
two years. The expansion in governMent eMployMent reflects largely increases 
in the nuMber of teachers and police. Recent developMents in governMent 
erciployMent , are as follows: 

1985 1986 

Total governMent eMployMent 464,394 4 72 ,550 

Percentage over previous year 1 .8 2.8 

1987 

485,812 

2.8 

1988 
Budget 

499,400 

2.8 

Subsidies and other current transfers are budgeted to increase by 15.7 
percent over 1987. Local governMent will receive in addition to the 13.27 
percent of total internal tax revenue sharing, W 180 billion froM governMent 
Monopoly revenue. 

The agency for foreign aid--Official OevelopMent Assistance ( ODA ) has 
prograMMed to expand its foreign activities on grants and loans froM 
$94 Million in 1987 to $172 Million; grants are expected to increase froM $9. 1 
Million to $10.7 Million. Loans are granted for a period of 20 years with 
interest ranging froM 4 to 6 percent although the interest change on Most loans 
is only 4 percent interest. 

The financing of the budget deficit was to consist of doMestic sources: 
W 746 billion froM the banking systeM and W 827 billion froM nonbank sources. 
According to the definitions of the Monetary survey, net credit froM the 
banking systeM to the GovernMent will aMount to W 153 billion. If a sMaller 
budget deficit were recorded, net bank credit to the GovernMent would adjust 
accordingly leaving nonbank borrowing intact. Net financing abroad will be 
virtually zero. External debt repayMents in 1987 by the central governMent 
aMounted to $1,111 Million, of which prepayMents were $250 Million. Total 
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prepayMents of external debt by the governMent including governMent-guaranteed 
debt equalled $2,522 Million, of which prepayMents--$1 ,456 Million. In 1988, 
the Gov ernMent is expected to prepay about $1 billion on e xt ernal debt 
including governMent-guaranteed loans . 

Priorities under the budget include defense, education and social and 
rural developMent. 

The defense budget has been targeted at 6 percent of GNP as a MediuM-terM 
objective. As econoMic growth in recent years exceeded original budget 
projections, the rate of growth of defense e xpenditure lagged behind and its 
share in GNP declined soMewhat. In 1988, the defense budget was prograMMed to 
grow by 13.0 percent over the 1987 budget. 

Expenditure on education is budgeted to increase by 17.0 percent over 
1987. The education budget is coMposed of two categories : expenditures for 
national education establishMents and services, and transfers to local 
governMents earMarked for priMary and secondary education. An iMportant 
objective of the 1988 education budget is the reduction in the nuMber of 
students per class in priMary and secondary schools froM 58 to 56 students. To 
this end, the nuMber of teachers and the appropriations for construction of 
school facilities have been raised. 

The 1988 budget introduces three basic social security prograMs: national 
pension systeM, MiniMuM wage and nationwide Medical insurance systeM. 

Under the new national pension systeM, all eMployers and eMployees are 
required to contribute 1 .5 percent of gross wages. The national pension will 
be consolidated with the central governMent and its contributions will be 
invested in selected securities or lent through the Fiscal InvestMent and 
Financing Special Account ( FIFSA) to the National Housing Fund. In 1988, 
contributions are expected to reach W 560 billion, whereas Managing expenses 
will aMount to W 22 billion. The MiniMUM wage legislation which was introduced 
with the 1988 budget will have no direct budgetary iMplications as no 
governMent eMployees are at the MiniMUM wage range. 

Medical insurance prograMs will be extended to rural areas in 1988 and to 
urban areas in 1989 . The extension of insurance to rural areas will cover soMe 
8 Million new participants. Total cost of the prograM in 1988 is estiMated at 
W 230 billion, of which budgetary support will aMount to W 81 billion, as the 
Go vernMent plans to bear a portion of the insurance preMiuM for rural low 
incoMe groups. Under the Medical insurance prograM, participants pa y 2 percent 
of their gross incoMe and receive coverage of 80 percent of hospitaliza t ion and 
55 percent, physician costs. 

GovernMent expenditure on science and technology are budgeted 
by 13.9 percent over 1987 to W 630 billion, or 0.6 percent of GNP. 
with private sector investMents, total national spending on R&D is 
rise froM 2 percent of GNP in 1987 to 2.4 percent in i988 . 

to increase 
CoMbined 

e xpected to 
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Mr. Byeon agreed that in an open econQMY with fixed exchange rate, the 
supply of Money is endogenously deterMined by Money deMand. In his opinion, 
the fast growth of the Korean econoMy coupled with its increasing Monetization 
were causing a rapid growth of Monetary aggregates and were a reason for 
considering higher targets for Monetary growth. The Monetary target for 1987 
for the annual growth of end of period M2 had been listed as a range of 15 to 
18 percent; the upper liMit of the target range was exceeded in 1987 as end-of­
period M2 (excluding Certificates of Deposit ) increased by 19.3 percent. The 
Monetary target for 1987 could not be set at a higher level because an annual 
growth of M2 exceeding 18 percent is not politically acceptable. The public is 
very aware of the risks of overheating the econoMy and have a Mar ked fear of 
inflation. 

The Monetary target for 1988 considers an annual growth of the end of 
period M2 equal to 18 percent and was deri ved froM projections of 9 percent 
growth in real GNP, 5 percent inflation in consuMer prices and 4 percent 
reduction in the incoMe velocity of Money. The latter is consis te nt with th e 
tr end of increasing Monetization of the Korean econoMy. 

The Monetary authority was studying Modifications of the Money supply 
definition used to set the Monetary target. The new Money definition would 
exclude tiMe deposits in the banking sector with Maturity period exceeding a 
certain liMit. 

Monetary stabilization bonds 

In order to curb the fast growth in Monetary aggregates, the Bank of Ko rea 
increased the sale of Monetary stabilization bonds (MSB); during 1987, the 
stock of bonds outstanding was increased froM 3.1 trillion to 7.5 trillion won. 
In addition, open Mar ket operations directed to the reduction of liquidit y were 



also conducted through the sale of Treasury bills and Foreign Exchange 
Equalization Bonds. 

Nonbank financial institutions have been directed to buy MSBs in order to 
share with the Bank of Korea ( BOK ) the cost of reducing the growth of Money 
supply and controlling inflation. The financial institutions that have 
accepted MSBs froM the BOK have Made losses as the interest rate pa i d by the 
bonds is lower than the one of alternative investMents and the bonds are traded 
in the secondary Market at a discount. The MSBs have Maturities ranging froM 
26 to 360 da ys and pay interest at an annual rate of 12.5 percent. In the 
secondary Market, the yield of Monetary Stabilization Bonds fluctuates between 
15 and 16 percent per year. About 50 percent of the bonds issued are held by 
the NBFis and the other half is resold in the secondary Market to insurance 
companies, securities firMs, and to the general public. 

The Monetary authority has iMposed ceilings on the coMMercial banks' 
outstanding CDs and have issued recoMMendations on the interest rate the CDs 
can pay on theM. The ceilings are iMposed in order to shelter the nonbanking 
financial institutions (NBFis) froM the coMpetition of coMMerc1al ban ks and to 
enlarge the Market for stabilization bonds. In March 1988, the ceilings for 
comMercial bank CDs was 2.6 trillion won and the aMount outstanding was below 
1 .6 trillion; the interest rate on CDs, 10.25 percent; was well below the 
secondary Market yield of stabilization bonds, 15 percent. 

Mr. Byeon explained that the monetary authority has to weigh the 
advantages of controlling Monetary expansion and inflation with the effects of 
the restrictive credit policy on the interest rates and financial Markets. An 
excessive eMphasis in Monetary control, added to the uncertainties created by 
political developMents and the exchange rate adjustMent, could eventually lead 
to a reduction of stock Market prices, a private sector portfolio shift toward 
real estate and soaring real estate prices. The increase in real estate prices 
is considered to cause significant increases in production costs. 

Credit controls 

A large current account surplus can be Made coMpatible with price 
stability through tight doMestic credit and high interest rates. In order t o 
achieve this result, coMMercial banks have received window guidance according 
to which a convenient level of credit has been suggested; coMMercial banks are 
directed to keep the undisbursed funds in the Monetary stabilizat i on account, 
which pays an annual interest rate of 8 percent. The reserve requireMents f or 
ban king institutions have been increased froM 4.5 percent to 7 percent and no 
interest is paid on reserve deposits. The aMount of banking sector credit made 
available to exporters by the banking systeM has been reduced froM W 670 per 
dollar exported to zero for big firMs, and froM W 700 per dollar e xported to W 
450 per dollar exported for sMall- and MediuM-sized firMs. The Monetary board 
has reduced t he rediscount ratio froM 60 percent to 40 percent for large firMs; 
and the big congloMerates have recei ved indications to reduce their le vel of 
doMestic credit froM the banking systeM in aMounts ranging froM 5 to 10 
percent. 

At the present level of the controlled interest rate and given the tight 
credit policy iMpleMented to Meet the Monetary target, there is an e xcess 
deMand for credit that has led to the use of direct credit controls. The 
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direct credit controls create incentives to over-borrow and to delay as Much as 
possible the repayMent of credit outstanding because private firMs have no 
guarantees that they will have access to credit in the future and they prefer 
to hold additional Monetary or financialassets instead of reducing their 
indebtedness. 

Foreign borrowing by private firMs is forbidden, Moreover large private 
firMs have been persuaded to reduce their ext ernal debt in spite of the lower 
cost of foreign borrowing relative to doMestic. These restrictions have 
allowed to partially avoid the liquidity expansion that would otherwise result 
froM the international int erest rate differential--interest rates in won 
exceeds coMparable dollar interest rates in the international Mar ket and the 
won is expected to appreciate against the dollar. In addition, foreign credit 
restrictions are used to achieve the social goal of reducing the foreign debt. 

The systeM of credit controls and the efforts directed to curbing the 
liquidity e xpansion has had negative effects on the profitability of financial 
institutions including coMMercial banks, nonbanking interMediaries and the 
central bank. 

The higher required reserve ratio on bank deposits coupled with the 
suggested credit liMits and the low interest paid by the Monetary stabilization 
account (relative to the yield of alternative assets) have reduced the 
profitability of the coMMercial banks. 

The acceptance at face valu e of stabilization bonds that are priced at 
a discount in the secondary Market has reported losses to nonbanking financial 
institutions (NBFis ) . The NBFis by purchasing MSBs at face value have Made an 
annual loss estiMated at about W 140 billion in 1987. That result is obtained 
considering a total stock of MSBs of 5.6 trillion won and that the annual yield 
of MSBs in the secondary Market exceeded the face yield of the bond by 3.5 
percent. 

The Bank of Kor ea has Made losses estiMated at W 580 billion through 
the sale of MSBs. These losses represent the excess of the interest paid on 
outstanding MSBs by the BOK ( estiMated in W 720 billion ) over the return 
obtainable by investing the proceeds of the bonds in the accuMulation of net 
foreign assets. The BOK issues bonds in won offering an interest rate of 12.5 
percent and uses the proceeds to accuMulate net foreign assets (reducing 
foreign liabilities or accuMulating foreign assets) that y ield only 8 percent 
in dollars, while the dol ar depreciated by 6.7 percent against the won. The 
bond interest rate was assuMed equal to 12.5 percent, th e international 
interest rate in dollars equal to 8 percent, and the annual won-dollar 
appreciation rate equal to 3 percent, the stock of bonds outstanding was 
assuMed equal to 5.76 trillion won. 

Interest rates 

Mr . Byeon explained that there have been no significant changes in the 
interest rate during last year. The only interest rates that genuinely 
represent Market forces is the interest rate in the unregulated Money Market 
which has been relativel y stable since Mid-1985 at an annual rate of 25 to 27 
percent. The controlled loan interest rates have been kept stable with ranges 
between 10 and 12 percent; and the interest rate paid by tiMe deposits and CDs 
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have also been kept stable ranging froM 6 to 11 percent per annuM depending on 
Maturity . 

The Monetary authority was not opposed to the liberalization of interest 
rates, however the business coMMunity has lobbied against that reforM as they 
consider that the interest rates would increase if the rates were let to follow 
Market forces. In addition, the liMitations and underdevelopMent of the Market 
for securities have Made firMs dependent on the financial systeMs to obtain the 
required financing for their operations and e xpansion. 
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The Korean Foreign Trade Association <KFTA) is a private 
organization which has More than 1,300 MeMbers who are either exporters 
or iMporters or both. It extends various services to its MeMbers by 
providing inforMation concerning Markets, coMMOdities, governMent 
policies, trade environMent in Japan, the US and other countries. 
Also, it Makes recoMMendations on trade policy to the governMent. 

By and large, the MeMbers of KFTA are becoMing More concerned by the 
pressures being exercised by other countries. In terMs of the policy 
Measures being iMpleMented, KFTA MeMbers feel less pressure froM the 
liberalization drive than froM the appreciation of the won. SoMe firMs 
were still expanding, others were going bankrupt. 

KFTA was strongly recoMMending to the governMent to accelerate the 
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 exports, Korea will be graduated froM the US's 
GSP next year, and prices of raw Materials in the international Markets 
were increasing. Last year's appreciation of the won was More easy to 
absorb because the yen and the Taiwanese dollar were Moving in the 
saMe direction as the won, but now these currencies were depreciating 
vis-a-vis the dollar. This resulted ina a loss of coMpetitiveness, 
bankrupticies and uneMployMent. Ten coMpan1es had already stopped 
exporting-- sMall and MediuM-sized enterprises. Japan and Taiwan had 
enjoyed trade surpluses for Manu years and had built Muscles, while 
Korea had only two years of surpluses aMd its Muscles were still weak. 
The won was not a convertible currency so it was iMpossible to tell 
what its value should be. 

Mr. Neiss pointed out that although it was true that wages were 
increasing in Korea Much More rapidly than in coMpetitor countries, 
Korea's wage levels were still Much lower than in coMpeting countries. 
Mr. Lee agreed but pointed out that another negative effect on 
coMpetitiveness caMe froM the increased cost in the iMports of raw 
Materials originating in Japan due to the strong yen. While Japan 
could squeeze local suppliers to absorb the effects of the appreciation 
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of its currency, Korea was not in a position to do that. 

To the question of why Korea was not switching to the US Mar ket, 
Mr. Lee responded that there were genuine difftculties to do so . The 
KFTA had prepared a list of 350 iteMs whose iMportation could i n 
principle be shifted t o the US Market, but US suppliers were very slow 
in responding coMpared to the Japanese suppliers. 

Thus, the KFTA was recoMMending a slow appreciation of the won to 
give tiMe for rationalization of ManageMent, increase in productivity, 
and investMent in research and developMent to take place. They should 
Move to open the Market faster. The KFTA would like the governMent to 
reMove all non-tariff barriers instead of accelerating the appreciation 
of the won. ProbleM areas were those where the US cannot substitute 
for Japanese iMports. The US can only sell to Korea agricultural 
products, high-tech products, and services . The US could not sell More 
of these product s to Korea even if the won was adjusted . Agricu lt ural 
goods already represented one t enth o f iMports, high- t ech produc t s were 
not produced in Korea, and in services US ManageMent was More advanced . 
So, if Korea opens its Market iMports of these kinds of products could 
increase without any harM done to the Korean producers. All these 
iMports were related to Market opening and were not price related. 

To the question of how fast can Korea open its Market, Mr. Lee 
answered by explaining the iMport liberalization drive which had already 
taken place and did not elaborate with respect to the future. 
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I NTERNATIONAL MONETAR Y FUND 

Korea--1988 Article IV Consultation 

Technical Meeting on EconoMic ManageMent Plan 
and Balance of PayMents 
EconoMic Planning Bureau 

March 18, 1988 at 2:00 p.M. 

Meeting No. 1 4 

Korean Representatives: 

Mr. Maeng Jung-Ja, Director, 
EPB, Financial Planning Division 

Mr. Cho In-Kang, Assistant Director, 
EPB, Financial Planning Division 

Mr. Chin Young-Kon, Assistant Director, 
EPB, Overall Planning Division 

Mr. lee Jong- Kap, Assistant Director, 
EPB, Overall Planning Division 

Fund Representati ve5: 

Mr. Neiss 
Ms. Jul 
Mr. Baban 
Ms. Tseng* 
Mr. f<a t z 
Mr. Le Fort 

The Korean representati ves provided the attached tables which show the 
differences between projected and actual current account outcoMes in 1987 and 
c urrent account projections for 1988. 

The projections were discussed at a subsequent technical Meeting. The 
Main differences between the EPB and Fund staff projections were e xports and 
serv ices payMents. EPB's export projections are based on letters of credit 
recei ved through (Most of) the first quarter of 1988. The substantial 
deceleration in exports is attributable to the effects of the wage increases, 
the appreciation of the won, and doMestic capacity constraints ( with the 
operating ratio in the Manufacturing sector reaching a historical high of 90 
percent ) . The Fund representati ve said that the staff's projections for 
e xports also iMply a substantial deceleration in exports during 1988 . Howe ver, 
t he Fund representative questioned the plausibility of the sharp decelerati on 
projected by EPB, particularly the growth rate for the first quarter ( 28 
percent ) which is below the growth recorded, thus far during 1988 (39 percent 
through Mid-March ) . EPB's projections for new exports also show sharper 
deceleration, coMpared with the Fund staff's projection. The Korean 
representative cited protectionisM, particularl y the antiduMping charges on 
autoMobiles in Canada, as an iMportant factor for the sharp deceleration in new 
e xports. Quarterly data on new e xports which were provided subsequentl y did 
not show a decelerating trend for new exports in 1987. 

On the iMport side, the EPB projections included $2.5 billion iMpcrts on 
account of policy Measures ( #1 .5 billion for special foreign currency loan and 
$1 .0 billion for iMport liberalization and tariff cuts). The Korean 



representative said it was difficult to deterMine wh e ther iMport5 financed by 
these loans were indeed additional iMports, but considered that soMe of theM 
could be additional because of the favorable terMs of the foreign currency 
loans. Of the $3 billion in loans provided in 1987, $1 billion goods were 
iMported in 1987, and the reMainder $2 billion goods would be iMported in 1988; 
in addition, another $3 billion in loans is available in 1988. In calculating 
the $1 .5 billion additional iMports on account of fin a ncing, EPB assuMed that 
40 percent of the $2 billion iMports carried over froM 1987 would repr e sent 
additional iMports, and 60 percent of the iMports financed by 1988 loans would 
be iMported in 1988, of which 40 percent would repres e nt additional iMports. 

EPB projections for travel and other servic e s payM e nts were $0.6 billion 
above staff estiMate. The Korean representative said that the liberalization 
Measures 1MpleMented during the latter part of 1987 and early 1988 will 
increase services payMents significantly. The Fund representative noted that 
the staff projection for travel and other servic e s payMe nts was already higher 
than growth rates recorded in previous years; travel payMents are projected to 
increase by 25 percent in 1988, coMpared with 14- 15 percent in 1986-87; other 
services payMents are projected to increase by 20 percent in 1988, coMpared 
with 13-19 percent in 1986-87 . 



lNl~kNhllUNAL MUN~IAkY rUNU 

Korea--1~88 Article lV Consultation 

Minutes of Meetings with the Ministry ot rinance 
on riscal UevelopMents in 1~8-/ and Policies 

rriday, March 18, 1~88, ~=~~ p.M. 
and continued luesday, March ii, ~=6~ a.M. 

Meeting No. 1::::> 

Korean kepresentatives: rund r-<epresentatives: 

Mr. Lee Chong-Min, Uirector, international Mr. Katz* 
laxation Uivision 

Mr. Hong Young-Man, Ueputy Uirector, 
lnternational laxation Uivision 

f"1r . K i M U I<. - J oo , U e put y U ire c t or , I re as u r y U e p t . 
Mr. Lee Pon-Young, Uirector, SettleMent Uivision 
Mr. Uh Se-Woong, Ueputy Uirector, SettleMent 

Uivisi on 
Mr. Lee Yong-Keun, Uirector, lreasury Uivision 

ihese Meetings focused on revenue developMents in 1~8-/, revenue 
projections tor 1~88, tax policy issues, and the expenditure outcoMe of 1~8-/ . 

lhe Korean representatives said that the strong revenue pertorMance of 
1~8-/-- 1~ . 1 percent increase over l~bb--was well in excess of original budget 
projections and reflected the sharp increases in exports, iMports and □ oMes ti c 

econoMic activity; tax revenue increased even More rapidly--i0.i percent over 
1~86. 

~trong growth was recorded in corporate incoMe tax receipts--4~.~ percent 
over 1~86. As corporation pay incoMe ta x in two installMents--Jul y of t he saMe 
tax year on assessed incoMe and March of the following year on the actual 
balance tor the previous year, the possible negative effects ot the currency 
appreciation and the wage awards did not have an adverse effect on corporate 
incoMe tax in 1~8-/ . kevenue froM individual incoMe tax and social security 
contribution also rose sharply largely as a result of wage awards which were 
granted in the second halt of the year. 

ia :<es on goods and services recorded a More Modest increase--8.L percent-­
well below the growth of private consuMption and short of the 1~8-/ budget 
projection . ~xcise tax revenue rose by 10 percent reflecting a reduction in 
tax rates on consuMer durables in Mid-1~8-/; the revenue loss ot this reduction 
was estiMated at W ll.8 billion and its effect on the wholesale price index--
0.l.l. percent. 
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lax es on iMports, including the L.~ percent defense tax, increased by 
Jb.4 percent as a result ot a sharp rise in iMports and an increase in the 
iMport duty on petroleuM to L4.~ percent troM S- 1~ percent in Most o f l~db. 
kevenue froM the iMport duty on petroleuM increased froM W l~L billion in l~bb 
to W 4~0 billion in 1~8 -/ . ihe average effective iMport duty rate on total 
iMports rose troM ~-0 percent to 10 . 1 percent in 1~8-/ and average duty rate 
excluding petroleuM increased froM ~.j to ~-8 percent, notwithstanding soMe 
reductions in tariff rates. 

ih e 1~88 budget introduced no new revenue Measures. However, the 
reduction in the petroleuM iMport duty troM L4.b to 1~ percent in Uctober ct 
1~8-/ is expected to result in revenue loss of W lb~ billion in 1~8d; and the 
cut in special excise tax rates of end-March 1~88 troM ~-1~~ to 6.b- ·/ ~ percent 
is projected to reduce revenue by W 1·10 billion in 1~88 and lowe r the wno1esa1e 
price index by ~-l~ percent. 

Since the 1~88 revenue projections were prepared in July of 1~8 -/, th e 
strong revenue pertorMance could not have been foreseen and as a result the 
rate at increase of revenue projected in the 1~88 budget over the 1~8-/ 
preliMinary actuals is 4.~ percent, while noMinal bN~ is e xp ected to increase 
by 14.~ percent. lhe Korean representatives explained that one way of 
adjusting the 1~88 revenue projections would be to apply the rate of growth ct 
revenue in the 1~88 budget over the 1~8·t budget--16./ percent-- to the l~b ( 
preliMinary actual revenue. 

lurning to tax incentives to saving, the Korean representati ve e xplained 
that interest incoMe is treated More favorably than either corporate or wage 
incoMe. interest incoMe is not globalized with other sources of incoMe and is 
subject to a tax ot 10 percent, well below the jj percent corporate ta x and 
equal to the low range of tax · brackets tor individual incoMe. ln addition, 
sMall savers with accounts up to W ~ Million per household are subject to a S 
percent withholding tax provided that such deposits reMain with the banking 
systeM tor More than one year . Also, certain categories of savings receive ta x 
credit. kesidents with savings through the National Savings Association can 
deduct an aMount equi valent to S percent ot the saving troM the global incoMe 
tax aMount ; MeMbers of ~Mployees Stock Holding Associations with saving through 
the association tor holding ot stock ot their coMpany can deduct troM the 
global incoMe tax an aMount equivalent to the saving; and MeMbers ot sucn 
associations who recei ve their coMpany stock as bonus or retireMent allowance 
can deduct lb percent ot the acquisition value ot the stocks troM the global 
incoMe tax aMount. 

ihe Kor ean representative noted that these clauses provide incenti ves to 
saving, in particular to sMall household depositors. lh e reduction ot the 
withholding tax rate on interest incoMe of deposits up to W S Million troM 10 
to~ percent effective 1~8b could have been a contributing factor to the 
upsurge of the national saving rate, although a quantification of its iMpact 
would be a difficult undertaking. 

Un export proMotion scheMes through the tax systeM, the Korean 
representatives e xplained that a build-up ot reserve tor e xport l oss tor 
overseas Market developMents, and fo r price fluctuations have virtually no 
ef f ect on tax revenue. lhey Merely delay the tax payMent troM the year during 
which the reserve has been appropriated to the tallowing three years (the tax 
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is paid in three equal 1nstallMents ). lhe possibility was raised, however, 
that under conditions of steady e xp ansion in exports, the first two reserves 
would be expanding and thus there would be a More perManent revenue loss: the 
revenue loss would be equal to 1 percent of the increase in the won valu e of 
e xports Multiplied by the 66 percent corporate tax rate. Consequently, in 1~8/ 
the increase in exports aMounted to W 8,l~~-8 billion and the revenue loss ( as 
a result ot the increase in the reserve tor export loss ) would be 
W ib.8 billion <W ~j.b billion tor the first two reserves, or ~. ·1 percent of 
the increase in exports ) . lt was also explained that the special depreciation 
allowance to e xports has a negligible effect on tax revenue because it 1s 
liMit ed to 60 percent of the ordinary depreciation aMount. 

lhe Korean representatives noted that the Ministry of ~inance was 
considering to have these incen tives abolished during the course of 1~88 . 

lurning to the e xpenditure outcoMe in 1~8 -/ , the Korean representati ves 
reMarKed that preliMinary actual data would not be available before April 1~ , 
1~88; the various funds and special accounts subMit their l~b ·t balances by end­
March. hs preliMinary data on the beneral Account and the brain ManageMent 
~und are available, they suggested that teMporarily the 1~8-/ preliMinary 
actuals would be based on the 1~8-/ budget adjusted tor the beneral Account and 
the brain ManageMent ~und taking account of the flood relief. lhus, the 
original central governMent expenditure budget ot W 18,6~6 billion would have 
to be raised by W ~0~ billion--tlood relief, less W ·18 billion of unused funds 
to a suM total of W 1~,~L~ billion and revenue would be ad j usted upward by W 
1 ,~6-/ billion over the original budget to W 18,860 billion. lhe resulting 
deficit would aMount to W lb~ billion coMpared with an original deficit ot W 
1 ,L80 billion . Uwing to a ess favorable pertorMance of the brain Mana geMent 
~und, revenue of the consolidated central governMent would have to be lowered 
by W ·16 billion to W 18,8L1 and e xpenditure raised by W 1 lL billion to a total 
of W 1~,l~L billion; and the ensuing deficit would equal W j "/ 1 billion, 
coMpared to an original budget detic1t of W l ,6~1 bil ion. 

!he Korean representatives noted that the balances of the other accounts 
are likely to be More favorable and the resulting deficit could therefore be 
sMaller . !hey indicated that they would send to the lM~ the revised version ot 
!ables l V-1 through lV-4 ot the 1~88 questionnaire as soon as they becoMe 
a vailable ( after April 1~, 1~88 ) . 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Technical Meeting on Energy Matters 
Ministry of Energy and Resources 

March 2 1 , 1988 , 3: 30 p. M. 

Meeting No. 16 

Korean Representatives: 

Mr. Joo-Sok Suh, Director, Energy Policy 
Division 

Mr. Soon-Young Huh, Deputy Director, 
Energy Policy Division 

IMF Representatives: 

Mr. Saban* 

Mr. Suh stated that figures for energy use per won of real output showed ·a 
declining trend during the last five years. Though decreases in this ratio was 
recorded annually for the last five years, he cautioned that year to year 
changes could be Misleading because the nuMerator is not corrected for unused 
capacity. Energy plants always have to function at certain MiniMUM output 
levels regardless of deMand. He therefore suggested that the trend wou l d be 
the More Meaningful concept for analysis. 

Despite recent price decreases in the international and doMestic price of 
energy, the governMent is not flagging in its energy conservation efforts. 
Energy audits of heavy energy consuMers is a continuing prograM. Industries 
theMselves have a substantial interest in saving energy to reduce costs in a 
cliMate of rising wages. Savings are also generated by shifts in the indus­
trial structure froM heavy industries towards high technology and service 
industries. 

In decoMposing energy deMand by sector over the MediuM terM, the Most 
Marked change will be the increasing share of transportation in total deMand. 
This priMarily reflects the increased ownership of private cars. This 
prospect is Mirrored in the rising share, froM 1988 onward, of petroleuM in 
energy by source, priMarily at the e xpense of the share of coal. The shares of 
nuclear energy and hydroelectric power will reMain relatively stable dur i ng 
1988-91. KEPCO has contracted 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 
pace of converston of plants as well as investMent in distribution facilities 
to private hoMes and coMMercial facilities will liMit increased use of LNG. 
Also, the controversy over pricing with Indonesia is still not resolved. Both 
Korea and Indonesia agreed that LNG shipMents should be priced at Indonesia ' s 
"realized" price for petroleuM e xports. However, this has been interpreted by 
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Indonesia to Mean the posted price, which works out to $190 per ton. Korea has 
no Means to check actual discounted prices. Negotiations are continuing . 

Several days ago, doMestic prices of petroleuM products were reduced by an 
average of 10.6 percent, partly to reduce price pressures and partly to pass on 
the effects of won appreciation against the US dollar. This has Made doMestic 
coal even less coMpetitive, necessitating further subsidies while the industry 
is being rationalized. Further doMestic oil price reductions are possible in 
the course of 1988, if the won continues to appreciate and international oil 
prices reMain stable. 

PetroleuM, bituMinous coal, and uraniuM are 100 percent iMported. In 
addition, 11 .2 percent of anthracite coal is iMported. As energy requireMents 
rise with developMent, the iMport dependence ratio is expected to increase froM 
78 percent in 1986 to 83 percent by 1991. To reduce the vulnerability of Korea 
to disruptions of supply, Korean coMpanies have been given incentives 
(technical assistance, access to funds, and tax allowances) to invest in joint 
energy ventures abroad. While joint ventures in oil, bituMinous coal, 
anthracite coal, and uraniuM have been entered into, those for bituMinous coal 
have Made the Most progress. In 1987, the share of joint ventures in 
bituMinous coal iMports reached 18.7 percent, coMpared with 3 percent five 
years ago. By 1996, Korea aiMs for joint ventures to account for 30 percent of 
bituMinous coal iMports, 20 percent of oil iMports, 20 percent of anthracite 
coal iMports, and 30 percent of uraniuM iMports. 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Technical Meeting on Agricultural Matters 
Ministry of Agriculture, March 21, 1988, at 5:00 p.M. 

Meeting. No . 17 

Korean Representativs: 

Mr. Han-Kon KiM, Director-General, 
Agricultural Policy Bureau 

Mr. Chan Joon Sohn, Director, Agricultural 
Policy Division 

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

IMF Representative: 

Mr. Baban* 

Mr. kiM stated that, overall, 1987 was a difficult year for agriculture. 
There were two typhoons and five periods of heavy rainfall, 2 in July and 3 in 
August. The resulting floods daMaged about 462,000 hectares of land. Rice was 
the Most badly affected and total harvest declined for the thi rd year in a row. 
Heavy rainfall caMe during the seeding period for radish and Chines e cabbage 
and the prices of these products doubled over the those in the previous year. 
The barley and wheat crop was harvested in June and escaped daMage. The 
increase in barley and wheat production in 1987, after three years of continued 
decline, reflected a substantial increase in deMand for barley for brewing of 
alcoholic and nonalcoholic beverages. ConsuMing coMpanies have entered into 
buying contracts with farMers, specifying quantities, species, and prices. The 
GovernMent approves of this arrangeMent, as the farMers are assured in advance 
of a Market at agreed prices. 

The 9 percent decline in the fish catch in 1987 partly reflects the 
unusually high level achieved in the previous year. Also, cliMat1c conditions 
in 1987 were not as favorable. Adverse weather reduced the nuMber of fishing 
days, and therefore the nuMber of fishing trips . Also, the teMperature of the 
water rose on average, reducing the yield for cold-water species. 

The Most iMportant new Measure taken in 1987 in the agricultural sector 
was the establishMent of a facility to reduce the indebtedness of farMers to 
the unorganized financial Market, where interest rates were as high as 22 
percent. On March 12, 1987, the GovernMent allocated W 1 billion in funds to 
enable the national cooperative federations of agriculture, livestock, and 
fisheries to extend loans at low rates for the retireMent of high-interest 
indebtedness. As of March 10, 1988, about 87 percent this fund had been 
disbursed. In addition to this sweeping Measure, the GovernMent also reduced 
interest rates selectivel y to revitalize certain sectors. 
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The establishMent of new rural industrial estates, with a view to 
diversifying the rural incoMe sources and balanced regional growth, has been 
vigorously pursued. This prograM was started in 1986 and with 45 More estates 
built in 1988, the total would rise to 122. The industries in these estates 
need not necessarily be related to agriculture, there are no restrictions in 
this regard. FirMs are attracted to locate to these estates by infrastructural 
developMent borne by the GovernMent, tax exeMptions, and lower interest rates 
(9 percent instead of 11.5 percent). 

No iMport surcharges have been levied on coffee, sugar, or any other 
product. The legal docuMentation has been prepared but the GovernMent has he l d 
off froM iMpleMenting it. The IMF staff MeMber indicated that such surcharges 
run counter to the spirit of current policy, which points to liberalization. 
The funds collected were supposed to be destined to an integrated rural 
developMent fund, but this could just as well be provided through the budget. 

The deficit in the Grain ManageMent Fund continues to be of concern to the 
authorities and in 1987, the purchase price for rice was raised by 6 percent 
while the selling price was raised by 12.5 percent. Consequently, the iMpl1c1t 
subsidy declined froM W 11,530 per 80 kilograM bag to W 9,040 per 80 k1lograM 
bag. In the case of barley, the iMplicit subsidy rose slightly froM W 3,210 to 
W 3,430 per 76.5 kilograM bag, but operations in barley are fairly SMall. The 
Fund purchases Mainly low quality rice. In early March 1988, to ease pressure 
on food prices, the price of rice sales froM stock was reduced by 10 percent. 
The buying prices for rice and barley are announced just before the harvest, in 
the light of inflation and Market conditions. 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Meeting on Securities and Insurance 

Ministry of Finance 

Tuesday, March 22, 1988 at lC:30 a.m. 

Meeting No. 18 

Korean Representatives Fund Representatives 

Mr. Chung Duck-Koo, Director 
Securities Policy Division 

Mr. Park Hwan-Kyun, Deputy Director 

1. Policy measures 

Mr. Baban 
Mr. Le Fort* 

Mr. Chung explained that the authorities have implemented several 
measures in order to help further the development of direct corporate 
financing, to enhance 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 measures 
include: the revision of the Securities and Exchange Law, and of the 
Law on Fostering the Capital Market; the privatization of public 
corporations; incentives to direct savings by people in the low income 
brackets to the securities market; and the establishment of an over-the­
counter market for small and medium-sized firm shares. 

The new legislation protects the control by current owners of 
companies that go 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 hold. Each principal stock 
holder (those that currently control the big firms 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 restrictions to 
the issue of stock by private companies allowing firms going public to 
issue 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 
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the monthly salary in the security market and enjoy a tax credit 
equivalent to 10 percent of the value of the investment. 

In addition, financi al liberalization measures directed to ease 
restrictions on the domestic stock market and to i mprove its links with 
the international market were implemented in 1987. These measures 
include the establishment of the Korea-Europe Fund, the further issue 
overseas of convertible bonds, and the authorization to domestic 
securities companies to hold foreign exchange up to 10 million U.S. 
dollars. 

2. Developments 

Mr. Chung explained that the stock market has been in strong rally 
mainly due to the robust and improved growth prospects of the economy, 
to the large expansion of liquidity and to expectations of a future 
internationalizat i on of the domestic capi t al market. The links of the 
Korean market with the i nte rnational capital market are very limited due 
to the restrict i ons i mposed on the holdings of Korean Securities by 
foreign residents. Thus, the effects of the international stock market 
crash on the domestic market were very small and, by the end of 1987, 
had already been reversed. Most recently, the stock market entered into 
an adjustment phase in response to higher interest rates and to the 
expectations of large increases in the supply of stocks caused by firms' 
attempts at raising capital in the stock market. 

In 1987, the composite stock price index increased by more than 
90 percent. One week after the international stock market crash of 
October 1987, stock prices in Korea began to fall, but before the end of 
the year they recovered surpassing the pre-crisis level. The composed 
price indicator, which stood at 516.1 on "black Monday," fell to 509.1 
by the las t day of October, then recovered, reaching 525.1 by the end of 
the year . From the end of 1987 to ~id-Fetruary 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-1987 . 

The rapid rise in stock prices was faster in domestic industries 
including banking, insurance and construction than in 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 construction 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. 

I n 1986 and 1987, capital market act ivity 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 corporations. The growth of 
the capital market consisted in an increasing number of market 
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participants (the number of share holders and of companies listed 
increased sharply); and in an increasing value of transactions (the 
turnover of stocks and bonds, measured by their sale value, more than 
doubled). The total direct corporate financing increased from 
W 3.5 trillion in 1985 to W 5.1 trillion in 1987. While bond financing 
stood almost at the same level during the last three years, stock 
financing through public offerings and offerings to shareholders 
increased from W 0.3 trillion in 1985 to W 1.9 trillion in 1987. 

3. Forecast and future policy actions 

In Mr. Chung's opinion, a continuation 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 
transaction reached a volume of 5.7 million shares and a value of 
W 70.8 billion; in 1988 it is expected that the daily average volume 
will be about 8 million shares and the value will range from W 120 to 
W 150 billion. In the first two months of 1988 daily average 
transactions reached a volume of 70.2 million shares and a value of 
W 182.l billion. It is also expected for 1988 new stock issues for about 
W 3 trillion, and new bond issues for about W 3.4 trillion. In 1987, 
new issues were W 1.9 trillion for stocks and W 3.2 trillion for bonds. 

In Mr. Chung's opinion the current size of the Korean stock market 
is an impediment to expedite the internationalization of the capital 
market. The market is so small (US$33 billion, equivalent to one-half 
of total IBM stock) that can be subject to hostile take over and 
cornering from abroad. Other limitations for internationalization 
include the unavailability of public infor~ation on the financial 
condition of domestic companies, and the lack of adequate regulations to 
control inside-trading. In his opinion a sizable market growth and 
important structural changes should precede the internationalization of 
the domestic capital market. In the meantime, an indirect link with the 
international capital market will be provided through selling abroad 
mutual fund shares (like Korea Fund, Korea Euro-fund) and issuing abroad 
convertible bonds. In addition, the limitations on the holdings of 
foreign assets by domestic residents will be reduced. 



INTERNATIONAL MONETARY FU ND 

Korea-- 1988 Article IV Consultation 

Meeting on Foreign InvestMent and EconoMic 
Cooperation, Ministry of Fi nance 1/ 

Tuesday, Ma r ch 22 , 1988, ~1 : 00 a.M. 

Meeting No. 19 

Korean Representatives 

Mr. Mahn-Ki Yang, Director, Foreign 
InvestMent Policy Division 

Mr. Yeun Yong-Ro, Deputy Di rec t or, 
EconoMic Cooperation Division 

Mr. Sung Bae KiM, Assistant Director , 
EconoMic Cooperation Bureau 

Fund Representatives 

Ms. Jul* 
Mr. Saban 

Mr. Yang delivered a set of answers to the questions which had been 
advanced by the Mission prior to the Meeting (attached). 

Last year there was a record level of foreign direct investMent 
applications. They aMounted to US$ 1 .1 billion coMpared to only US$ 300 
Million in 1986. The liberalization drive had been iMportant, although 
there were soMe sectors where the ratio was still low, well below the 
average. To attract foreign direct investMent a sector has to present 
a high liberalization ratio, grant tax incentives, have an adequate 
infrastructure and high skilled wor kers. The international 
coMpetitiveness of the won was also a very iMportant eleMent. 

In regional terMs , investMents by European countries expanded 
significantly in 1987, in particular in the steel sector. European 
f irMs were More interested in investing in Korea than the Japanese 
f irMs . The share of the US was also declining. 

In terMs of the liberalization plans, Mr. Yang stated that they will 
open the services sectors gradually. They were preparing regulations 
concerning investMent in the insurance sector (provided t9 us at the 
Meeting on March 28). 

They will abolish Most tax incentives for export irrdustries effective 
April or May 1988. The tax incentive systeM will reMain only in the 
area of high tech industries and for investMents by Koreans residing in 
foreign countries. Incentives provided consist of i ncoMe, corporate, 
dividend, acquisition and registration tax e xeMptions. IMport duty 
e xeMptions are effective only for industries in the Manufac t uring sector 
which are e xeMpt froM incoMe tax . The iMport duty e xeMption was 

1/ Additional clarifications on the Mater i al provided in this Meeting 
were obtained froM Mr. Yang at a Meeting on March 28, 1988. 
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reduced last year to only 70 percent of the duties. Also, until last 
year there were several industries benefiting froM tax incentives, such 
as hotels, export industries, and high-tech-industries. 

At present the Ministry of Finance was worried about getting too Much 
foreign direct investMent because the cash ratio of foreign investMent 
was very high : 70 percent. The price of land was high and the doMestic 
3uppliers could supply a large portion of the required capital 
aquipMent. They expected the cash ratio to increase to about 80 percent 
at the end of this year. The only tool thay had to discourage foreign 
investMent was to reduce tax incentives. 

EconoMic OevelopMent Fund 

Two projects had been approved as of December 1987. Approved by the 
~:orean governMent but not yet accepted by the countries concerned. One 
was a project in Indonesia, a bypass aMounting to US$ 13 Million, the 
other was a project for procureMent of locoMotives in Nigeria aMounting 
to US$ 10 Million. 

The Fund operates on the basis of applications. The capital 
for the Fund aMounts to US$ 60 Million. Loans will be given in won, to 
be converted to US$ at the Bank of Korea. Given the appreciation of the 
won, interest rates charged are at present too high so they were 
revising the terMs. 



Discuss measures implemented in 1987 regarding foreign 

investment in industrial sector and measures being 

considered to be implement2d in 1988 and beyond. 

On April 6, 1987, twenty-six more manufacturing 

industries were opened to fore~gn 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 manufacturing sector almost completely open. 

Likewise, the combined percentage for all industrial 

sectors has now increased to 78.9 percent. 

On July 1, 1987 a variety of changes made to improve 

Korea's foreign investment system went into effect 

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 Approval System, relaxation 

of post-investment controls, and reduction of special 

tax incentives. 

The Korean government will revise the Negative List 

to increase industries in which foreign investment is 

allowed, while it will reduce tax exemptions granted 

to foreign investors so that domestic.and foreign 

invested firms will be able to compete on an equal 

basis. 

In addition, our government is stressing a policy of 

qualitat'ive, rather than quantitative development and 

will diversify foreign investment source ~y encouraging 

foreign investment from European countries. 



Disc~ss measures implemented in 1987 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 foreigners. This resulted in liberalizat i on of 

97.5 percent of the manufacturing industry. We are 

now pursuing similar liberalization of the service 

~ector, but at a gr2duated 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, mov i e distribution and production and adverti­

sing industries in which foreign investors have 

displayed much interest. 

The Kore~n government will continue to gradually open 

the service sector in accordance with the national 

economic & social development. 



., ......__,_ Sec-::.or 
·- ~ Manufacturing Year ----, .... , . Service 

'81 129 23 

'82 122 65 

'83 103 164 

' 84 254 167 

'85 181 347 

'86 269 87 

'87 775 281 

(Unit : US$ million) 

Agriculture, 
Fishing, Mining 

1 

2 

2 

1 

4 

1 

4 

Total 

153 

189 

269 

422 

532 

354 

1,060 

-----------------------· -------------- . --------------



Discuss the effects of the measures implemented so far 

in foreign investment approved and effected by sectors 

and by countries. 

Nineteen-eightly-seven witnessed increased levels 

of foreign investment in Korea. $urmounting difficult 

challenges on the domestic front, Korea ended the year 

boasting a total foreign investment approved amount that 

tripled that of 1986. 

A. Investment by Country 

Total foreign investment on an approval basis reached 

US$1,060 million compared to US$354 million in 1986. 

Total investments approved by country show the US at 

US$225 million, 21 percept of total investments with 98 

investment projects. Japan invested 0S$494 million in 

207 projects, representing 47 percent of total inve s tmetns . 

European countries invested 0S$210 million in 40 projects, 

a 20 percent share of total inves.tments. Investments by 

other countries recorded US$101 million for 33 proejcts, 

9 percent of the total. 

B. Investment by Industry 

Translated into investment according to industry, 

the manufacturing sector garnered the l~rgest share of 

foreign investment, recording US$775 million 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 US$ 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 

US$3 million, 0.5 percent of total investments. 



---------- --------------

C. Analysis 

This outstanding performance brings the total 

foreign investment amount since 1962 to nea rly US$4.7 

billion. Further, accompanying the new investment 

projects was a change in their composition. Responding 

to efforts by the Korean governmen~_, fore iq n j_nvestments 

have d iversified with increased investment by European 

countries and greater investment in the manufacl.uring 

sector, particularly high-technology indusl:r.ies. 

Foreign investments increased despiLc adv e rse 

domestic conditions because of Korea's continued efforts 

to provide a favorable investment climate and to libera-

lize foreign investment. 

had a positive effect. 

The strong Japanr~se yen also 

D. 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 for·eign­

invested enterprises produced 1.8 of GNP. l\nd tlte 

foreign-invested enterprise's exports and employment 

accounted for about 11% of the total exports and 5.2% 

of all the manufacturing industries. 

E. Prospects for 1988 

The outlook for foreign investment in 1988 is 

similarly· bright. A robust economy and prime investment 

climate makes Korea an ideal investment country. 



As Korea continues to further liberalize its markets, 

with particular focus on the service sector, and initiate 

steps to further simplify foreign investment procedures, 

it expects to attract greater numbers of foreign investo rse 
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(Unit Mil 1 i o !1 Do 1 1 a r ) 
:-----'-----'---""------'--;----'--------------'-....;._-.:,_____;;._____;_ __ ,,__---=---..;.____c=--___:...-_.:.• _ __;__....;.__.:...____;__....;.__:______: _ __:._ _ __;__...!.-----'---'---, 

Approved Amount Effected Amount j 
C l a S S i f i c 2 t i o ;-, ----------..------.----------- ----·----- --··---------------------~ 

'62-'84 '85 '86 '67 Total '62-'84 '85 '86 '87 Total 

- - ----------1- ----------·-+--------,~-----+------+-------4-------------+------------, I By Country 2,746.0 531.7 353.7 1,060.2 4,692.8 1,922.0 235.8 
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3,260.0 

, - - - --------· ·-+------- ----------+------+-----+----_.., ____ __; __ ____ ____,,__ __________ , 
1 

United States 835.5 109.1 125.1 255.1 1,327.7 562.0 I 120.3 I 161.1 101.4 j 944.8 
··--------------- ------+------+------+-------+------+-----_;_----~------+-----~-----

Europe 243.4 40.0 63.4 210.0 556.3 31. 7 79.3 329.1 184. 0 ! 34.1 I 
1--------------t-------+--------,~-----,~-----+------+-------r------,-------+-------+------1 

Others 268.8 19.2 27.5 100.7 413.3 218.1 12.7 17. 3 71.4 319.S 
1-----------t------+------t------t-----~------l------ii------~----+------+-----1 

By Industry 2,746.0 

Chemical 384.8 

Foodstuffs 95.6 

Pharmaceutical 67.2 

Metal 112.8 

Machinery 136. 5 

Electronic 405.1 

Finan'cial Services 146.9 

Hotels anc. 540.9 

Tourism 

Construction 44.6 

Ot~ers 811.6 

531. 7 • 353. 7 

44.8 30.8 

3.6 44.4 

11.2 12.7 

2.6 7.6 

50.7 29.8 

55.8 6 6. 6 

17.3 10.1 

312.3 61. 6 

16. 1 

17.3 90.1 

1,060.2 

153.4 

so. 3 I 
33.6 

11. 5 I 
87.6 I 

I 

208.2 i 
I 

16.1 I 

248.9 

54.7 I 
189.9 I 

I 

I 

4,692.8 1,,922. C 

608.3 339.0 

194.0 64.6 

128.3 48.5 

139. 2 90.5 

2 6_1. 1 88.4 

735.3 310.4 

190.9 164.5, 

1,160.6 265.8 

54.7 21. 7 

1,220.4 528.6 

235.8 

20.9 I 
i 

4.2 

8.0 

3.4 

6. 0 

37.9 

20.0 

10.2 

19.8 

105.4 

i 
I 

477. 4 

· 15. 0 

17. 9 

18.6 

2.0 

17. 1 

39.7 

5. 6 

217.9 

143.6 

624.8 3,260.0 

45.7 I 420.6 

39.2 

6.9 

25.8 

157.4 

17.3 

213.0 

9.0 

85.8 

\:j 

T 

i 

f 

125.9 

99.8 

102.8 

137. 3 

545.4 

207.4 

706.9 

50.5 

863.4 



Table V-34 of the questionnaire lists the amounts of 

foreign investments approved (by countries and by sectors} ~ ­

Have these amounts been affected and if not. Could we 

please have a table showing amounts actually effected. 

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

by Home Country and Industry, 1983-87 

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

O!lmulative 
1983 1984 1985 1986 1987 total 

approvals 

By horr.e country 267.8 419 .. 1 531.7 353.7 1,060.2 4,692.8 

Japan 167. 5 163.8 363.4 137.7 494.4 2,395 .5 

United States 53.4 191.0 109.1 125.1 255.1 1,327 .7 

Europe 3.4 49.8 40.0 63.4 210.0 556. 3 

Others 3.5 14.5 19.2 27.5 100.7 413. 3 

By industry 267.8 419.1 531.7 353.7 1,060.2 4,692.8 
t 

Chemical ·7. 6 6.7 0 '14.8 30 . 8 153.4 608.3 

Foodstuffs 5 .. 9 18.4 3.6 44 . 4 50.3 194.0 

Pharooce111:ical 20.8 6.4 11.2 12.7 33.6 128.3 

Metal 1.8 5.1 2.6 7.6 17.5 139.2 

Machinery 19.6 131.5 50.7 29.8 87.6 261.1 

Electronics 41.4 67.5 55.8 66.6 208.2 735.3 

Financial services 3.3 13.3 17.3 10 .1 16.1 190.9 

Hotels and tourism 155. 7 118.4 312.3 61.6 248.9 1,160.6 

Construction 3.9 22.5 16 . 1 54 .. 7 54.7 
Others 7.8 29.3 17.3 90.1 189.9 1,220.4 

Source Data provided by the Korean authorities. 



Total 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 J985 have decreased. 

Actual invested amount (A) 

Approved investment amount (B) 

Ratio (A/B) 

---------

(Unit: 

'86 

477 

354 

- - -
135% 

million dol,lar) 

'87 

62S 

1,060 

- - - -
59% 



Provide amounts of investment approved and effected in 

the newly liberalized sectors. 

Approval 
Date 

1. 19. 

" 

• i -.., -

C, 

Authorized 
projects 

Movie distribu­
tion 

II 

cf:-:-C , ~\ '..(~ 

~ - ~ • ,• ~ • ' A 

• : ·......;_;: __ 

\ 

, r. 

VV'V' \' \j '- --·;· 
( • I I . 

I 

r;~.J 

Foreign Investor 

20th Fox 

United Interna­
tional Pi8tures 
of Netherlands 

\ i . 
I\ _: .,::: . 

i .• 

~\-: -: -;- ,; :; -,... : . 
· . ... ,, .. · . . __ , 

/ 
I 

Foreign Invest­
ment Amount 

US$100,000 

II 

Foreign Inve­
stment Rati o 

100% 

fl 

I • •. 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Technical Meeting on Industrial Policy 
At the Ministry of Trade and Industry, 

March 22, 1987 , at 2:00 p.M. 

Meeting No. 20 

Korean Representatives: 

Ministry of Trade and Industry: 

Mr. Lee 11-Kyu, Deputy Director 
Industrial Policy Division 

Mr. KiM Young-Min, Deputy Director 
SMall and & MediuM Industry Bureau 

Fund Representative: 

R. Baban* 

Mr. Lee stated that the tex t on industrial policies and Measures taken to 
support sMall and MediuM sized industries for 1986 and the early part of 1987 
which was sent earlier by Mr. Baban is accurate. Since then , only one other 
set of rationalization Measure applying to the urea and coMplex fertilizer 
industry has been adopted under the Industrial DevelopMent Law. Effective 
January l, 1988, the iMport of cheMical fertilizers was liberalized. Moreover, 
under the tariff quota systeM, the tariff on aMMonia inputs was reduced froM 10 
percent to 2 percent. The GovernMent ' also decided to privatize a state-run 
fertilizer coMpany ( YongnaM) and is negotiating the terMs of sale to the Dong- · 
bo group, one of the 35 largest congloMerates. To provide incenti ves for th i s 
particular sale, the GovernMent will ease the credit l1Mit on the acquiring 
congloMerate as well as the liMit on equity holdings between related coMpanies, 
which is 40 percent under the Fair Trade Act. 

Mr. Lee stated that overall industrial policy continued to be gui ded by 
several principles. Structural adjustMent in the industrial sector would be 
sMoothed by rationalizing declining industries, while proMoting the trans f er of 
high technology to growing industries. The scope of investMent would be wide, 
thereby avoiding concentration, and consistent with international coMparati ve 
advantage. The Modernization of industries would be proMoted to increase the 
productivity of e x isting plants. To proMote balanced regional cievelopMent, the 
establishMent of rural industries would be encouraged. Mr. Lee stated that his 
division was in charge only of the overall fraMework for industrial policy. 
Detailed sectoral policies could be obtained froM the various bureaus in the 
Ministry of Trade and Industry. 

Mr. KiM regretted that he could not e xplain in English the developMents in 
the sMall and MediuM industries in 1987. He provided a paMphlet on policies in 
English and two paMphlets in r:orean on developMents in 1987. 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Policy Meeting on Balance of PayMents 
EconoMic Planning Board (EPB), 

March 22, 1988, at 3:00 p.M. 

Meeting No. 21 

Korean Representatives: 

Mr. Kang Bong-Kyun, Director-General, EPB 
Mr . Maong Jung-Ju, Director, Financial 

Planning Division, EPB 
Mr. Chang Seung-Woo, Director, Overall 

Planning Division, EPB 
Mr . Cho In-Kang, Asst. Oirector, - Financial 
Mr. Lee Jong-Gap, Asst. Director, Overall 

PlanninQ Division, EPB 

Current account projections 

Fund Representatives: 

Mr. Neiss 
Mr. Baban 
Ms. Jul 
Ms. Tseng* 
Mr. Katz 
Mr. Le Fort 

The current account surplus in 1987 was $3-4 billion More than projected. 
Although the authorities intended to liMit the surplus to around $7 billion, 
policy adjustMents were interrupted during the second half of the year because 
of uncertainties created by political developMents and the labor strikes. 
Mr. Kang said that policyMakers were cautious because they recalled that in 
the afterMath of severe political disturbances in 1980, export growth 
decelerated and real output declined, the only such decline in Modern Korean 
history. 

Mr. Kang said that policy adjustMents iMpleMented last year and 
the deterioration in ex ternal coMpetitiveness brought about by the large wage 
increases are already working to reduce the current account surplus. The 
surplus declined froM $4 billion in the first half of 1987 to $3 billion in th e 
second half. Letters of credit received in the first quarter of 1988 declined 
to 20.6 percent coMpared with 27.9 percent in the fourth quarter of 1987 and 
41 .4 percent in the second and third quarters of 1987. On this basis, EPB 
projects the growth of export value to decelerate to 28.4 percent in the first 
quarter of 1988, 19.3 percent in the second quarter, and 8.1 percent in the 
latter half of the year (iMplying voluMe growth of 19 percent in the first 
quarter, 10 percent in the second quarter, and 4 percent in the second half of 
1988). 

Mr. Neiss said that the Main differences between the projections prepared 
by the Fund staff and the EPB were e xports and, to a lesser extent, services 
payMents. Both projections incorporate a deceleration of export growth; while 
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there are uncertainties about the sharpness of this deceleration, he questioned 
the plausibility of virtually no growth in exports in the second half of this 
year. He said that the focus of discussions should not be on a specific 
forecast for the current account, but rather on the policies that will be 
iMpleMented to Manage the current account surplus . If adequate policies are in 
place, then the current account surplus will adjust over the MediuM terM, 
although the surplus for 1988 could reMain large due to lags. He noted that 
adjustMent Measures were interrupted during the second half of 1987 because of 
political developMents; if additional action is delayed this year, adjustMent 
will be further postponed and could becoMe More disruptive. 

MediuM-terM obiectives 

The authorities are preparing revisions to the Sixth Plan and details are 
not yet available. The MediuM-terM objectives for the current account are to 
reduce the surplus to $7 billion (5 percent of GNP) in 1988 and to $6 billion 
(2-3 percent of GNP) by 1992. This adjustMent path will enable external debt 
reduction to around $20 billion by 1992 which will be Matched by reserves and 
other foreign assets (deferred payMents exports). 

Mr. Kang said that the authorities' policy for current account adjustMent 
will be iMport liberalization and tariff cuts, structural adjustMent in 
industry and agriculture, and exchange rate flexibility. He said that this is 
only the third year of current account surplus for Korea after nearly three 
decades of deficits; adjustMent of public opinion to a "surplus Mentality" is 
slow. He thought that given developMents already in place and the policy 
adjustMents the authorities plan to Make, drastic changes in policies are not 
needed to achieve adjustMent. There are concerns about the iMpact of rising 
labor costs. If wage increases in the order of what occurred last year and 
early this year were to continue (20 percent), external coMpetitiveness would 
deteriorate significantly unless further gains in productivity were Made. 
Certain weak exporting firMs have already closed down. DoMestic savings will 
also decline froM the present high level of 36 percent as the private sector 
adjust their consuMption to higher incoMes. The authorities have strong 
deterMination to achieve a reduction in the current account surplus and will 
Make policy adjustMents as necessary to achieve this objective. 
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INTERNATIONAL MONETARY FUND 

Korea--1988 Article IV Consultation 

Policy Meeting on International Finance 
Ministry of Finance, 

Wednesday, March 23, 1gss at 10:00 a.M. 

Meeting No. 22 

Korean Representatives: Fund Representatives: 

Mr. Lee Hwan-Kyun, Director-General, Interna­
tional Finance Bureau 

Mr. Lee Jung-Jae, Director, Foreign Exchange 
Policy Division 

Mr. KiM Yong-Duk, Deputy Director, Foreign 
Exchange Policy Division 

Mr. KiM Suk-Dong, Deputy Director, Foreign 
Exchahge Policy Division 

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

Mr. Lee Kang-NaM, Deputy Director, The Bank 
of Korea 

Mr . 
Mr. 
Ms . 
Ms . 
Mr. 
Mr. 

Neiss 
Baban 
Jul 
Tseng* 
Katz 
Le Fort 

The authorities will aiM to reduce the current account surplus in 1988 to 
$7 billion through accelerated Mar ket opening, tariff cuts, and liberalization 
of exchange controls. While priMary eMphasis will be on these instruMents, 
exchange rate policy will also be used to support current account adjus tMent. 
Mr. Lee noted that current account surpluses of Japan and Taiwan prevailed for 
More than ten years, and that Japan is the largest creditor country in the 
world while Taiwan has the second largest holding of foreign exchange reserves. 
In contrast, ~:orea's surpluses have been used to reduced e x ternal debt. 

Exchange rate policy 

The appreciation of the won, which was initiated during the first half of 
1987, 1~as interrupted during the second half of the year because of political 
developMents, particularly uncertainties for exports and international 
coMpetitiveness arising froM large wage increases. However, the appreciation 
of the won resuMed in the early Months of 1gss. The won appreciated by 5 . 5 
percent vis-a-vis the U.S. dollar between end-DeceMber and March 22, 1988 (to 
Won 750.8). In real effective terMs, as Measured by the Korean authorities 
<WPI-based index), the won depreciated 3.3 percent between June-DeceMber 1987, 
but appreciated by 7. 1 percent between DeceMber and February 1gss. 

The authorities Manage the exchange rate in iight of developMents in the 
balance of payMents and MoveMents in the exchange rates of Major currencies . 
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Mr. Lee said that there is no target for the real exchange rate for the 
reMainder of the year, although he indicated that the real rate will be More 
appreciated if there were indications for the current account surplus to e xceed 
the official target of $7 billion. 

The authorities plan to continue with their present e xchange rate regiMe 
(Managed floating). A floating rate regiMe is a longer terM objective which 
would be developed together with further liberalization of the financial 
systeM. 

Mar ket opening policies 

The proportion of unrestricted iMports will increase froM 93.6 percent as 
of DeceMber 3i, 1987 to 95.4 percent on April 1, 1988. The average unweighted 
basic tariff rate was reduced froM 19.3 percent in 1987 to 18.1 percent on 
January 1, 1988. Exchange controls on current transactions have shifted froM a 
positive to a partial negative list systeM. The adMinistrative procedures for 
approving invisibles payMents have been Made More efficient. The age liMit on 
travel was lowered on two occasions in 1987 (July and SepteMber froM 50 to 45 
to 40). In July 1988, the age liMit will be further reduced to 30, and 
coMplete abolition of the age liMit in January i989 is under consideration. 
Allowances for travel expenses was also raised to $10,000 per person, and there 
are no liMits for business travel. Mr. Lee thought that liberalization of 
invisible payMents (travel and other payMents) will have significant iMpact on 
reducing the invisibles surplus. He said the invisibles surplus already 
declined during 1987 froM $640 Million in the first half of the year to $3 .10 
Million during the second half. He thought the invisibles surplus in 1988 will 
reMain at about the 1987 level ($1 billion). 

Overseas investMent 

Restrictions on overseas investMent by Korean residents have been 
liberalized. On March 25, 1988, individuals are perMitted to invest up to $1 
Million abroad, the requireMent for inward reMittances of investMent earnings 
has been abolished, and procedures for approving overseas investMent have been 
siMplified by abolishing the interMinistry review process. The GovernMent has 
also provided financial support for overseas investMent, including reducing 
interest rates (loans for overseas investMent are provided by the KE XIM ban k , 
interest rate was lowered froM 9 percent to 8.5 percent for large firMs, and 
froM 8 percent to 8.5 percent for large firMs, and froM 8 percent to 7 percent 
for sMall and MediuM firMs), and iMproving terMs (the financing ratio was 
increased froM 70 percent to 80 percent for large firMs, and froM 80 percent to 
90 percent for sMall and MediuM firMs, and the repayMent period was ex tended 
froM 7 years to 10 years). 

Foreign investMent 

Restrictions on foreign investMent have been eased further. On April 6, 
i988 (?), 26 Manufacturing sectors were reMoved froM the restricted list, 
Making 97.5 percent of all Manufacturing sectors in Korea open to foreign 
investMent; overall 78.9 percent of all industries are open to foreign 
investMent. As a result of revisions of foreign investMent laws on july 1, 
1987, investMents in unrestricted sectors are autoMatically approved, post-
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investMent controls (reMittances of profit) were abolished, and ta x incentives 
for foreign investMent were reduced so as to put both foreign and doMestic 
firMs on equal footing. 

Capital controls 

The authorities are considering restrictions on capital inflows to deter 
speculative capital inflows. However, the review process is not yet coMplete 
and details about the Measures are not available. 

E;dernal debt ManageMent 

PrepayMent of MediuM- and long-terM external debt aMounted to $9 billion 
1n 19887, of which $6.8 billion was accounted for by the ban k ing systeM, $1.5 
billion by the public sector, and $0.7 by the private sector. In 1988, with a 
projected current account surplus of $7 billion, prepayMent of e x ternal debt is 
projected to be $3.4 billion ($1.9 billion banking systeM; $1 billion public 
sector; $0.5 billion private sector). Resources supporting the prepayMent of 
external debt for the banking systeM are swaps, for the public sector are 
fiscal resources of the GovernMent and for public invested enterprises and the 
private sector are foreign currency loans. 

The authorities are Modifying their Sixth Plan, including the objectives 
for external debt reduction over the MediuM terM. Tentatively, the objectives 
are to reduce the current account surplus to $7 billion in 1988 and $6 billion 
during the MediuM terM; external debt will be reduced froM $36 billion in 1987 
to $31 billion in 1988, $27 billion in 1989, $24.5 billion in 1990, $23 billion 
in i991, and $22 billion in 1992. The MediuM-terM objectives for reserves are 
not yet available, but Mr. Lee indicated that after external debt reduction, 
the current account surpluses will be used to finance overseas investMent and 
soMe build-up of reserves. 

Article VIII status 

In response to a question froM the Mission, the authorities indicated that 
they wiil review the possible .change to Article VIII status for ~'. orea. The 
authorities thought that Korea has fulfilled all the prerequisites for Article 
VIII status with the exception of the convertibility of the Korean won for 
nonresidents, which could be a possibility in the near future. Mr. Neiss said 
that shift to Article VIII status will be in line with the liberalization of 
the Korean econoMy and the growing iMportance of Korea in the world econoMy. 
Mr. Neiss said that the Fund will provide inforMation on the legal requireMents 
for Article VIII status. 
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With respect to further liberalization Measures it was clarified that 
the newspaper article report stating that 40 iteMs would be liberalized 
soon was erroneous. They were discussing if they should be liberalized 
because of price pressures but no decision had been Made. They were 
discussing how to liberalize the reMaining 361 restricted iteMs. There 
were Many iteMs which would not be liberalized even by 1991 and this 
would be consistent with GATT principles.IteMs restricted were 
recoMMended iteMs (their iMportation could be authorized if needed) 
and not prohibited. Their iMportation could be recoMMended because of 
price pressures. 

As to the effect of the liberalization Measures on iMports they did 
not have an estiMate. They had asked KIET to analyze these effects but 
the study was not ready yet. It should be finalized by the latter part 
of April. 

The purpose of the surveillance list was not to restrict iMports but 
to Monitor the aMounts iMported. Even if these iteMs were liberalized 
soMe of theM were politically sensitive, for exaMple luxurious goods 
which were regarded by the people as unnecessary iteMs and they were put 
in the surveillance list just to prevent a surge in the iMported 
aMounts. The IMport Relief SysteM (IRS) was not in place prior to 
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Jul y 1, 1987 so the surveillance list was iMpleMented because duMping by 
foreign suppliers could occur when an iteM was liberalized. To the 
question of what would happen if the surveillance list was eliMinated 
April 1, 1988, the Korean representatives answered that there had been 
a lengthy discussion about that and that it was concluded that the 
producers of the relevant products were not ready for the eliMination 
of the list. Even if there would be only 8 Months difference, Many 
producers were reluctant and were insisting that the governMent Maintain 
the announced schedule. Only 25 iteMs reMa1n in the list, Mainly 
agricultural products. The Presidential decree for the enforceMent of 
the Foreign Trade Act had already established the end of 1988 as the 
eliM1nation date for the surveillance list so there was no need to 
continue discussing the issue. 

With respect to iMport procedures, the Korean representatives stated 
that there was no bureaucratic red tape on iteMs subject to autoMatic 
licensing . The Ministry of Trade and Industry had the authority to 
issue licenses but had delegated it to the foreign exchange banks which 
issue licenses without restrictions. Red tape May occur for the non­
autoMatic licensing iteMs. IMports subject to autonatic licensing 
require three docuMents : an application forM, an L/C, and the iMport 
contract. IteMs subject to special laws face a More cuMbersoMe systeM. 
MTI was reviewiQQ the applications of the special laws and a few days 
ago they had excluded 57 iteMs froM the application of these laws and 
had shifted 87 iteMs froM the licensing systeM to a reporting systeM. 
Last year they had streaMlined the application of special laws 
treMendously. 

Export restrictions 

For the period January-SepteMber 1987, total exports aMounted to 
US$ 25.6 billion with US$ 7.42 billion subject to restrictions 
{28.9 percent ).These restrictions were affecting exports very seriously, 
especially electronic goods, footwear, and steel products. These 
restrictions also affected the level of investMent in the doMestic 
econoMy and reduced iMports. 

What does the decline in the ratio of restricted exports to total 
exports to OECD countries Mean? For the Main trading partners the ratio 
was not changing Much:for Canada it had increased,for the US it had 
decreased a little, for Japan it had decreased a lot, "for Australia it 
had decreased a little, for the EC countries it had increased, for the 
Nordic countries it had increased. They proMised to provide detailed 
inforMation by countries on these ratios (attached). 

The total nuMber of export restrictions had reMained More or less 
stable since 1983 at about 100 iteMs. They provided a list with the 
nuMber of investigations started every year since 1983 (attached). 

Export restrictions put pressure on producers to diversify Markets 
and in that sense, the Korean representatives stated that they thought 
these restrictions could be beneficial to the country as in the long-run 
they help to strengthen the export structure. Export restraints had 
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led to increased sophistication of export products and had helped to 
alleviate the e xport concentration in certain countries. For exaMple, 
the share of footwear exports to the US had declined froM over 70 
percent of total footwear exports in 1986 to 65 percent in 1987, that of 
exports of stainless steel kitchenware had decreased froM 50 percent in 
1986 to 40 percent in 1987, that of textile exports had dropped by 
5 percentage points during the saMe period. Export restraints to the 
US had induced export surges to other countries, especially the EC 
countries. To the Mission's counterarguMent that this Market 
diversification will result in e xport restrictions by the EC, there was 
no answer froM the Korean representatives. 

In terMs of the behaviour of exports subject to restrictions 
relative to those not subject to restrictions, it had been varied. 
Exports of iron and steel only grew by 2-3 percent in 1987, while 
textiles under quota increased by 37 percent while total textile exports 
grew by 34 percent. 

Localization prograM 

The Main objective of the prograM was to substitute iMports by 
reducing iMports of raw Materials and capital goods. Also, to develop 
new technology to increase the welfare of the count~y. 

Two types of Measures were being iMpleMented: 

a) Technical assistance to sMall and MediuM sized firMs. 
b) Provide reference inforMation by announcing localization iteMs. 

Once an iteM was announced by the governMent, private banks used that 
inforMation when lending to sMall and MediuM-sized enterprises 
(project lending). It was only used as reference inforMation. 

So far they have announced 1,555 iteMs since February 1986 when the 
prograM started. Criteria used to announce an iteM: a) There should be a 
a request froM at least one firM which was going to develop the iteM in 
question; b) IMports of the iteM should be Mainly froM Japan or a 
country with which Korea has a trade deficit; and c) The iteM should 
represent a technological contribution to the country. 

The iMport substitution effect of the localization prograM had been 
estiMated at US$ 1 .2 billion for 1986 and 1987. This nuMber had been 
calculated by adding the estiMated (by the private coMpanies) iMport 
substitution effects of the iteMs effectively developed (651 out of 
the 1,555 announced). This nuMber could be overestiMating the 
substitution effects by substantial aMounts because the firMs could 
have overestiMated the potential substitution effects when requesting 
the announceMent of an iteM so as to Make the iteM appear More 
faviourable and also because soMe of the substitution could have 
occurred even in the absence of the prograM. 

Diversification prograM 

The objective of the prograM was to diversify iMport Markets away 
froM Japan to the US and EC. 
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Measures i Mp l eMented: 

a) Dispatching buying Missions to the US ( 1) and the EC( 1) in 1987. 
The Mission to the US was a 50-MeMber MissionM, with the total aMount 
purchased aMounting to US$1 ,963 Million including aircraft and 
Machinery. They will dispa t ch two Missions to the US this year, one 
in May, the other one in October. 

b ) Designated 100 large coMpanies as the Main target firMs to 
expedite the diversification prograM and designated 235 iteMs as the 
objective of the diversification. They were encouraging these coMpanies 
to do their best to shift the i r 1Mport source froM Japan to the US and 
EC. 

c) Established in June 1987 a consulting center to solve the 
obstacles to iMport froM the US and EC. 

d) They were tr y ing to establish an After Service SysteM (ASS) for 
iMports of Machinery. The systeM was to be Managed by the Buyers Agents 
Association. These agents would get t ogether to service t he Machinery 
they iMpor t in cooperat i on with the re l evant f i rMs. 

e) Provided US$ 3 billion in foreign financing for iMports 
originating in the US and EC 1n 1987 and will provide another US$ 3 
billion this year. 

f) Designated another 100 iteMs for diversification, with the 
governMent and the private sector providing inforMationM concerning 
these iMports. They will hold exhibitions of these goods produced in 
the US and EC and also in Japan. 

They did not have inforMation concerning the reaction of Japanese 
firMs to this prograM. The Korean private sector has been very 
cooperative, large coMpanies were expediting diversification. Japan 
had coMplained to the GATT on the products designated but not on the 
prograM. 

They had a critical iMbalance with Japan. IMports froM Japan were 
needed to be able to export to Japan as well as to other countries. 
They were trying to decrease the deficit with Japan even if there was a 
disadvantage when iMporting froM other sources. They needed to do their 
best to diversify so as to reduce their dependency on Japanese raw 
Materials and parts. If Japanese exporters Manipulated their export 
scheMe, Korea would be affected. The Main purpose of the diversification 
was to avoid overdependency and they were willing to pay the cost of it. 

Also, they were trying to increase their e xports to Japan by · 
dispatching sales Missions, establishing a perManent exhibition hall, 
and by allocating export quotas on a ratio of 2 to 1 to those exporting 
to Japan. There had been a reduction in the trade deficit with Japan in 
1987 Mainly due to the appreciation of the yen. 
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Korean Trade CoMMission <KTC) 

Not Much had been happening yet in this area because: 

1 ) Of the short history of the KTC, local firMs were not faMiliar 
with the new systeM. 

2) The surveillance systeM was still in place and the Most 
sensitive iteMs were protected under this systeM. CoMpanies will need 
the IMport Relief SysteM (IRS) in 1989 to protect theMselves froM a 
surge in iMports, so the nuMber of petitions is expected to increase in 
the future. 

Export Projections for 1988 

The Korean representatives were very concerned with what they 
considered to be overoptiMistic export projections by the Mission. They 
stated that up to now the won appreciation had been less than that of 
the yen and the Taiwanese dollar but that for 1988 both curencies were 
depreciating while the won was appreciating at an annual rate of More 
than 20 percent. Also, wages had increased by 17.2 percent in 1987 with 
effects being felt this year when the wage rate was expected to increase 
by 15 percent. Great probleM for Manufacturing exports. This Month , 
the LC's acceptance rate of growth had dropped to 12 percent compared to 
3 35-40 percent increase in the second half of 1987. They were rather 
pessiMistic on the expansion of e xports in the latter part of 1988. 
They were analyzing very carefully the projections in terMs of the 
coMposition of exports. Producers of textiles and in Miscellaneous 
industries were very pessiMistic on export perforMance in the latter 
part of 1988 and these iteMs were still very iMportant export iteMs. 
They could not understand the Fund's projections. They asked the 
Mission to be cautious and to gather all the pertinent inforMation. 
pertinent inforMation. 

Mr. Neiss replied that the Mission was projecting a decline in 
the export voluMe froM 24 percent in 1987 to 14 percent in 1988 and 
that we were assuMing a 5 percent appreciation of the won (which had 
already taken place) as we did not know what was planned for the rest of 
the year. We had also incorporated the high increase in wages but had 
included the fact that productivity was increasing very fast , 
largely coMpensating for the wage increase with the effect on costs 
being Much sMaller. 

Closing of firMs in 1987 aMounted to 1 .8 percent of the nuMber of 
firMs exporting, while in 1988 this percentage had cliMbed to 16.8 . 
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Basic tariff rates had been reduced as scheduled. For soMe iteMs 
tariff reductions had been accelerated using the flexible tariff systeM. 
A guideline of the tariff reduction prograM had been to achieve 20 
percent rates for Most M~nufactured products(Modal rate). As soMe of the 
Manufactured products had a 10 or 15 percent tariff rate at the start 
of the tariff reduction process, their rates were increased to 20 
percent in soMe cases and those increases accounted for reported tariff 
increases according to the basic tariff Modification schedule announced in 
in 1983. Tariff reductions were one of the factors which had 
contributed to the increase in the voluMe of iMports in the past few 
years. 

Tariff Measures planned 

A special coMMission had been forMed to conduct an overall review of 
tariff levels and structure. The concrete level of tariff reduction 
will be decided by that coMMittee. The revision will be finalized by 
end July 1988 and is is expected to be approved by end OeceMber 1988 by 
the National AsseMbly and to be iMpleMented with the 1989 budget. The 
present tariff structure was deterMined in 1983. The Main objective of 
the restructuring is to narrow the dispersion of tariffs by processing 
stages and across industries. Under the present systeM, the tariff 
policy was deterMined by the Ministry of Finance (MOF) while the 
industrial policy (restructuring) was decided by the Ministry of·Trade 
and Industry (MTI). Starting with this next revision of tariffs it is 
certain that there will be More eMphasis on tariff policy than on 
industrial policy as such. The overall tariff rate will be lowered 
and the tariff structure Modified. The objective is to even effective 
protection aMong industries with a lower central rate for raw 
Materials than for finished goods. 
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Th e tariff reductions iMpleMented so far via concessional tariffs 
will be incorporated into the basic tariff. They will probably continue 
to use tariff quotas on specific iteMs, as the purpose of tariff quotas 
and eMergency tariffs is to respond to changing econoMic conditions, 
int ernationally and doMestically. The governMent had applied the 
quota systeM to stabilize doMestic prices. 

EMergency tariffs were set in accordance with GATT principles. They 
conforMed to Article XIX of the GATT. If iMports increased too Much in 
voluMe they could cause serious injury to the doMestic industry and 
eMergency tariffs were iMposed. They were trying to MiniMize the nuMber 
of iteMs subject to these tariffs. A large trade surplus and trade 
frictions had led the governMent to MiniMize the use of these tariffs. 
Alsdo, at present they were no longer using adjustMent tariffs. 

Will the adMinistration of the eMergency tariff systeM be transferred 
froM the Ministry of Finance to the Korean Trade CoMMission? Not at 
this stage. Request for iMposition of an eMergency tariff could coMe 
froM the Ministry of Trade and Industry, froM the Ministry of 
Agriculture, or froM other authorities concerned with the Ministry of 
Finance deciding on the iMposition of the tariff. Both functions could 
be integrated. 

It is very difficult to eliMinate the drawback systeM. The long-terM 
plan of the government is to abolish this systeM as well as other tariff 
exeMptions. 

They will apply the saMe guidelines for agricultural and Manufactured 
products, but they will continue to protect agriculture the saMe as 
other countries do by continuing preferential treatMent to this sector. 
There is a discussion going on between the MOF and the Ministry of 
Agriculture in t his respect but the present tariff schedule on 
agricultural products will be reduced . It is a very delicate political 
probleM. The enorMous gap between rural incoMe and urban incoMe and the 
fact that it is widening should be taken into account. 

How will the tariff reduction schedule be affected by the Uruguayan 
Round? 

It will be decided by the Korean Trade CoMMission<KTC). In their 
opinion, the KTC will reduce tariff rates prior to the conclusion of the 
Uruguayan Round, because there are Many supporters of tariff reductions 
although Many producers are against it. Then they would reduce tariffs 
to the level the governMent wants to achieve through the Uruguayan 
Round. The Korean representatives stated that they expect the tariff 
level of Korea to be the saMe as that of the advanced countries at the 
coMpletion of the Round and that they will try to get credit for 
unilateral changes. The governMent wants to reduce tariff rates to 
cooperate with the international econoMy, to increase trade flows with 
other countries. 

The introduction of the HarMonized SysteM ( 10-digit HS) has required 

. . 
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negotiations aMong countries because in adopting the new syste~ 
countries increased existing concessional rates. Korea conducted six 
sessions of negotisations with trading partners, because even if Korea 
did not Modify rates when it adopted the HS, other trading partners did. 
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The Assistant Minister Hong invited representatives of various Minis-tries 
to Make coMMents on the Mission ' s stateMent. 

Director-General of the Ministry of Trade and Industry suggested that the 
text on the diversification and localization prograMs should read to the ef f ect 
that these prograMs should be pursued in accordance with coMparative ad vantage 
and that they should be reviewed (rather than phased out ) as global adjustMent 
of trade proceeds. Mr. Lee of MTI added that localization is one of the Most 
iMportant prograMs of his Ministry. Korea has a large structural surplus with 
Japan and it is necessary to reduce that surplus, partly through localization, 
and partly through shifting purchases to the United States and the European 
CoMMunity. Korea wants a sound relationship with its three largest trading 
partners. It is not the intention of MTI to have these prograMs forever. 

Mr. Neiss said that there is no fundaMental disagreeMent. He recognized 
that these prograMs were adopted not to Ma ke trade More advantageous for Kor.ea 
but to redress trade iMbalances, which have given rise to trade frictions. 
Nevertheiess, there are costs involved and the point is not to have theM 
perManently. As adjustMent proceeds, bilateral balances would also be reduced. 
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In brief , Korea should not be obliged to intervene in a Manner not coMpatible 
with coMparative advantage. • 

Director-General KiM of the Ministry of Agriculture suggested that the 
adjecti ve "accelerated " should be replaced by "gradual " in the reference to 
iMport liberalization, including agricultural products. His Minis t ry is now i n 
the process of forMulating it5 1988-91 liberalization prograM. He felt that 
accelerated was too strong a word. 

Mr. Neiss stated that agriculture should be liberalized as a Matter o f 
principle. Accelerated could Mean f aster than in the past or faster than 
planned in the future. Since the latter has not been disclosed, the forMer 
could be construed as its Meaning. The world should know that Korea is 
reacting to calls for adjustMent. If the text is too weak, it will only invite 
More criticisM. "Accelerated " could be replaced with "substantially faster 
pace than in the past " to Make the Meaning clear. 

Assistant Minister Hong, referring to the recoMMendation on exchange rate 
policy, suggested the reMoval of the word "recent" before trend and the 
adjective "significant" before real appreciation. Mr. Neiss stated that it was 
iMportant to know what is Meant and how best to present it. The Mission 
reco~1Mends a significant exchange rate appreciation, not a drastic aMount whi c h 
will induce shock, but certainly More than last year. He stressed that real 
appreciation does not just refer to the won/US dollar rate, it also takes into 
account doMestic cost factors and MoveMents in other exchange rates. He 
sugges ·ted that the authorities do not read too Much in the word "significant ;, . ~ 
There are uncertainties in the labor Market and the recoMMendation could be ~ 
Modified in the light of developMents. If the wage round in 1988 turns out t o 
result in substantial wage increases, another careful look at the e xchange rate 
issue would be needed. It May be that substantial real appreciation May occur 
through wages. Before the staff appraisal is written, the staff will consult 
with the authorities to find a way to state the staff's position without 
undesirable 5ide effects in Korea. 

A5sistant Minister Hong requested that the Korea target for the current 
account surplus be included in the staff report. 

In his closing stateMent, Mr. Hong thanked the Mission for its ef f orts to 
analyze the Korean econoMy. The Mission's stateMent would be useful as a 
reference, particularly during t his tiMe of transition. There is a clear 
consensus in the direction of econoMic policy and on the instruMents of 
adjustMent. Where there is a difference of view is on the strength of the 
process of adjustMent now underway. He assured the Mission that Korea will 
utilize all available tools to contain the e x ternal surplus to a Manageable 
level. He again thanked the Mission for its understanding of Korean policies 
and constraints. 

Mr. Neiss thanked the authorities and their staff for their assistance and 
cooperation. He noted that the difference in view of the strength of the 
adjustMent underway underlies the wait-and-see position of the authorities and 
Mission;s position that the GovernMent should press ahead with further 
adjustMent Measures. • 
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Technical Meeting on International Finance 
Ministry of Finance 

March 17, 1988 at 2:30 p.M. 

Meeting No. 10 

Korean Representatives: 

Mr. Lee Jung-Jae, Director, Foreign Exchange 
Policy Division, MOF 

Mr. KiM Suk-Dong, Deputy Director, Foreign 
Exchange Policy Division, MOF 

Mr. KiM Yong-Ouk, Deputy Director, Foreign 
Exchange Policy Division, MOF 

Mr. Pak Duck-Moon, Deputy Director, Foreign 
Exchange OepartMent, Bank of Korea 

Mr. Lee Kang-NaM, Deputy Director, Research 
DepartMent, Bank of Korea 

Current account developMents 1987 

Fund Representatives: 

Mr. Neiss 
Ms. Jul 
Mr. Saban 
Ms. Tseng* 
Mr. Katz 
Mr. Le Fort 

The current account surplus increased to $9.8 billion (8.3 percent of GNP) 
in 1987, coMpared with $4.6 billion (4.9 percent of GNP) in 1986. The larger 
surplus reflected a near doubling of the trade surplus and the shift of the 
services balance to surplus froM deficit. 

The trade surplus rose to $7.7 billion in 1987, coMpared with $4.2 billion 
in 1986. Exports rose by 36 percent and iMports rose by 30 percent; the 
voluMes of exports and iMports both grew strongly (24 percent and 22 percent, 
respectively); and the terMs of trade iMproved by 3 percent. Export unit 
values rose by 9 percent reflecting the effects of the appreciation of the won 
against the U.S. dollar and wage increases. lMport unit values rose by 
7 percent reflecting Mainly the 20 percent increase in oil prices, non-oil 
iMport unit values increased by only 6 percent. 1/ 

The services balance shifted to a surplus of $0.9 billion in 1987, 
coMpared with a deficit of $0.6 billion in 1986. This reflected Mainly a 49 
percent increase in travel receipts, a 58 percent increase on receipts froM 
overseas construction, and a 12 percent decline in interest payMents on 
external debt. The increase in travel receipts reflected increases in both the 
nuMber of tourists (13 percent> and per capita expenditures (31 percent). The 

1/ World trade prices for non-oil priMary COMModities rose by 4 percent and 
for Manufactures by 12 percent. 



- 2 -

increase in overseas construction receipts reflected the results of Market 
diversification and iMproved external deMand. 

Capital account developMents 1987 

The capital account recorded a deficit of $4.8 billion on debt-related 
capital, a surplus of $0.6 billion on nondebt-related capital, and a surplus in 
errors and OMissions of $1 .3 billion. 

Nondebt-related capital flows arise froM suppliers' credits extended by 
Korean residents (Mainly shipbuilders and other capital goods Manufacturers), 
direct and portfolio foreign investMent, and other asset transactions (e.g .. 
overseas subsidiaries, short-terM trade credits). The nondebt-related capital 
account balance shifted to surplus froM deficits in previous years. This was 
Mainly due to increases in inflows of net foreign direct investMent. export 
suppliers' credit, and reduction on payMent for overseas subsidiary debt. 
Foreign direct investMent rose by 36 percent reflecting the favorable business 
environMent in Korea and the liberalization of controls on foreign investMent. 
Export suppliers' credit showed an inflow Mainly because the gross outflow of 
new suppliers' credits declined to $1 .1 billion in 1987 froM $2.1 billion in 
1986 reflecting sluggishness in the shipbuilding industry. AMortization 
payMents on the stock of proMissory notes held by Koreans 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 $0.2 billion 
together with sales of proMissory notes aMounting to $0.2 billion. PayMent for 
overseas subsidiary debt decreased to $0.3 billion in 1987 froM $1 .0 billion in 
1986 reflecting the restructuring of the overseas construction industries. 

Mr. KiM Suk-Dong said that he was unable to deterMine the reason for the 
large positive entry of errors and oMissions in 1987, noting that errors and 
oMissions accounted for only 1 .5 percent of the value of total trade. 
Nevertheless. he speculated that acknowledged that exchange rate expectations 
May have induced an acceleration in export receipts and delay in iMport 
payMents, giving rise to the surplus on errors and oMissions. 

External debt develo□ Ments 

Total aMortization aMounted to $14.9 billion in 1987, of which $9 billion 
represented prepayMent of external debt. PrepayMent by financial institutions 
aMounted to $6.8 billion (financed by the Bank of Korea, including swaps), the 
public sector $1 .5 billion (financed by fiscal resources and foreign currency 
loans), and the private sector $0.7 billion (financed by foreign currency 
refinancing loans). 

Gross foreign financing requireMents (for aMortization, export suppliers' 
credit, reserve increases, errors and oMissions, and others) aMounted to $5.7 
billion in 1987. After account is taken of nondebt financing (gross direct 
investMent inflows and sales of proMissory notes), gross borrowing requireMents 
aMounted to $4.8 billion. 

Total external debt fell by $8.9 billion to $35.6 billion (30.2 percent 
of GNP) in 1987. As the prepayMent of external debt affected MediuM- and long-
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terM debt, the proportion of short-terM debt rose to 25.8 percent of total 
debt. coMpared with 20.8 percent in 1986. As Most of the short-terM debt 
represented trade credits, there was little scope for further reduction in 
short-terM debt. The debt service ratio rose to 32.3 percent reflecting the 
prepayMent of external debt; excluding prepayMents. the debt service ratio was 
16.4 percent. 

International reserves 

Gross reserves rose to $10.2 billion at end-1987; however, the iMport 
cover fell to 2.6 Months. Excluding foreign exchange reserves held by the 
local branches of foreign banks, gross reserves rose to $9.2 billion at end-
1987. 

Surplus ManageMent Measures 

Measures iMpleMented to Manage the current account surplus in 1987 
included: ( 1) iMport liberalization (reMoving 167 iteMs froM the restricted 
list, thereby increasing the liberalization ratio to 93.6 percent); 
(2) reducing the average unweighted basic tariff rate to 19.3 percent froM 19.7 
percent; (3) reducing the nuMber of iteMs on the surveillance list to 48 iteMs 
froM 106 iteMs; (4) revising special laws; (5) providing special financing <at 
preferential interest rates, 1 .25 percentage points above LIBOR) for iMports 
froM countries with which Korea has a trade surplus; (6) reducing the doMestic 
financing ratio for exports; (7) relax ing controls on invisibles payMents; and 
{8) appreciation of the won. 

Liberalization .Qf invisible payMent5 

Control5 on invisibles payMents were liberalized on three occasions--in 
July 1987 and OeceMber 1987, and March 1988. In July 1987, the Measures taken 
were: (t) ba5ic travel allowance for business and culture was Maintained at 
$3,000, for touri5M raised to $3,000, and for students the basic allowance was 
Maintained at 2,000 but Monthly allowances were increased froM $1,000 to 
$1,500; (2) autoMatic payMent for foreign services was raised froM $10,000 to 
$50,000; (3) payMent of advertising expenses to interMediaries and agents was 
perMitted (previously, only direct payMent to advertising entities was 
perMitted); and (4) personal reMittances for subsistence allowance, living 
expenses, and other personal expenses up to $500 was perMitted. In SepteMber 
1987, the age liMit for overseas travel for tourisM was lowered to 45 froM 50. 

In DeceMber 1987, the following Measures were iMpleMented: (1) the basic 
travel allowance was increased to $5,000, and procedures for overseas travel 
expenditures were siMplified; the age liMit for overseas travel for tourisM was 
lowered to 40; (2) holding and usage of Multiple credit cards for travellers 
were perMitted; (3) surrender requireMents were relaxed by perMitting residents 
to hold up to $5,000 in unused travel expenses and increasing the ceiling of 
foreign exchange holdings for Money exchanges and coin dealers; (4) autoMatic 
payMent for foreign services was increased to $100,000; (5) personal 
reMittances were raised to $1,000; and (6) the denoMination of international 
contracts in won was perMitted. 

In March 1988, the following Measures will be iMpleMented: (1) A partial 
negative list systeM will be introduced for invisibles payMents; autoMatic 



- 4 -

payMents for current transactions up to $10,000 will be perMitted; autoMatic 
payMents for all external transactions up to $2,000 will be perMitted; 
(2) residents May hold foreign currency in cash or travellers checks up to 
$5,000 regardless of the source of the foreign exchange. Additional Measures 
being considered for iMpleMentation in April 1988 include: (t) portfolio 
investMent for securities coMpanies of up to $30 Million, and for investMent 
trusts and insurance coMpanies of up to $10 Million will be perMitted; (2) the 
age liMit for overseas travel for tourisM will be lowered to 35 years; and 
(3) the ceiling 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 portfolio 
ManageMent capability of doMestic firMs. In the initial stage, the eMphasis 
will be on investMents that introduce high technology or that overcoMe 
barriers for exports. 

The following Measures were iMpleMented in 1987 (dates in parentheses 
indicate when the Measure was introduced): (1) The types of business eligible 
for overseas investMent were increased to include real estate and services 
(April 15, 1987). InvestMent in real estate was perMitted. without liMitation, 
when it is related to doing business, including the purchase of warehouses, 
offices, representatives· headquarters, and for supporting security; 
contractors were encouraged to raise funds locally to finance their real estate 
developMent; however, the purchase of real estate for speculation was 
prohibited. In addition to investMent in general Manufacturing, which was 
already perMitted, investMent in service industries, including hotels, 
restaurants, and transportation, were perMitted. (2) InvestMent in kind was 
perMitted for private enterprises, e.g. purchase of Machinery (April 15, 1987). 
(3) The adMinistrative procedures for approving overseas investMent were 
siMplified; the aMount of investMent requiring review by the CoMMittee on 
Overseas InvestMent Project was raised to $5 Million froM $1 Million (April 1. 
1987). {4) The liMits on retention of profits for overseas investMent was 
raised to $500,000 froM $50,000 and eliMinated on March 25, 1988. (5) An 
autoMatic approval systeM for investMents not exceeding $1 Million was 
introduced for investMents which Met certain appraisal standards by the 
financing bank. 1/ (6) Financial assistance for overseas investMent was 
increased and the terMs Made More attractive. The Korea Export-IMport Bank 
will provide overseas investMent credit aMounting to W 40 billion in FY 1988; 
the interest rates were lowered froM 10 percent first to 9 percent then to 8.5 
percent (on March 9, 1988) for large firMs, and froM 9 percent to 8 percent and 
then to 7 percent (on March 9, 1988) for sMall-and MediuM-sized firMs. 
Effective January 1988, KEXIM began direct lending to the local subsidiaries of 
Korean firMs. (7) The Overseas DevelopMent Cooperation Fund (EOCF) provides 
concessional loans to Korean private firMs to support their venture projects in 
developing countries. (W 5 billion was allocated to the Operational PrograM of 
EDCF in FY 1988). (8) Tax incentives have also been granted to overseas 
investMent by raising the MaxiMUM reserve ratio of the reserves for overseas 
investMent deficit to 15 percent froM 10 percent (reserves are deducted froM 

1/ RequireMents Checking SysteM whereby autoMatic perMission is given when 
the score in an appraisal prepared by a bank is not less than 60 points or 
55 points for sMall- and MediuM-sized firMs. 
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taxable incoMe. and payMent of taxes on these reserves are postponed). (9) The 
inforMation systeM for overseas investMent was strengthened. 

Capital account projections 1988 

Projections for the capital account for 1988 were provided after the 
Meeting. On the basis of a current account surplus of $7 billion, MOF projects 
aMortization (including $1 billion for the banking systeM) to aMount to 
$7 billion; gross borrowing requireMent to be $2.7 billion; and net debt­
related outflows (including banking systeM) 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 borrowings 
to prepay external debt. Of the aMortization of $7 billion. $3.4 billion will 
represent prepayMents. Mr. KiM said that prepayMent beyond 1988 will be 
relatively sMall as the proportion of external debt with unfavorable terMs 
would have been reduced significantly. Net nondebt-related outflows are 
projected to be $0.6 billion. Mainly reflecting the increase in overseas 
investMent and export suppliers ' credit given. External debt would fall by 
$4.7 billion to $31 billion and reserves would increase by $1 .8 billion to 
$12.0 billion. 

later, Mr. KiM supplied capital account projections on the assuMption that 
the current account surplus will be $11 billion. He said that $1 billion of 
the surplus will be used to reduce external debt ($0.5 billion above the line 
and $0.S billion below the line). and that the reMainder $4 billion will be 
used to increase reserves. 
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Office MemO'J!.a,nd.um 
i9B8 APR - 7 M-1 IQ: 49 

To: Mr. Tanzi 

From: Menachem Katz HJ!-. 
Subject: Korea: The 1988 Article IV Consultation 

Back-to-Office Report 

I participated in a staff team, headed by Mr. Neiss (ASD), 
that visited Seoul during March 14-30, to conduct the 1988 Article IV 
consultation. 

Korea's remarkable economic performance has continued despite 
political upheaval and labor unrest. Rapid growth (12 percent) fueled 
by strong export performance, price stability, and a large current 
account surplus--US$10 billion equivalent to 8 percent of GNP--were the 
main characteristics of the Korean economy in 1987. We expect economic 
growth to remain strong in 1988 and the current account to record a 
surplus of some US$11 billion. In order to avoid a rekindling of 
inflation and trade frictions, the authorities aim at reducing the 
current account surplus over the medium term to 2-3 percent of GNP. To 
this end, significant market opening measures and tariff reductions have 
already been implemented and further measures are being planned; and the 
wage increases of late last year have resulted in 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 in 1987 was designed to be somewhat more 
expansionary than in the previous year (Table attached). The accounts 
of the consolidated Central Government were programmed to be in balance, 
with revenue remaining constant as a proportion of GNP and expenditure 
rising by 1 percentage point; the change in the fiscal stance was to 
turn from a negative 0.8 percent of GNP to a positive impulse of about 
1 percent. The Central Government was budgeted to move from balance in 
1986 to a deficit equivalent to 1 1/2 percent of GNP. 

However, owing to a stronger than projected performance of 
exports and imports and buoyant domestic economic activity, revenue was 
considerably higher. As a result, the consolidated Central Government 
is estimated to have recorded an overall surplus equivalent to about 
1 percent of GNP, 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 increase in the import 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; 
special excise rates on 30 consUI1er 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 
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W 500 billion (0.5 percent of GNP) in the second half of the year. 
Notwithstanding the supplementary budget and a somewhat larger deficit 
for the Grain Management Fund as a result of less favorable price 
developments, the sharp increase in revenue more than offset the higher 
expenditure. Nonfinancial public enterprises, largely owing to a 
slowdown in investment, have recorded an overall surplus of 0.5 percent 
of GNP, compared to a balance in the original budget. 

In 1988, fiscal policy was program.med to be moderately more 
expansionary. The consolidated Central Government targeted an overall 
deficit equivalent to 1 percent of GNP, implying a positive stimulus to 
aggregate demand of 3/4 percent of GNP; the central government deficit 
was budgeted at the equivalent of 1.2 percent of GNP. No new tax 
measures were introduced with the 1988 budget, although a reduction in 
excise taxes of mid-1987 and a lowering of the petroleum import duty 
from 24.5 to 10 p~rcent in October of 1987 were expected to have some 
negative effect on revenue. Also, owing to lower petroleum prices and 
lower petroleum levy, revenue of the Petroleum Business Fund was 
projected to be considerably lower. On the other hand, the introduction 
of the National Pension Plan is expected to contribute some 1/2 percent 
of GNP 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. 

Other programs presented with the 1988 budget were minimum 
wage legislation--no budgetary impact; and the introduction 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 central government revenue projections 
were made before the strong revenue performance of 1987 became evident 
and a subsequent upward revision of macroeconomic indicators for 1988, 
the receipts program in the original 1988 budget appears considerably 
underestimated. Recognizing the potential budget surplus and in an 
attempt to counteract inflationary pressures, the authorities lowered 
excise taxes on 30 consumer goods from 5-100 percent to 3.5-70 percent, 
effective April 1, 1988; the revenue loss of this tax reduction would be 
relatively small. Revised staff projections indicate that the 
consolidated Central Government would record an overall surplus of about 
1 percent of GNP--equal to the overall surplus in 1987; the impact of 
fiscal policy on domestic demand would be virtually neutral. 

As the economy is operating at about full capacity, there is 
limited scope in the short run to support current account adjustment 
through demand management without igniting inflation. 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 fiscal stimulation 
through expenditure increases is likely to be inflationary, it would be 
preferable to stimulate domestic demand through tax reduction. In 
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particular, import duty and excise tax reductions on consumer durables 
would stimulate consumption and raise imports· while counteracting 
inflationary pressures. 

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

Attachment 

cc: Mr. Neiss 
Mr. Tait 
Mrs. Ter-Minassian 
Mr. Nashashibi 
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SUBJECT: Korea--1988 Article IV Consultation Discussions 

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

Korean economy has remained strong despite prolonged political upheaval 
and labor unrest last year. The current account surplus doubled to 

Korea's remarkable export performance has continued and the [. 

nearly $10 billion (8 percent of GNP) in 1987, and a surplus of similar ti-­

magnitude is in prospect for this ye~r. 

The authorities 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 exacerbating international trade frictions. They 
intend to take further measures to ensure a desirable course bf adjust­
ment. However, the task of the new Government--which 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 gradually than we would wish. 

The Executive Board discussion is scheduled for mid-May and If . 
we plan to issue the staff report by mid-April. The authorities have / 
agreed to our proposal for a follow-up staff visit before the Board / 
meeting. 

Attachment 

cc: ETR, EXR, FAD, LEG, RES, SEC, TRE, Mr. Hugh Simpson 
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TO: The Managing Director March 30, 1988 
The Deputy Managing Director 

FROM: Hubert Neiss 

SUBJECT: Korea--1988 Artic l e IV Consultation 

A mission 1/ was i n 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 consultation, however, 
was not completed because of political unrest during most of the second 
half of last year. 

Despite the polit i cal upheaval and widespread strikes, the 
vigorous economic boom which started in 1988 has continued. The year 
1987 was again one of remarkably strong export performance, rapid growth 
of output and investment, low inflation, and a large current account 
surplus (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 
Korea will have current account surpluses. 

The authorities are determined to reduce the surplus from its 
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 
accumulation and precipitate external debt reduction, and is probably 
the maximum feasible in the medium term. We supported their current 
account objective and discussed a possible adjustment scenario 
(Table 2). It will, of course, have to be reconsidered in light of 
evolving domestic and international developments. 

Several factors are already working toward current account 
adjustment: export growth is slowing down as the favorable external 
effects of 1985-86 (yen appreciation, 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 in 
Korea. (Wage increases have already resulted in a 13 percent real 
appreciation as measured by relative unit labor costs.) The expected 
slowdown in world demand as a result of adjustment in the U.S. economy 
will also dampen export growth. Furthermore, significant import 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. Neiss, Ms. Tseng, Mr. Baban, Mr. Le Fort (all ASD), Ms. Jul 
(ETR), Mr. Katz (FAD) and Ms. Lee (secretary, ASD). 
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While recognizing these influences, we emphasized that 
additional measures were needed to ensure the desirable path of current 
account adjustment. Because of the delayed impact of these measures, we 
also urged the authorities to take them at an early stage and not wai~ 
until increased domestic inflationary pressures stemming from 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 import liberalization, 
including liberalization of agricultural products, and tariff cuts, are 
in preparation, and the won appreciation against the U.S. dollar has 
been significantly accelerated since the beginning of this year (over 
6 percent during January-March). With the economy operating close to 
capacity, the scope for domestic demand expansion is modest in the short 
run. We recommended further import duty and excise tax reductions, but 
consider the authorities' stance of a broadly neutral budget as 
appropriate. We also agree with their 1988 target for money growth of 
18 percent which will again require large sales of central bank bonds to 
absorb the liquidity created by the external surplus. 

While there is thus basic agreement on the assessment of 
the economic situation and the policies 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 $7 bil­
lion (5 percent of GNP). Accordingly, they feel that the urgency for 
early 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 
political pressures on the new and more open Government: farmers have 
stiffened their resistance to further import liberalization, and 
exchange rate appreciation is increasingly opposed by exporters who also 
have to absorb fast rising labor costs. Nevertheless, the authorities 
are strongly determined to persevere with their adjustment effort . 
Understanding by trading partners of the constraints on policy-making in 
the present Korean situation is certainly needed. 

Consensus on the details of the adjustment package is 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 thereafter). · 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. 

Attachments 

cc: ETR, EXR, FAD, LEG, RES, SEC, TRE, Mr. Hugh Simpson 
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Table 1. Korea: Selected Economic Indicators, 1985-88 J_/ 

National income, employment, and prices 
GNP at constant prices 
GNP deflator 
Consumer prices (end of period) 
Unemployment rate 

External sector 2/ 
Exports, f. o. b--; 
Imports, f.o.b. 
Export volume 
Import volume 
Terms of trade 
Nominal effective exchange rate 3/ 
Real effective exchange rate 3/5/ 
Real effective exchange rate --

(relative unit labor costs) ]J 

Consolidated central government 
Revenue 
Expenditure and net lending 

Money and credit 
Net domestic assets!!../ 

Public sector 6/ 
Private sector-6/ 

Money and quasi-money 6/ 
Interest rate (end of period, 

one-year time deposit) 

Consolidated central government 
Revenue 
Expenditure and net lending 
Deficit 
Domestic bank financing 
Other domestic .financing 
Foreign financing 
Gross domestic investment 
Gross domestic savings 
External current account 
External debt 7/ 
Short-term debt 8/ 
Debt service ratio 9/ 
Interest payments jJ" 

External current account 
Overall balance of payments 
Total external debt 
Gross international reserves 

(Months of imports of goods and services) 

1985 1986 1987 
PreL 

1988 
Proj. 

(Annual percentage changes, unless 
otherwise specified) 

5.4 
4 .1 
3.1 
4.0 

0.4 
-3.3 

4.3 
1.0 
0.5 

-16.0 
-15.9 

17.3 

10.2 
8.3 

27.0 
(0. 1) 

(25.5) 
16.8 

10.0 

20.7 
21.0 
-0.3 
-0.3 
-0.1 
0.6 

31.1 
28.6 
-1. 1 
55.8 
23.0 
23.8 
11. 1 

12.3 
2.7 
1. 4 
3.8 

28.3 
12.3 
26.4 
19.9 
8.3 

-6.9 
-6.9 

-13.0 

12.6 
5.4 

10.7 
(0.1) 

(20.6) 
18.6 

10.0 

12.0 
3.7 
6. 1 
3.4 

36.2 
29.7 
24.4 
21.8 
2.8 

-4.6 
-1.8 

13.3 

18.6 
19.8 

2.4 
(-4.6) 
(25.6) 
19.3 

10.0 

(In percent of GNP) 

20.2 
19.2 

1. 0 
-0.4 
-0.5 
-0.2 
29.8 
33.0 
4.9 

46.8 
20.8 
24.7 
8.8 

20.6 
19.8 
0.9 

-1.6 
0.7 

29.8 
35.9 
8.3 

30.0 
26.1 
32.3 

5.7 

10.0 
4.0 
4.0 
3.7 

26.0 
29.3 
14.5 
18.8 

1. 0 
0.8 4/ 
o.8 -s_/ 

11.8 
12.0 

5.4 
(-3.7) 
(19.9) 
18.1 

10.0 

20.2 
19.3 
0.9 

-1.6 
0.7 

30.0 
35.5 

~-6 
20.1 
31.1 
15.7 
3.8 

(In billions of U.S. dollars) 

-0.9 
-2.5 
46.8 

8.4 
( 2. 9) 

4.6 
2.6 

44.5 
8.6 

(2.7) 

9.8 
6.8 

35.6 
10.2 
(2.6) 

11. 3 
6.9 

29.9 
15.3 
(3.1) 

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

1/ Components may not add up to totals due to rounding. 
2/ Based on U.S. dollar values. 
3/ End of period, depreciation is negative. 
4/ Change December 1987-December 1988. 
5/ Information Notice Index. 
6/ In relation to broad money at the beginning of year. 
7/ Includes public, publicly guaranteed, and private debt of all maturities. 
8/ A~ percent of total external debt. 
9/ As •percent of exports of goods and services, includes ,interest in short­

ter.n debt. 
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Table 2. Korea: Medium-Term Adjustnent Scenario, 1985-92 

Actual Projections .... 
1985 1986 1987 1988 1989 1990 1991 1992 

(In billions of U.S. dollars) 

Exports 26.4 33.9 46.2 58.2 67.2 75.7 85.2 95.8 
Imports -26.5 -29.7 -38.5 -49.8 -f>l.5 -72.0 -81.7 -92.8 

Net services am transfers -0.9 0.4 2.1 2.9 3.0 2.9 2.6 2.0 

ilirrent acca.mt balance -0.9 4.6 9.8 11.3 8.6 6.6 6.1 5.0 
(In percent of GNP) (-1.1) (4.9) (8.3) (7.6) (5.1) (3.5) (2.9) (2.1) 

Debt-related capital fl~ 0.6 --0. 7 -4.8 -3.9 -2.1 -1.2 -0.7 --0.2 
Nondebt--related capital flows -2.2 -1.3 1.9 -0.6 -0.4 -0.5 --0.7 --0.9 

Overall balance -2.5 2.6 6.8 6.9 6.2 5.0 -4. 7 3.9 

Groos reserves 8.4 8.6 10.2 15.3 19.4 23.2 27.1 30.8 
(In rmnths of ~rts of 

goods arrl services) (2.9) (2.7) (2.6) (3.1) (3.2) (3.3) (3.4) (3.4) 

External debt 46.8 44.5 35.6 29.9 25.7 23.2 21.9 21.4 
(In percent of GNP) (55.8) (46.8) (30.0) (20.1) (15.2) (12.3) (10.3) (9.0) 

(Percent change) 

Export volune 4.3 26.4 24.4 14.5 9.8 9.0 9.0 9.0 

Inp>rt volune 1.0 19.9 21.8 18.8 17.3 13.1 9.9 10.0 

Real GNP 5.4 12.3 12.0 10.0 8.0 7.5 7.5 7.5 
{· 

Real danestic denarrl 4.0 8.3 10.2 10.7 10.8 9.2 8.2 8.3 

( In percent of GNP) 

Groos d01IEStic savings 28.6 33.0 35.9 35.4 34.0 32.3 31.7 30.9 

Gress doo:estic investnent 31.1 29.8 29.8 30.0 30.3 30.1 30.0 29.9 

Sa.trees: llita provided by the Korean autlnrities; arrl staff projections. 



Office Memorandum 
CONFIDENTIAL 

TO: The Managing Director March 30, 1988 
The Deputy Managing Director 

FROM: 
(.")th 

P.R. Narvekar YiJ"J 

SUBJECT: Korea--1988 Article IV Consultation Discussions 

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

Korea's remarkable export performance has continued and the 
Korean economy has remained strong despite prolonged political upheaval 
and labor unrest last year. The current account surplus doubled to 
nearly $10 billion (8 percent of GNP) in 1987, and a surplus of similar 
magnitude is in prospect for this year. 

The authorities 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 exacerbating international trade frictions. They 
intend to take further measures to ensure a desirable course of adjust­
ment. However, the task of the new Government--which 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 gradually than we would wish. 

The Executive Board discussion is scheduled for mid-May and 
we plan to issue the staff report by mid-April. The authorities have 
agreed to our proposal for a follow-up staff visit before the Board 
meeting. 

Attachment 

cc: ETR, EXR, FAD, LEG, RES, SEC, TRE, Mr. Hugh Simpson 



' Office Memorandum 

CONFIDENTIAL 

TO: The Managing Director March 30, ]988 
The Deputy Managing Director 

FROM: Hubert Neiss 

SUBJECT: Korea--1988 Article IV Consultation 

A mission Jj 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 consultation, however, 
was not completed because of political unrest during most of the second 
half of last year. 

Despite the political upheaval and widespread strikes, the 
vigorous economic boom which started in 1988 has continued. The year 
1987 was again one of remarkably strong export performance, rapid growth 
of output and investment, low inflation, and a large current account 
surplus (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 
Korea will have current account surpluses. 

The authorities are determined to reduce the surplus from its 
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 
accumulation and precipitate external debt reduction, and is probably 
the maximum feasible in the medium term. We supported their current 
account objective and discussed a possible adjustment scenario 
(Table 2). It will, of course, have to be reconsidered in light of 
evolving domestic and international developments. 

Several factors are already working toward current account 
adjustment: export growth is slowing down as the favorable external 
effects of 1985-86 (yen appreciation, 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 in 
Korea. (Wage increases have already resulted in a 13 percent real 
appreciation as measured by relative unit labor costs.) The expected 
slowdown in world demand as a result of adjustment in the U.S. economy 
will also dampen export growth. Furthermore, significant import 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. Neiss, Ms. Tseng, Mr. Baban, Mr. Le Fort (all ASD), Ms. Jul 
(ETR), Mr. Katz (FAD) and Ms. Lee (secretary, ASD). 
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While recognizing these influences, we emphasized that 
additional measures were needed to ensure the desirable path of current 
account adjustment. Because of the delayed impact of these measures, we 
also urged the authorities to take them at an early stage and not wa1:.t 
until increased domestic inflationary pressures stemming from 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 import liberalization, 
including liberalization of agricultural products, and tariff cuts, are 
in preparation, and the won appreciation against the U.S. dollar has 
been significantly accelerated since the beginning of this year (over 
6 percent during January-March). With the economy operating close to 
capacity, the scope for domestic demand expansion is modest in the short 
run. We recommended further import duty and excise tax reductions, but 
consider the authorities' stance of a broadly neutral budget as 
appropriate. We also agree with their 1988 target for money growth of 
18 percent which will again require large sales of central bank bonds to 
absorb the liquidity created by the external surplus. 

While there is thus basic agreement on the assessment of 
the economic situation and the policies 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 $7 bil­
lion (5 percent of GNP). Accordingly, they feel that the urgency for 
early 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 
political pressures on the new and more open Government: farmers have 
stiffened their resistance to further import liberalization, and 
exchange rate appreciation is increasingly opposed by exporters who also 
have to absorb fast rising labor costs. Nevertheless, the authorities 
are strongly determined to persevere with their adjustment effort. 
Understanding by trading partners of the constraints on policy-making in 
the present Korean situation is certainly needed. 

Consensus on the details of the adjustment package is 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 thereafter). 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. 

Attachments 

cc: ETR, EXR, FAD, LEG, RES, SEC, TRE, Mr. Hugh Simpson 



Table 1. Korea: Selected Economic Indicators, 1985-88 J_/ 

1985 1986 1987 
PreL 

ATTACHMENT 

1988 
Proj. 

-----------------------------------------" 
(Annual percentage changes, unless 

otherwise specified) 

National income, employment, and prices 
GNP at constant prices 
GNP deflator 
Consumer prices (end of period) 
Unemployment rate 

External sector 2/ 
Exports, f.o.b:­
Imports, f.o. b. 
Export volume 
Import volume 
Terms of trade 
Nominal effective exchange rate 3/ 
Real effective exchange rate ])if 
Real effective exchange rate 

(relative unit labor costs)]_/ 

Consolidated central government 
Revenue 
Expenditure and net lending 

Money and credit 
Net domestic assets !l../ 

Public sector 6/ 
Private sector-!_/ 

Money and quasi-money 6/ 
Interest rate (end of period, 

one-year time deposit) 

Consolidated central government 
Revenue 
Expenditure and net lending 
Deficit 
Domestic bank financing 
Other domestic financing 
Foreign financing 
Gross domestic investment 
Gross domestic savings 
External current account 
External debt 7 / 
Short-term debt 8/ 
Debt service ratio 9/ 
Interest payments .fl 

External current account 
Overall balance of payments 
Total external debt 
Gross international reserves 

(Months of imports of goods and services) 

5.4 
4.1 
3.1 
4.0 

0.4 
-3.3 

4.3 
1.0 
0.5 

-16.0 
-15.9 

17 .3 

10.2 
8.3 

27.0 
(O. 1) 

(25.5) 
16.8 

10.0 

20.7 
21.0 
-0.3 
-0.3 
-0.1 
0.6 

31.1 
28.6 
-1.1 
55 .8 
23.0 
23.8 
11.1 

(In 

-0.9 
-2.S 
46.8 

8.4 
(2.9) 

12.3 
2.7 
1. 4 
3.8 

28 .3 
12 .3 
26 .4 
19.9 
8.3 

-6.9 
-6.9 

-13.0 

12.6 
5.4 

10.7 
(0.1) 

(20 .6) 
18.6 

10.0 

12.0 
3.7 
6.1 
3.4 

36.2 
29.7 
24.4 
21.8 
2.8 

-4.6 
-1.8 

13.3 

18.6 
19.8 

2.4 
(-4.6) 
(25.6) 
19.3 

10.0 

10.0 
4. 0 
4.0 
3. 7 

26.0 
29 .3 
14.5 
18.8 
1.0 
0.8 4/ 
o. 8 !_/ 

11.8 
12.0 

5.4 
(-3.7) 
(19. 9) 
18.1 

10.0 

(In percent of GNP) 

20.2 
19.2 

1. 0 
-0.4 
-0.5 
-0.2 
29.8 
33.0 
4.9 

46.8 
20.8 
24.7 
8.8 

billions 

4.6 
2.6 

44.5 
8.6 

( 2. 7) 

of 

20.6 
19.8 
0.9 

-1.6 
0.7 

29.8 
35.9 

8.3 
30.0 
26.1 
32.3 

5.7 

U.S. 

9.8 
6.8 

35.6 
10.2 

20.2 
19.3 
0.9 

-1.6 
0.7 

30.0 
35.S 

7.6 
20.1 
31.l 
15.7 
3.8 

dollars) 

11. 3 
6.9 

29.9 
15.3 

(2.6) (3. 1) 

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

1/ Components may not add up to totals due to rounding. 
2/ Based on U.S. dollar values . 
3/ End of period, depreciation is negative. 
4/ Change December 1987-December 1988. 
5/ Information Notice Index. 
6/ In relation to broad money at the beginning of year. 
7/ Includes public, publicly guaranteed, and private debt of all maturities. 
8/ As percent of total external debt. 
9/ As percent of exports of goods and services, includes interest in short­

tenn debt. 

--· 
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Table 2. Korea: Medium-Tenn .Adjustnent Scenario, 1985-92 

Actual Projections 
1985 1986 1987 1988 1989 1990 1991 1992 

(In billions of U.S. dollars) 

Exports 26.4 33.9 46.2 58.2 67.2 75.7 85.2 95.8 
Imports -26.5 -29.7 -38.5 -49.8 -f>l.5 -72.0 -81.7 -92.8 

Net services and transfers -0.9 0.4 2.1 2.9 3.0 2.9 2.6 2.0 

ilirrent acca.mt balance -0.9 4.6 9.8 11.3 8.6 6.6 6.1 5.0 
(In percent of GNP) (-1.1) (4.9) (8.3) (7.6) (5.1) (3.5) (2.9) (2.1) 

Debt-related capital flavs 0.6 -0.7 -4.8 -3.9 -2.1 -1.2 -0.7 -0.2 
Nondebt-related capital flows -2.2 -1.3 1.9 -0.6 -0.4 -0.5 -0.7 -0.9 

Overall balance -2.5 2.6 6.8 6.9 6.2 5.0 4.7 3.9 

Gross reserves 8.4 8.6 10.2 15.3 19.4 23.2 27.1 30.8 
(In nnnths of imports of 

goods an:l services) (2.9) (2.7) (2.6) (3.1) (3.2) (3.3) (3.4) (3.4) 

External debt 46.8 44.5 35.6 29.9 25.7 23.2 21.9 21.4 
(In percent of GNP) (55.8) (46.8) (30.0) (20.1) (15. 2) (12.3) (10.3) (9.0) 

(Percent change) 

Export mlUIIE 4.3 26.4 24.4 14.5 9.8 9.0 9.0 9.0 

Ifll)Ort mlUIIE 1.0 19.9 21.8 18.8 17.3 13.1 9.9 10.0 

Real GNP 5.4 12.3 12.0 10.0 8.0 7.5 7.5 7.5 

' 
• Real danestic denBrrl 4.0 8.3 10.2 10. 7 10.8 9.2 8.2 8.3 

( In percent of GNP) 

Gross dODEStic savings 28.6 33.0 35.9 35.4 34.0 32.3 31.7 30.9 

Gress dooes tic inves tnent 31.I 29.8 29.8 30.0 30.3 30.1 30.0 29.9 

Srurces: llita provided by the Korean autmrities; arrl staff projections. 
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Office Memorandum 
CONFIDENTIAL 

TO: pie Managing Director March 4, 1988 
yThe Deputy Managing Director \u,-..f' 

FROM: P.R. Narvekar -yµJ ~ ~r -~ .. , ~ 

SUBJECT: Korea--1988 Article IV Consultation Discussions ?,¥v \ ,°'- ,~t~ 

Attached is the briefing paper for the 1988 Article IV ~~­
consultation discussions with Korea. It has been cleared by Mrs. Junz 
(ETR) and comments were received from Messrs. Crockett (RES), Francotte 
(LEG), Gupta (TRE), and Mrs. Ter-Minassian (FAD). 

The spectacular boom of the Korean economy has continued 
despite major political unrest last year, and the current account 
surplus--despite fast growing domestic demand--has increased further and 
substantially, reaching close to $10 billion (8 percent of GNP). Trade 
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 
4-5 years) and create a domestic and International environment conducive 
to a more harmonious development of the Korean economy. The position 
the mission would convey to the authoriti~s is summarized as follows: 

1. Korea must now take greater responsibility for maintaining 
a 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. 

J 
3. Over the medium term, surpluses should, therefore, be cut \ 

in half to a range of $5-6 billion (2-3 percent of GNP). f 

essentially, further substantial market opening and a significant ~-
4. Policies required to achieve this outcome are, ~ 

exchange rate appreciation, while strong domestic demand is maintaiJ";A. t3-
> ,_-,,,. 

5. Since these policies will affect the current account only '3S 
with a considerable lag, it is all the more important that strong action­
is taken at an early stage. 1 

,-:: J 

~ 

6. It would be helpful to Korea if such action is announced· 
before the Executive Board meeting. The mission will point out to thr;, 
authorities that the proposed second mission in mid-April was intended!: 
in a spirit of being helpful and that the offer was still open. _.; 

- ., 
;...., .. 
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The above position vis-a-vis the Korean authorities implies 
that our position vis-a-vis the international community would be as 
follows: 

1. A reduction in Korea's surpluses to 2-3 percent of GNP 
over the medium term would av~id a precipitate reduction of debt or an 
excessive buildup in reserves.I/ 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 
range is unavoidable this year, 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 current a~count surplus; a 
memorandum from Mr. Crockett is attached. 

~-.. Mr. Neiss' last day in the office is March 9. 

Attachments 

cc: ETR 
FAD 
LEG 
RES 
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 the 
deficit reduction is realized, external debt in 1992 would be 10 percent 
of GNP and international reserves equivalent to 3.5 months of imports. 



Office Memorandum 
CONFIDENTIAL 

TO: The Managing Director March 4, 1988 
The Deputy Managing Director 

FROM: P.R. Narvekar 1W 
SUBJECT: Korea--1988 Article _IV Consultation Discussions 

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

The spectacular boom of the Korean economy has continued 
despite major political unrest last year, and the current account 
surplus--despite fast growing domestic demand--has increased further and 
substantially, reaching close to $10 billion (8 percent of GNP). Trade 
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 
4-5 years) and create a domestic and international environ~nt conducive 
to a more harmonious development of the Korean economy. The position 
the mission would convey to the authoritf;es is summarized as follows: 

1. Korea must now take greater responsibility for maintaining 
a 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 medium term, surpluses should, therefore, be cut 
in half to a range of $5-6 billion (2-3 percent of GNP). 

4. Policies required to achieve this outcome are, 
essentially, further substantial market opening and a significant 
exchange rate appreciation, while strong domestic demand is maintained. 

5. Since 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. 

6. It would be helpful to Korea if such action is announced 
before the Executive Board meeting. The mission will point out to the 
authorities that the proposed second mission in mid-April was intended 
in a spirit of being helpful and that the offer was still open. 
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The above position vis-a-vis the Korean authorities implies 
that our position vis-a-vis the international community would be as 
follows: 

1. A reduction in Korea's surpluses to 2-3 percent of GNP 
over the medium term would avoid a precip__itate reduction of debt or an 
excessive buildup in reserves._!_/ 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 
range is unavoidable this year, 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 current account surplus; a 
memorandum from Mr. Crockett is attached. 

Mr. Neiss' last day in the office is March 9. 

Attachments 

cc: ETR 
FAD 
LEG 
~s 
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 the 
deficit reduction is realized, external debt in 1992 would be 10 percent 
of GNP and international reserves equivalent to 3.5 months of imports. 



To: Mr. Neiss ASl td-! C!~ ,:\:,_1,_Til1flffp 4, 1988 

From: A.D. Crockett k 
Subject: Korea--Briefing Paper 

I attach some comments on this brief that have been prepared 
by Ms. Schultze-<;liattas. 

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 payments objectives. 
We still have these reservations. 

In particular, ~ cannot agree with the statanent that "the 
international commnnity should accept surpluses in the range of 
$5-6 billion" without qualification. Given that the- surplus expected 
for the current year is $10-$12 billion, it will clearly be some time 
before it comes down to the range of $5-6 billion: to that extent 
the issue is somewhat academic. However, ~ have considerable reser­
vations about endorsing, on a country-by-country basis, medium-term 
balance of paynent s "targets" that may lt.lell · be internationally 
inconsistent. 

Should you find it impossible to modify the brief in accor­
dance with our suggestion, we would appreciate your drawing this matter 
to management's attention. 

Attachment 

cc: Mr. Frenkel 
Mr. Tanzi 
Mr. Francotte 
Mr. Gupta 
Mrs. Junz 



INTERNATIONAL MONETARY FUND 

KOREA 

Briefing Paper - 1988 Article IV Consultation 

CONFIDENTIAL 

Prepared by the Asian, Exchange and Trade Relations, 
and Fiscal Affairs Departments 

(In consultation with the Legal, Research, 
and Treasurer's Depa~tments) 

~~~ ~ln~ Approved by P.R. Narvekar and H.B. Junzt'~ 

1 March 4, 1988 

I. Introduction 

A staff team will visit Seoul during March 13-30 to hold 

discussions for the 1988 Article IV consultation. 1/ The team will 

consist of Hubert Neiss (head), Roy Baban, Wanda Tseng, Guillermo 

Le Fort (all ASD), Ana Maria Jul (ETR), Menachem Katz (FAD), and 

Florence Lee (secretary, ASD). Discussions for the 1987 Article IV 

consultation were combined with the supplemental consultation of 

May 18-June S, 1987, but not completed because of the presidential 

elections. The Executive Board discussed the staff report for the 

supplemental consultation (EBS/87/134, 6/22/87) on July 6, 1987. 

II. Political Developments 

Following a year of major political unrest, President Roh Tae Woo 

was inaugurated on February 25, 1988 in the first peaceful transition of 

1/ The m1ss1on will also collect information and hold discussions on 
trade issues that are to be covered in the comprehensive trade report 
being prepared by ETR. 
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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 ~f the previous Cabinet, 

including the Minister of Finance and the Minister of Trade and 

Industry, who was appointed as Deputy Prime Minister and Minister for 

Economic Planning. Further cabinet changes are expected following the 

National 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 

a prolonged adjustment effort (there were four stand-by arrangements 

with the Fund) and supported by changes in external conditions, in 

particular the fall in oil prices and international interest rates, and 

the depreciation of the U.S. dollar. 

2. Developments in 1987 

The boom, which began 1n 1986, continued in 1987 despite prolonged 

political disturbances in midyear. GNP growth, 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. 
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Domestic 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. Unemplo~ent fell to below 3 per-

cent. There has been growing concern about inflation, 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 

sector are estimated to have risen by 20-25 percent in 1987. 

The current account which had moved from a deficit of $0.9 billion 

(1 percent of GNP) 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) 1n 

1987. The surplus in 1987 far exceeded the Government's original target 

of $5 billion and the supplemental consultation's projection of $7 bil­

lion. Owing to the strengthening of competitiveness brought about by 

the 24 percent real depreciation of the won between early 1985 and 

mid-1986, the coming to fruition of several 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). 

New export products recorded particularly high rates of growth 

(e.g., automobiles, 107 percent; electric goods, 67 percent; 

electronics, 54 percent.) The high growth of exports and overall 

economic activity raised import demand substantially; the volume of 

imports grew by 22 percent. Nevertheless, the more rapid growth of 



- 3a -

Table 1. Korea: Current Account 1987 J:/ 

1987 
Supplemental Estimated Difference 
Consultation Actual 
Projection 

(1) (2) (2) - (1) 

( In billions of U.S. dollars) 

Trade balance 4.8 7.7 2.9 
Exports 43.5 46.2 2.7 
Imports -38.7 -38.5 -0.2 

Services 1.0 0.9 -0.1 
Receipts 10. 1 10.1 
Payments -9.1 -9.2 -0.1 

Transfers 1.0 1.2 0.2 

Current account 6.9 9.8 2.9 

(Percent change) 

Memorandum item: 
Export value 28.2 36.2 

Volume 20.4 24.6 
Unit value 6.5 9.3 

Import value 30.3 29.7 
Volume 19.3 22.1 
Unit value 9.3 6.3 

Source: Staff estimates. 

J_/ Components may not add up to total due to rounding. 
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exports and some improvement 1n the terms of trade resulted in a 

doubling of the trade surplus. The services account also shifted into 

surplus, reflecting higher tou.ri sm receip!s -and lower interest payments 

on external debt. The current account surplus, together with net 

inflows of nondebt related capital, have been used mainly to reduce 

external debt, which fell from $45 billion (47 percent of GNP) at 

end-1986 to $35 billion (30 percent of GNP) at end-1987. While gross 

international reserves rose by $1 billion to $10 billion, the import 

cover fell slightly to 2.5 months. 

The increase in Korea's current account surplus has been accom­

panied by growing bilateral imbalances with its two largest trading 

partners. Korea's bilateral surplus with the United States reached 

$9 billion 1n 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 from balance in 1986 to a deficit of 

about 1 percent of GNP in 1987, implying a fiscal stimulus of about 

1 percent of GNP. Credit policy has remained oriented toward preventing 

the sharp increases in net foreign assets from undermining monetary 

control. The Government's recourse to bank credit declined, and private 

credit growth was curtailed directly through restrictions on export­

related credits and on credits extended to the major conglomerates, and 

indirectly through open market operations and increases in the Bank of 
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Korea's rediscount rate and the reserve requirement. Despite these 

measures, broad money growth continued to exceed the official target of · 

18 percent. 

The authorities continued a slow appreciation of the won vis-a-vis 

the U.S. dollar until midyear. Concerned about the impact of the labor 

cost increase after the strikes during the summer, they moved even more 

cautiously in the remainder of the year. The won appreciated by 8 per­

cent against the dollar during 1987; its real effective value remained 

largely unchanged. 

3. Outlook for 1988 and the medium term 

On the basis of current policies and the present world economic 

outlook exercise, the staff would again expect a strong expansion of 

output--about 8-10 percent, with inflation remaining modest at 5-7 per­

cent, and a 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 $6 billion. 

The medium-term scenario indicates, on existing policies, continued 

current account surpluses above $10 billion. However, surpluses of 

these magnitudes are not sustainable because they would create inflation 

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 in a current account surplus of 
$0.8 billion. 
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IV. Policy Issues 

At the conclusion of the supplemental consultation 1n July 1987, 

the summing-up indicated that -Directors sgpported the authorities' 

medium-term debt reduction objectives, but also considered that further 

adjustment 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 management policies. 

The Korean economy plays an increasingly important role in the 

development of the East Asian region, and 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 international 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 $5-6 billion, taking account of the 

present international climate as well as the detrimental impact on the 

domestic economy of larger surpluses. This is probably the maximum 

feasible reduction 1n the medium term. In view of the still large debt 

outstanding (still 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--outstanding 

debt in 1992 would amount to 10 percent of GNP and reserves would be 
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equivalent to 3.5 months of imports--and be consistent with Korea's 

international responsibility. However, this means reducing surpluses to 

about half of what is presently 1n prospe~t, which requires a major and 

determined policy effort. Such an effort must combine substantive steps 

to further 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, concentrate 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. 

1. Market opening policies 

The rapid turnaround in Korea's trade account led to serious trade 

frictions, in particular with the United States, 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

tising, and intellectual property rights. Both the United States and 

the European Community have withdrawn GSP benefits for Korea. 

In response to pressures and as a continuation of a liberalization 

program begun in the early 1980s, market opening was accelerated in 
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1987. 1/ In early 1988, the authorities announced their intentions to 

further accelerate market opening. The specifics have not been fully 

developed. Some of these measures have b~en designed to directly affect 

bilateral 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 1n 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

tiveness of market opening measures, the mission will encourage greater 

transparency and simplification of the trade system; and review the 

recent 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 arrangements of 

Article XIV, thus setting the stage for a shift to Article VIII status, 

and to further ease 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 foreign 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 rev1s1on 
of special laws affecting trade, which are often criticized by trading 
partners as limiting access to Korean markets. 
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residents. In general, the m1ss1on will strongly argue in favor of a 

generalized approach to adjustment rather than relief from bilateral 

pressures through specific discriminatory~measures, such as incentives 

to import from or restrain exports to specific markets. 

2. Exchange 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.S. dollar. Since mid-1986, this link has been loosened and 

the won appreciated moderately (by 11 percent) against the U.S. 

dollar. Measured by the CPI-based Information Notice 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 13 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 need for further real appreciation in order to 

reduce the current account surplus to the target of $5-6 billion. The 

mission will reach a view on . the extent of further appreciation, taking 

into account the authorities' intentions on further market openings as 

well as the prospects for the forthcoming spring wage negotiations. 

3. Demand management policies 

The 1988 budget is designed to have a virtually neutral impact on 

demand with the consolidated central government deficit budgeted to 
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Chart 1 
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Chart 2 

KOREA 
DEVELOPMENTS IN THE REAL EFFECTIVE EXCHANGE RATE 

BASED ON RELATIVE UNIT LABOR COSTS, 1980-87 
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decline to 1/2 percent of GNP. The projected decline in the deficit 

reflects the expectation that 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 than GNP. The 

main features of the 1988 budget are relatively large increases in 

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 assess the appro­

priate role for fiscal policy in supporting domestic demand and current 

account adjustment, and the impact of fiscal policies on savings. J 
The sharp increase in net foreign assets of the banking system 

continues to push the growth of broad money above the official target of 

18 percent. Measures introduced in 1987 to limit the growth 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. 

4. Financial market liberalization 

The authorities have been implementing measures to liberalize and 

reform the financial system. Although progress has been hindered by the 

high level of nonperforming assets in the banking system, several 

measures have been taken: the gap between market interest rates and the 

regulated lending and deposit rates has been narrowed; new deposit 
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KRC: rr.t80302kr 3/3/88 
Table 2. Korea: Selected Ecooon:ic Indicators, 1983-86 

1983 1984 1985 1986 1987 1988 
Prel. Proj. 

(Annual percentage changes , 
unless oth:!oose specified) 

Natiooal incooe, enploynent, 
and prices 

CNP at constant prices 
GNP deflator 
C.Ons1.11rer prices (end of pericxl) 
lbeo:ploynent rate 

External sector 2/ 
Exports, f .o. b:­
lnports, f.o.b. 
Export voltm-e 
Inport voluue 
Terns of trade 
ltmrl.nal effective exchange rate 3/ 
Peal effective exchange rate 1/-

Consolidated central goverrurent 
Reverue 
Expenditure and net lending 

furey and credit 
~t donestic assets 4/ 

R.iblic sector 4/5r 
Private sector-4/ 

tniey and quasi -miey 
Interest rate (erx:I of period, 

one-year savings deposit) 

Consolidated central goverrurent 
Reverue 
Expenditure arx:I net lending 
Micit • 
Iblrestic !:erk financing .Ef 
Oth:!r dorrestic financing 
Foreign financing 

Gross dooestic investirent 
Gross dOIOOStic savings 
External current account 
External debt 7 / 
Short-term debt 8/ 
Lelt service ratio 9/ 
Interest paynents if 

11.9 
3.9 
2.0 
4.1 

11.1 
6.4 

15.5 
11.6 
0.9 

-3.0 
-4.8 

15.1 
2.0 

22.8 
-0.7 
22.4 
15.2 

8.0 

19.7 
21.3 
-1.6 
-0.4 

1.3 
0.7 

29.9 
25.3 
-2.1 
53.1 
30.0 
20.9 
10.5 

8.4 5.4 
3.8 4.1 
2.4 3.2 
3.8 4.0 

13.5 0.4 
9.6 -3.3 
9.8 4.3 
8.2 1.0 
2.1 0.5 
3.0 -16.0 
1.9 -15.9 

15.1 10.5 
13.2 7.8 

17.1 27.0 
--0.2 0.2 
18.6 25.4 
10.6 16.8 

10.0 ·12.0 

12.5 
2.3 
1.3 
3.8 

28.3 
12.3 
26.4 
19.9 
8.3 

-6.9 
-6.9 

12.9 
8.2 

10.7 
0.1 

20.6 
18.6 

12.0 

(In percent of ~'P) 

20.1 
21.4 
-1.3 
-0.2 

1.0 
0.5 

31.9 
27.9 
-1.7 
52.3 
26.5 
22.8 
11.4 

20.4 
21.2 
-0.8 
0.2 
0.2 
0.6 

31.1 
28.6 
-I.I 
55.8 
23.0 
23.8 
11.1 

19.9 
19.8 
0.1 
0.5 

-0.5 
-0.2 

30.2 
32.8 
4.9 

46.8 
20.8 
24.7 
8.8 

12.2 8-10 
3.0 5-7 
5.8 5-7 
2.3y 

36.2 20 
29.2 21 
24.6 9 
22.1 12 

2.9 2 
-4.6 
-1.8 

13 16 
19 13 

2.5 
-4.9 
25.7 
19.2 

12.0 

19.4 
20.4 
-1.0 

0.4 
0.6 

30 
36 

8.3 
30.2 
26.0 
30.I, 
5.7 

19 1/2 
20 

-1/2 

1/2 

30 
36 

7-8 
20-21 

33 
20 

6 

(In billions of U.S. dollars) 

External current account 
O.,erall balance ·of pay1rents 
Total external delt 
Gross international reserves 

(l-bnths of ilq)orts of goods 
and services) 

-1.6 
-1.3 
40.4 

7.5 

(2.8) 

-1.4 -0.9 
-1.4 -2.5 
43.0 46.8 
8.2 8.4 

(2.8) (2.9) 

4.6 
2.6 

44.5 
8.6 

(2.7) 

Soorces: ~ta provided by th:! Korean autoorl ties; and staff estimates 

1/ 0:toh?r 1987. 
2/ Based oo ·u.s. dollar values. 

9.8 10-12 
6.8 5-6 

35 28-30 
10 12 

(2.5) (2.5) 

3/ Infonmtion Notice Iooex. fro of period, depreciation is regative. 
"Ef As a percentage of previ.rus year's stock of nmey and quasi-naiey (H2 plus other 

liabilities). 
5/ ln:ludes Fertilizer Furx:I. 
6/ In tertlE of 11U1etary accamts. 
IJ ln:ludes IX,lblic, publicly guaranteed, and private sector bank and noobank delt of 

all mturities. 
8/ h:, percent of total external debt. 
Jj h:, percent of exports of gocxls and services; includes interest 01 short-term debt 

and debt service to the Fuoo. 
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Korea - Fund Relations 
(As of January 31, 1988) 

(Amounts .. in millions of SDRs,. 
unless otherwise specified) 

Membership Status 

(a) Date of membership: 
(b) Status: 

General Department 

August 26, 1955 
Article XIV 

(A) Financial Relations 

(a) Quota: SOR 462.8 million 

(b) Total Fund holdings of Korean won 

(c) Fund credit: 
Of which: Credit tranches 

CFF 
SFF 
EAR 

Amount 

831.9 

369.7 
160.0 
209.8 

(d) 
(e) 
(f) 

Reserve tranche position: 
Current Operational Budget: 

SOR 0.68 million 
Included 

Lending to the Fund: None 

Percent of quota 

179.76 

79.9 
34.6 
45.3 

ANNEX II 

III. Recent Stand-By and Special Facilities 

(a) Most recent stand-by arrangement 
(i) Duration: 

( ii) Amount: 
(iii) Utilization: 
(iv) Undrawn balance: 

(b) Previous stand-by arrangements 
during the last 10 years 

(1) (i) Duration: 
(ii) Amount 

(iii) Utilization 
(iv) Undrawn balance: 

(2) (i) Duration: 
(ii) Amount: 

( iii) Utilization: 
(iv) Undrawn balance: 

July 12, 1985 to March 10, 1987 
SDR 280 million 
SOR 160 million 
SDR 120 million 

October 22, 1975 to June 30, 1976 
SDR 20 million 
SDR 9 mill ion 
SOR 11 million 

May 6, 1977 to December 31, 1977 
SDR 20 million 

SOR 20 million 



(3) (i) 

(ii) 
(iii) 
(iv) 

(4) (i) 

( ii) 
(iii) 
(iv) 

(5) (i) 
(ii) 

(iii) 
(iv) 
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Duration: 

Amount: 
Utilization: 
Undrawn balance: 

Duration: 

Amount: 
Utilization: 
Undrawn balance: 

Duration: 
Amount: 
Utilization: 
Undrawn balance 

(c) Special facilities in last 2 years 

ANNEX II 

March 3, 1980 to March 2, 1982 
cancelled February 12, 1981 

SDR 640 million 
SOR 320 million 
SDR 320 million 

February 13, 1981 
to February 12, 1982 

SDR 576 million 
SDR 576 million 

July 8, 1983 to March 10, 1985 
SDR 575.775 million 
SDR 575.775 million 

Compensatory financing: None 

IV. SDR Department (As of January 31, 1988) 

(a) Net cumulative allocation: 
(b) Holdings: 
(c) Current Designation Plan: 

V. Administered Accounts 

VI. 

(a) Trust Fund Loans: Not eligible 
(b) SFF Subsidy Account: None 

Financial Obligations due to the Fund: 

Overdue 
Financial 

Obligations 
(3/31/88) 

Principal 
Repurchases 

Charges and Interest 
including SOR and TF 
(provisional) 

Total 

Amount Percent of allocation 

72.9 
22.0 
5.20 

Principal and 
Feb.-Dec. 

1988 1989 

144.9 129.9 

24.9 14.9 

169.8 144.8 

100.0 
30.2 

7.1 

Interest 

1990 

75 

7.8 

82.8 

Due 

1991 

20 

3.6 

23.6 
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(B) Nonfinancial Relations 

VII. Exchange rate arrangement 

The exchange rate is determined daily on _ihe basis of a currency basket; the 
rate was US$!= W 781.6 on January 31, 1988. 

VIII. Last Article IV Consultation 

Staff discussions for a supplemental consultation pursuant to the Principles 
and Procedures on Surveillance were held during May 18-June 5, 1987. The 
staff report (EBS/87/134) was discussed by the Executive Board on July 6, 
1987. 

Staff discussions were held during May 23-June 13, 1986; 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 
consultation was conducted after 14 months. The following decisions were 
adopted: 

1986 Consultation 

1. The Fund takes this decision in concluding the 1986 Article XIV 
consultation with Korea, in the light of the 1986 Article IV consultation 
with Korea conducted under Decision No. 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 

1. 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 6, 1985 from the Minister of Finance of Korea in order to 
review the progress made by Korea in implementing the program supported 
by the stand-by arrangement and to reach understandings on suitable 
performance criteria for the remaining period of the arrangement. 

2. The letter dated July 25, 1986 from the Minister of Finance of Korea 
shall be attached to the stand-by arrangement, and the letter dated 
May 17, 1985, with annexed memoranda, as heretofore modified shall be 
read as .supplemented and modified by the letter of July 25, 1986. 
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3. Accordingly, 

(a) the ceiling on net credit to the public sector from the banking 
system referred to in paragraph 4(a)(i) of the stand-by 
arrangement shall be as se~out in the table attached to the 
letter of July 2S, 1986; 

(b) the ceiling on the net domestic assets of the baking system 
referred 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 2S, 1986; and 

(c) 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. 

IX. Technical assistance 

x. 

1. STA: A visit to discuss monetary and external debt statistics took place 
in January-February 1985. 

2. FAD: , A tax review mission took place 1n May 1985. 

Resident Representative 

The Resident Representative's office was ·closed in July 1987. 
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Korea: Activities of the World Bank 

During 1980-83, macroeconomic issues were at the core of the World 
Bank's dialogue with Korea, with heavy reliance on structural adjustment 
lending. Since that time, the country strategy has been focused 
increasingly on major sectoral issues, particularly financial sector, 
energy, 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 
Government 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 adjustments on 
retail prices for gasoline, diesel fuel, and coal; studies of electric 
power 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 to restructure and 
rationalize certain industries, withdraw gradually from investment 
decision making at the firm level, and foster competition through fiscal 
incentives, and import liberalization. 

The second structural adjustment loan continued to support the 
Government's comprehensive adjustment program in the areas of industry, 
energy, and public sector efficiency. In industry, the program included 
import liberalization, reforms in 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; 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 public sector, measures were aimed at augmenting resource 
mobilization, reducing budget deficits, and increasing efficiency of the 
public enterprises. Both structural adjustment loans are now fully 
disbursed and a completion report has been prepared. 

The industrial finance loans were designed to support the 
Government's long-range program of financial liberalization. The 
reforms are 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 Government in credit alloca­
tion. 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 the price, composition, and quantity of 
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debt include interest rate adjustments and a reduced role of 
preferential credit. Measures to provide a more prominent role for 
equity capital include incentives to promote shareholding in the 
securities market. 

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 payments, price behavior, and the public sector deficit, have 
shown significant improvement, reflecting both short-term stabilization 
and medium-term structural policies. 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, foreign investment, and financial sector 
policies. The Government's policy signals have been consistent and its 
actions faithful to the announced reforms. Further measures continue to 
enjoy strong support from policymakers. 
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Korea: Ierrling of the World Bank Group 
(As of December 31, 1987) 

IBRD IDA Total !ercent 

( In millions of U.S. dollars ) 

651.71 32.78 684.49 10.8 
268.15 35.00 :Il3.15 4.8 

1,264.12 1,264.12 19.9 
484.68 484.68 7.6 
30.00 30.00 0.5 

332.74 332.74 5.2 
725.00 725.00 ll.4 
24.88 24.88 0.4 

1,441.79 47.80 1,489.59 23.5 
605.83 605.83 9.6 

400.54 400.54 6.3 

6,229.44 ]/ 115.58 ]/ 6,345.02 ]/ 100.0 

2,052.99 ll.49 2,064.48 

4,989.52 104.09 5,093.61 

200.00 200.00 

ANNEX III 

Undisbursed 

1.34 
45.13 

85.21 
33.37 
2.89 

141.50 

186.47 
286.04 

75.47 

857.42 

Structural adjustment loans: A loan of $250 million, approved in December 
1981, was fully disbursed by January 1983. A 
second loan of $300 million, approved in 
November 1983, was fully disbursed by 
September 1984. 

Financial sector loans: A first industrial finance project loan of 
$255 million to support financial sector 
liberalization was approved in June 1983. A 
second loan of $222 million was approved in 
June 1985. 

J:../ Adjusted for cancellation. 
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Three reports have been completed since 1984; 
recent economic developments (July 1986); the 
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 amounted to $176.7 million of 
which, $135.8 million has been cancelled, 
terminated, repaid, or sold. $6.3 million 
remains undisbursed. 

The IBRD has provided technical assistance to 
Korea through its standard lending operations 
for projects. In addition, the IBRD acted as 
the executing agent for a UNDP Planning 
Assistance Project for the preparation of the 
Fifth and Sixth Five-Year Plans, and for the 
UNDP project for task forces set up under the 
IBRD structural adjustment loans. 

The final meeting of the Consultative Group 
for Korea was held under the chairmanship of 
the IBRD in Seoul on July 16, 1984. 



Office Memorandum 
. • _':· • • ·J -. L. 

To: Mr. Neiss SI AfJ if:\.J T?tf lt 4, 1988 

From: A.D. Crockett ~ 
Subject: Korea--Briefing Paper 

I attach some comnents on this brief that have been prepared 
by Ms. Schultze-Ghattas. 

On the occasion of the last consultation with Korea, this 
department expressed sone reservations with the line the staff proposed 
to take in relation to the authorities' medium-term payments objectives. 
We still have these reservations. 

In particular, ~ cannot agree with the statement that "the 
international community should accept surpluses in the range of 
$5-6 billion" without qualification. Given that the surplus expected 
for the current year is $10-$12 billion, it will clearly be some time 
before it comes down to the range of $5-6 billion: to that extent 
the issue is somewhat academic. However, lie have considerable reser­
vations about endorsing, on a country-by-country basis, medium-term 
balance of paynent s "targets" that may ~11 be internationally 
inconsistent. 

Should you find it impossible to modify the brief in accor­
dance with our suggestion, we would appreciate your drawing this matter 
to management's attention. 

Attachment 

cc: Mr. Frenkel 
Mr. Tanzi 
Mr. Francotte 
Mr. Gupta 
Mrs. Junz 
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{Si Office Memorandum 
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TO: Mr. Crockett March 4, 1988 

FROM: M. Schultze-Ghattas //5G-
SUBJECT: Korea--Briefing paper for the 1988 

Article IV Consultation 

The main comment on the above briefing paper concerns the 
Korean authorities' target range for the current account balance over 
the next few years. The paper supports the authorities' view that in 
order to allow debt reduction and reserve build-up at a moderate pace, 
Korea will have to maintain 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/87/134, p. 5) and at the time it 
was already questionable whether the envisaged target range implied 
indeed just debt reduction "at a moderate pace" or rather a strategy of 
"overkill." However, even if the authorities' view was correct at the 
outset, the situation appears to have changed significantly since mid-
1987. 

According to the last staff report (p. 5), the authorities' 
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 
current account surplus was projected to amount to US$6.9 billion in 
1987, and US$7.7 billion in 1988, assuming an unchanged world 
environment and no further measures to reduce the surplus. Total 
outstanding external debt was expected to decline from US$45 billion (47 
percent of GNP) at end-1986 to US$40 billion (35 percent of GNP) at end-
1987. 

In the event, Korea recorded a current account surplus of 
US$9.8 billion in 1987, considerably larger than anticipated, and total 
outstanding external debt declined to US$ 35 billion (30 percent of GNP) 
at end-1987. For 1988, a current account surplus of US$10-12 billion is 
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 "overshooting" of the current 
account in 1987 and presumably also in 1988 (since further measures to 
reduce the external imbalance would take effect only with a time lag) 
now requires a corresponding 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 estimates for the current 
account, might be totally eliminated by 1991. 

As regards the policy measures that should be taken in order 
to reduce the current account imbalance, the emphasis is rightly on 
market opening measures and exchange rate appreciation. However, the 
briefing paper is perhaps too cautious about the role of fiscal policy 
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in the adjustment process. Given the extent of the imbalances, it is 

II difficult to imagine adequate adjustment without the support from fiscal 
policy. 

It might also be useful to evaluate the possible contribution 

l( 
that other structural policies might make to the adjustment process, 
particularly those that affect the private sector's investment and 
saving behavior. 

cc: Mr. Larsen 

- __ J 



TO: 

FROM: 

SUBJECT: 

Mr. Neiss 

Helen B. Junz ~ -
Korea--Draft Brief 

March 4, 1988 

I am attaching comments made by my colleagues on the above 

draft brief. Following our discussion, I am satisfied that the general 

policy thrust is described appropriately. However, you may wish to take 

into account 

regarding 

to market forces. 

Attachment 

cc: Mr. Acquah 
Ms. Kelly 

comments on marketing opening measures and the question 
t.-t ...... _ 1:.:,-...,::a 

rate regime to be opened 



ETR2/CGK/KOR--cokorpaa 
3.4.88 

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 emergence of unsustainably large external 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 financial policies and some 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 question is to give content to this approach particularly 
as regards the time frame for implementing the various components of the 
adjustment (e.g., tariff reductions, reducing restrictions, etc., 
footnote, p. 7). To illustrate the point, how soon are the authorities 
to remove remaining exchange restrictions, or to shift to Article VIII 
status? In this context, the brief could usefully sharpen its 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 a critical one. 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 the short term lags in 

the rea1c~-~~ =-:-~ ~~~ ~~:.~~~=::=;;~~ ~~~!!;~:.__ overall payments surplus in a - .. ---.~ 
(p. 6 and Annex Table), at mmended 
community as one which would ep debt reductions and reserv 

ccept an 
988 

at a moderate pace." Is this target feasible, and in the case 
overshooting what is the implication for reserve and external debt 

,,.,:.~, P~,. 

As regards the thrust of macroeconomic policies, we do feel that 
the contribution of domestic demand is not quite spelled out. For 
example, the 1988 budget is designed merely to be "neutral" in its 
impact, even though the fiscal stimulation provided to the economy in 
the preceding year was only modest (about 1/2 percent of GNP, and 
"macroeconomic policies" had moderately expansionary effects on demand" 
(p. 4). In light of the apparent difficulties in compressing the 
external surplus in the short t erm, 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. 
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On specific points the brief should take into account the following 
comments. 

1. Market-opening 

In the area of market opening 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 quantitative restrictions appear to be 
the principal barrier to imports. These include border measures, as 
well as Special Laws (e.g., the Grain Management Law, the Feed 
Management Law, etc.) and state-managed trading of most agricultural 
imports. 

A significant reduction in protection would appear to require a 
major modification of Special Laws and State Trading practices as well 
as liberalization of more traditional border measures (QRs and 
tariffs). The mission will therefore need to fully understand the 
operation of the Special Laws and State Trading practices. In this 
respect the brief notes (page. 7, footnote 1) that the Special Laws have 
been revised; it is not clear, however, whether these revisions involve 
a major liberalization. 

Special Laws also appear to be an important p~otective- device for 
manufactured products. Also effective protection of finished products 
may be increased by the use of tariff quotas (temporary tariff 
reductions for items - mainly raw materials and intermediate products-­
in short supply) and the recently introduced localization program (this 
provides various forms of financial assistance, including foreign 
currency loans at below market interest rates, and aims to 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 imports. 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 system 
(which replaces the import surveillance system and adjustment tariff) 
has already been introduced as is stated in footnote 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) the mission will 
collect 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 be proposed that the next Article IV consultation 
discussions be held on the 12-month cycle." 



•• l} PM I: l 6 
TO: 

FROM: 

Mr. Neiss ~-~ ', ff'( iE T 

Mrs. Ter-Minassian U, D :~ . 

March 4, 1988 

SUBJECT: Briefing Paper for the 1988 Article IV Consultation with Korea 

I have a few comments on your interesting brief for the con­
sultation with Korea. 

Perhaps the brief would benefit from a fuller discussion of 
recent trends in competitiveness--as measured by alternative indicators, 
including, if available, relative export prices, indices in relative 
profitability of exports and domestic goods, etc.--and of the staff's 
views on the implications of the recent sharp rise in relative unit 
labor costs for competitiveness in a longer-term perspective. 

I agree entirely with the emphasis placed in the brief on a 
comprehensive effort to liberalize the economy, in areas such as import 
restrictions, capital controls, the financial system, and the exchange 
rate market. Indeed, as close an approximation to floating 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 policy and a relatively expansionary fiscal policy. ~ Such a 
policy mix, especially if supported by the liberalization program 
referred to above, would sustain real domestic absorption while 
moderating inflationary pressures (which, as the brief points out, are 
beginning to build up, following the wave of labor unrest and wage 
increases in 1987). 

The room for a moderately expansionary fiscal policy stance 
seems to me to be provided by the relatively low level of the public 
deficit. Perhaps the brief could indicate more explicitly that the 
mission will discuss the scope and nature of a selective fiscal 
s~imulus, exploring in particular the desirability of stepping up public 
investment or of reducing some indirect tax rates, which would help 
dampen inflation and domestic savings. 

cc: Mr. Tanzi 
Mr. Tait 
Mr. Nasashibi 
Mr. Katz 
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TO: Mr. Acquah March 4, 1988 

FROM: Margaret Kelly 4!41(.;t/ 

SUBJECT: Korea - Briefing Paper for the Article IV Consulcation 

The brief correctly states cl}at large "surplus ... are not 
sustainable because they would create inflation and distort the 
production structure at home and intensify protectionism abroad" 
(page 5). It further notes that action is required particularly in the 
areas of market opening and exchange rate policies. 

Following are some specific comments on trade issues. In 
addition, the brief should indicate that the mission will collect 
information and hold discussions on trade issues that are to be covered 
in the comprehensive trade report being prepared by ETR. 

Market-opening 

In the area of market opening measures more precision in che 
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 quantitative restrictions appear to 
be the principal barrier to imports. These include border measures, as 
well as Special Laws (e.g., the Grain Management Law, the Feed 
Management Law, etc.) and state-managed trading of most agricultural 
imports. 

A significant reduction in protection would appear to require 
a major modification of Special Laws and State Trading practices as well 
as liberalization of more traditional border measures (QRs and 
tariffs). The mission will therefore need to fully understand the 
operation of the Special Laws and State Trading practices. In this 
respect the brief notes (page. 7, footnote 1) that the Special Laws have 
been revised; it is not clear, however, whether these revisions involve 
a major liberalization. 

Special Laws also appear to be an imporcant protective device 
for manufactured products. Also effective protecti~n of finished 
products may be increased by the use of tariff quotas (temporary tariff 
reductions for icems - mainly raw materials and intermediate products-­
in short supply) and the recently introduced localization program (this 
provides various forms of financial assistance, including foreign 
currency loa~s at below market interest rates, and aims to aeepen 
Korea's i ndustrial 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). 
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Defense surcharges are also applied to most imports. 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 system 
(which replaces the import surveillance system and adjustment tariff) 
has already been introduced as is stated in footnote 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. 

3. Finally, I am attaching an article from the Financial Times 
(3/3/88) concerning Korea's trade surplus in January 1988. 
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INTERNATIONAL MONETARY FUND 

March 4, 1988 

Mr. Neiss 

Korea--Briefing Paper for 
the 1988 Article IV 
Consultation 

Attached is a copy of page 8 
of the above-mentioned paper, on 
which I have written my comments. 

~~ 
Pierre Francotte 

Pierre Francotte 



- 8 -

I 

[~ fu~t- fhl u-,..,~l 

~~ ~ 
y,iJ ~ ~:-J 

I ~e,-

phasing out of the import surveillance list. It will al~o eflcouta8e the 
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further ease restrictions on 9verseas investment by Korean residents. 

In general, the mission will strongly argue in favor of a generalized 

approach to adjustment rather than relief from bilateral pressures 

through specific discriminatory measures, such as incentives to import 

from or to restrain exports to specific markets. 

2. Exchange rate policy 

The real exchange rate depreciated substantially between early 1985 

and mid-1986, reflecting the pegging of the won to the sharply 

depreciating U.S. dollar. Since mid-1986, this link has been loosened 

' 
and the won appreciated moderately (by 11 percent) against the U.S. 

dollar. Measured by the CPI-based Information Not:ice Index, the rea 

iace de~~~~~~~ed' ~/ ;~ ··;:;~~~\~~~e~n ~~;ly 1985 and mil:1 
: .. ,~::~. • .:.. ), ... ---1"'_rr~: ~,,.~\: ....... . ~-.-,.::-.-. -. 

•• ned unchanged the . Measured b ~ 
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·staff team will ' assess recen 

·developments on trade flows. Given present balance of payments 
. ~ - . 

prospects, there is a ·need fo~· further real appreciation in 

reduce the current account surplus to the target range of 

$5-6 billion. The staff will reach a view on the extent of further 

appreciation, taking into account the authorities' intentions on further 
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rable L Korea: E>q1orts Projection 28-f'lar-88 

Korea: Trade 77abd 
Projections 11811 Value ExPort Tens Export Industrial T, Partners 

last review: of hports Unit ValU?...5 of Trarle Volume Countries Real Oo!es, 
03/28/88 Export U.V, Dem.and 
12:44 AM (Mill US$) <1980=100) (198.1)=100) (Seas, Adj,)(1980=100) (1SB0=100) 

X.tt PX PX/PM XSAZ PH YW 
Ql: 1985 5967 9?.20 107 .17 152.3~ 93.6B 110.22 
Q2: 1985 6£73 9£.50 106.2B 155,98 94.14 111.55 
Q3: 1985 6772 94.40 105.24 160.91 95.84 112.66 
Q4: 1985 7207 94,00 104.56 167.56 98.14 113.79 
Ql: 1986 6803 95.50 108.52 182.17 100.69 llUO 
Q2: 1986 8337 95.BO !14.73 196.30 103.21 116.07 
Q3: 1986 8QCQ _,,.,., 97.30 118.51 206.53 104.14 117 .00 
Q4: 1986 9614 98.40 117 .28 217.98 104.34 117 .47 
Ql: 1987 9257 101.60 118.41 233.00 106.33 118.06 
Q2: 1987 11419 104.50 117.81 246.50 109.09 119 .12 
Q3: 1987 12023 107 .10 118.34 251.81 109.96 120.79 
Q4: 1987 13148 109.80 116.68 268.60 112.93 121.39 

---------------
Source: IMF-IFS NSB-BOK I~F-WEO IMHEO 

Projections 
Ql: 1987 10337 100.72 117 .39 224.32 106.33 118.06 
Q2: 1987 10964 104.71 118.05 228.86 109.09 119 .12 
Q3: 1987 11407 108.22 119 .58 230.37 109.96 120.79 
Q4: 1987 11895 113.96 121.10 228.14 112.93 121.39 
Ql: 1988 13602 112.50 117.49 271.20 117 .11 122.00 
Q2: 1988 14056 114.48 117.44 275.42 119.92 122.61 
Q3: 1988 14509 115.99 117.35 280.58 121.84 123.35 
Q4: 1988" 14975 117.05 117 .13 286.97 123.42 124.21 
01: 1989 15510 119.04 117 .37 292.25 124.66 125.08 
Q2: 1989 16011 120.67 117 .68 297.62 126.15 125.95 
Q3: 1989 16531 122.36 118.03 303.04 127.67 126.84 
Q4: 1989 17064 m.1a 118.36 308.25 129.07 127.85 
Ql: 1990 17462 124.94 118.50 313.49 129.59 128.74 
Q2: 1990 17912 125.87 118.55 319.19 130.50 i29.65 
Q3: 1990 18426 127.02 118.56 325.38 131.67 130.55 
Q4: 1990 18985 128.19 118.59 332 .19 132.86 131.60 
Ql: 1991 19525 129.21 118.82 338.95 133.65 132.52 
Q2: 1991 20120 130.63 119.06 345.47 134.72 133.45 
Q3: 1991 20724 132.06 119.28 352.00 135.93 134.38 
Q4: 1991 21342 133.50 119 .51 358.59 137.16 135.32 
Ql: 1992 21886 134.38 119.70 365.31 137.84 136.27 
QZ: 1992 22509 135.64 119 .86 372.24 138.95 137.22 
Q3: 1992 23182 137 .11 119 .96 379.25 140.20 138.18 
Q4: 1992 23882 138.49 120.08 386.82 141.60 139.15 

1986 actual 3~13 96.89 114.76 200.75 103.09 116.31 
1987 actual 45847 106.12 117. 72 247.80 109.58 119.84 

1987 projected 44604 107.15 118.93 238.75 109.58 119.84 
1988 projected 57142 115.06 117 .19 284.83 120.57 123.04 
1989 65116 121.63 117 .70 307.05 126.89 126.43 
1990 72785 126.55 118.39 329.88 131.15 130.14 
1991 81711 131.40 119 .01 356.64 135.37 133.92 
1992 91460 136.46 119. 74 384.42 139.65 137.71 

Percentage Change 
1987 actuai 35.2 9.5 2.6 23.4 6.3 3.0 

1987 projected 31.5 10.6 3.6 18.9 6.3 3.0 
1988 projected 24.6 8.4 -0.5 14 .9 10.0 2.7 
1989 14.0 5.7 0.4 7.8 5.2 2.8 
1990 11.8 u 0.6 7.4 3.4 2.9 
1991 12.3 3.8 0.5 8.1 3.2 2.9 
1992 11.9 3.8 0.6 7.8 3.2 2.8 

--------------- -----------------------



Table 2. Korea: Imports Projection 

---------------------------------
Korea: Trade 77abd Non-Oil Imports 

Projections 11 B11 Value Import Import Import 
last review: of Imports Unit Values Volumes Import Volumes 

03128188 Value Unit Values (Seas . Adj.) 
12:44 AM (Mill US$) (1980=100) (Seas. Adj.)(Mill US$) (1980=100) (1980=100) 

------------------------------------------------------------------------

Ql: 1985 
Q2: 1985 
Q3: 1985 
Q4: 1985 
Ql: 1986 
Q2: 1986 
Q3: 1986 
Q4: 1986 
Ql: 1987 
Q2: 1987 
Q3: 1987 
Q4: 1987 

11N 
6311 
6679 
6359 
7112 
6979 
7329 
7357 
8042 
7834 
9891 
9829 

10192 

PM MSA2 
90.70 136.63 
90.80 132.11 
89.70 134.70 
89.90 141.92 
88.00 155.73 
83.50 157.64 
82.10 170.28 
83.90 171.95 
85.80 179.29 
88.70 200.27 
90.50 206.37 
94.10 205.80 

t\HNO 
4422 
4855 
4706 
5114 
6023 
6223 
6280 
6778 
6670 
8310 
8483 
8687 

PHO 
86.47 
87.08 
85.97 
86.33 
86.82 
85.84 
86.54 
87.59 
86.46 
88.47 
90.34 
92.50 

MNOSA 
149.00 
141.48 
147.36 
152.09 
202 .13 
183.95 
195.36 
198.66 
224.78 
238.35 
2S2.80 
252.80 

-----·--------------------------------------------
Source: 

Projections 
Ql: 1987 
Q2: 1987 
Q3: 1987 
Q4: 1987 
01: 1988 
Q2: 1988 
Q3: 1988 
Q4: 198B 
Ql: 1989 
QZ: 1989 
03: 1989 
Q4: 1989 
Ql: 1990 
Q2: 1990 
Q3: 1990 
Q4: 1990 
Ql: 1991 
Q2: 1991 
Q3: 1991 
04: 1991 
Ql: 1992 
Q2: 1992 
Q3: 1992 
Q4: 1992 

1986 actual 
1987 actuai 

1987 projected 
198B projected 
1989 
1990 
1991 
1992 

Percentage Change 
1987 actual 

1987 projected 
1988 projected 
1989 
1990 
1991 
1992 

IMF-iFS MSB-BGK 

8934 
9330 
9819 

10715 
11015 
um 
11902 
12291 
12888 
13496 
14134 
14730 
15204 
15706 
16258 
16B62 
17469 
18143 
18836 
19555 
20219 
20966 
21777 
2259B 

29707 
37746 

38798 
46684 
55248 
64031 
74002 
85560 

27 .1 

30.6 
23.7 
18.3 
15.9 
15.6 
15.6 

85.80 
88.70 
90.50 
94 .10 
95.75 
97 .48 
98.84 
99.93 

101.43 
102.54 
103.67 
104.91 
105.44 
106.18 
107.13 
108.10 
108.75 
109.72 
110.71 
lli.71 
112.27 
113 .17 
114 .30 
115.33 

84.32 
90.02 

89.98 
98.06 

103.20 
106.75 
110.27 
113.81 

6.8 

6.7 
8.9 
5.2 
3.4 
3.3 
3.2 

MH/Pl'I 

186.78 
188.69 
194.63 
204.27 
218.58 
223.73 
228.81 
233.71 
241.46 
250.09 
259.07 
266.78 
274.01 
281.09 
288.36 
296.41 
305.24 
314.19 
323.29 
332.63 
342.22 
352 .04 
362.04 
372.34 

163.90 
195.05 

200.59 
221.47 
249.04 
279.04 
312.20 
349.72 

19 .0 

22.4 
13.5 
12.5 
12.0 
11.9 
12.0 

ttH-MOM PH and PO 

7426 
7691 
8148 
8872 
9201 
9539 

10055 
10830 
11271 
l1536 
11878 
12229 
12671 
13311 
13990 
14604 
15154 
15723 
16330 
16999 
17681 
18424 
19208 
20024 

25303 
32150 

32137 
39625 
46915 
54576 
64206 
75338 

27 .1 

27 .0 
23.3 
18.4 
16.3 
17 .6 
17 .3 

86.46 
88.47 
90.34 
92.50 
95.35 
97.74 
99.30 

100.59 
101.88 
103 .11 
104.24 
105.39 
105.70 
106.65 
107.61 
108.58 
109.23 
110 .11 
111.10 
112.10 
112. 77 
113.67 
114.69 
l15.73 

86.71 
89.64 

89.59 
98.36 

103.69 
107 .19 
110.68 
114.27 

3.4 

3.3 
9.7 
5.4 
3.4 
3.3 
3.2 

220.52 
223.20 
231.59 
246. 3 
259.77 
262.73 
272.59 
289.83 
297.82 
301.21 
306.76 
312.39 
322.70 
336.00 
349.98 
362.07 
373.48 
384.41 
395.70 
408.24 
422.09 
436.33 
450.85 
465.81 

195.03 
239.72 

239.75 
269.25 
302.40 
340.29 
387.73 
440.67 

22.9 

22.9 
12.3 
12.3 
12.5 
13.9 
13 .7 

-------------------------------------------------------------------------------------
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Table 3. Korea: Relative Prices Projection 28-Nar-88 

-------------------------------------------------
Korea: Trade RF Relative 55EY.ZF 

Projections 11811 Real Consumer Hom. Exchang Unit Labor Wages 
last review: Exchange Price index Rate Cost l'\onthiy 

03/28/88 Rate Earnings 
12:44 AK (1980=100) W/USS (1980=100) (1980=t00) 

---------------------------------------- -------------------------
PD1/e*Pl1 PDl E w/(t*E*P!1) WSA 

Ql: 1985 106.92 139.53 838.72 74.41 165.23 
Q2: 1985 104.00 140.47 867.04 78.31 184.52 
Q3: 1985 to4.07 141.40 882.95 80.17 194.78 
Q<t: 1985 103.61 142.43 891.37 80.65 203.17 
01: 1986 l07 .23 143.60 887.08 72.55 182.40 
Q2: 1986 t13.35 144.03 887.05 78.44 191.64 
Q3: 1986 116.51 144.TT 882.lB 86.26 211.02 
Q4: 1986 115.46 144 .50 859.50 86.27 217 .51 
Ql: 987 115.60 145.60 855.69 75.34 195.75 
2: 987 117 .57 148.10 827.80 77 .25 205.38 
3: 1987 119.29 149 .S7 807.S4 BUS 227.74 

Q~: 1987 117.65 151.80 799.24 93.21 264.63 
---------- ------------- ----------

Source: 11'\F-IFS IMF-IFS IMF-IFS 

Projections 
Ql: 1987 115.33 145.27 855.69 75.34 195.75 
Q2: 1987 116.06 146.20 827.80 77.26 205.38 
Q3 : 1987 118.22 148."2 807.54 84.15 227.74 
Q4: 1987 120.78 155.83 799.24 93.21 264.63 
Ql: 1988 121.00 152.2S 766 91.48 260.00 
Q2 : 1988 121.41 152.28 750 90.30 262.56 
Q3: 1988 121.t4 152.38 740 88.80 265.15 
Q4: 1988 121.25 153.82 740 86.81 267.76 
Ql: 1989 122.00 157.09 740 87.33 279.37 
Q2: 1989 122.74 159.77 740 88.11 291.17 
Q3: 1989 123.50 162.54 740 88.90 303.47 
Q4: 1989 124.1S 165.36 740 89.60 316.29 
Ql: 1990 124.53 166.69 740 89.26 323.55 
Q2: 1990 124.83 168.27 740 88.84 331.35 
Q3: 1990 125.10 170.14 740 88.25 339.3ft 
Q4: 1990 125.40 172.09 740 87.66 347.53 
Ql: 1991 126.01 173.96 740 88.27 359.69 
Q2: 1991 126.55 176.28 740 B8.46 371.67 
03: 1991 127.09 178.62 740 88.66 384.04 
Q4: 1991 127.62 180.99 740 88.86 396.83 
Ql: 1992 128.12 182.61 740 88.92 407.78 
02: 1992 128.58 184.73 740 88.82 419.50 
Q3: 1992 128.98 187.16 740 88.54 431.55 
Q4: 1992 129.41 189.47 740 88.35 443.95 

1986 actual l13.t4 144.23 881.45 80.88 200.67 
1987 actual 117 .13 148.77 822.57 82.45 223.37 

1987 projected l17 .28 148.88 822.57 82.49 223.37 
1988 projected 121.20 152.68 749.00 89.24 263.87 
1989 123.06 161.19 740.00 88.50 297.58 
1990 124.96 169.30 740.00 88.49 335.44 
1991 126.80 177.46 740.00 88.57 378.06 
1992 128.76 185.99 740.00 88.65 425.69 

Percentage Change 
1987 actual 3.5 3.1 -6.7 1.9 11.3 

1987 projected 3.7 3.2 -6.7 2.0 11.3 
1988 projected 3.5 2.6 -8.9 8.2 18.1 
1989 1.5 5.6 -1.2 -0.8 12.8 
1990 1.5 5.0 0.0 -0.0 12.7 
1991 1.5 4.8 0.0 0.1 12.7 
1992 1.5 4.8 0.0 0.1 12.5 

---------------------------------------------------------------------------------



Table 4. Korea: Macro Projection 28-Mar-88 

-------------------------- ----------------
Korea: Trade RE\JISED Capital 

Projections 11811 Econ. Active Adjusted Permanent Stock 
last review: Popuiation Labor Inco:ae in Manuf. 

03/28/88 Productivity 
12:44 AM (Seas. Adj.)(Seas. Adj. ) CSeas. Adj. ) 

----------------------------------------------
LSFSA TEClFSA YPRI'\ GKM 

Ql: 1985 16278 170 .14 13743 35044 
Q2: 1985 16363 rn.45 13462 35569 
Q3: 1985 16458 179.82 13957 36089 
Q4: 1985 16563 183.25 13069 36605 
Ql: 1986 16679 187. 74 14615 37114 
Q2: 1986 16807 192.28 14738 37619 
Q3: 1986 169(t7 196. 89 15535 38117 
Q4: 1986 15950 201.55 14776 38609 
Ql: 1987 17267 206.27 16624 39095 
Q2: 1987 17448 211.04 16671 39574 
Q3: 1987 17645 215 .86 17645 40046 
Q4: 1987 17747 220.05 17950 41050 

------------------------------------
Source: 

Projections 
Ql: 1987 17267 206.27 16624 39095 
Q2: 1987 17448 211.04 16671 39574 
Q3: 1~87 17645 215.85 17646 40046 
Q4: 1987 l7747 220.05 17950 ~1050 
Ql: 1988 17922 225.87 18383 41779 
Q2: 1988 18099 231.84 18826 42522 
Q3: 1988 18277 237.37 19280 43278 
Q4: l98S l8457 243.15 19745 44047 
Ql: 1989 18594 248.45 20175 HB29 
Q2: 1989 18732 253.86 20614 45626 
Q3: 1989 18871 259.39 21063 46437 
Q4: 1989 19011 265.04 21522 47262 
Ql: 1990 19152 270.81 21991 48102 
Q2: 1990 19294 276. 70 22470 48957 
Q3: 1990 19437 282.73 22959 49827 
Q4: 1990 19581 288.89 23459 50712 
Ql: 1991 19726 295.18 23970 51613 
Q2: 1991 19873 301.61 24492 52531 
Q3: 1991 20020 308 .18 25025 53464 
Q4: 1991 20169 314.89 25570 54414 
Ql: 1992 20318 321.75 26127 55381 
Q2: 1992 20469 328.75 26696 56365 
Q3: 1992 20621 335.91 27278 57367 
Q4: 1992 20774 343.23 27808 5B386 

1986 actual 16846 194.62 59664 37865 
1987 actual 17527 213.31 68891 39941 

1987 projected 17527 213.31 68891 39941 
1988 projected 18189 234.71 76234 42906 
1989 18802 256.68 83375 46039 
1990 19366 279.78 90879 49399 
1991 19947 304.96 99058 53006 
1992 20545 332.41 107909 56875 

Percentage Change 
1987 actual 4.0 9.6 15.5 5.5 

1987 projected 4.0 9.6 15.5 5.5 
1988 projected 3.8 10 .0 10.7 7.4 
1989 3.4 9.4 9.4 7.3 
1990 3.0 9.0 9.0 7.3 
1991 3.0 9.0 9.0 7.3 
1992 3.0 9.0 8.9 7.3 

-----------------------------------------------------



Table 5. Korea: Kationai Accounts Projection 

------------------------------------------------------------ ----------------
Korea: Trade Real Real Real Rea Exports of Imports of Real Het 

Projections 11B11 Domestic Government Gross Fixed Private Goods and Goods and Expend. on Factor 
last review: Demand Consumption Capital Consumption non-f. serv.non-f. serv. GDP Income 

03/28/88 Formation (B.1980 ijon)(B.1380 Won)(B .19B0 ijon)(B .1980 Yon) 
12:44 AM CB.19B0 ~on)(Seas. Adj .)CSeas. Adj.)(Seas. Adj.)(Seas. Adj.)(Seas. Adj .)(Seas. Adj.) 

------------------------------------------------------------

Ql: 1985 
Q2: 1985 
Q3: 1985 
Q4: 1985 
Ql: 1986 
QZ: 1986 
Q3: 1986 
Q4: 1986 
Ql: 1987 
oz: 1987 
Q3: 1987 
Q4: 1987 

DDH 
12020 
13556 
13847 
15124 
12955 
15024 
15296 
16365 
14816 
16535 
16790 
17389 

GCSA2 IHVSA2 PCSA2 EXPSA 
1316 4292 7873 
1213 4151 7935 
1231 4369 8109 
1358 4355 9401 5239 
1343 4934 6678 5854 
13H 5001 8709 6349 
1440 5138 8718 6657 
1528 4876 9~ 6822 
1452 5748 7616 7494 
1569 5550 9316 7866 
1647 5815 9328 7971 
1706 5430 10253 8503 

11'\PSA 

5208 
5697 
5175 
6155 
6232 
6713 
7372 
7274 
7254 

GDPSA2 

15155 
13039 
15523 
15123 
16881 
15408 
16840 
17299 
18449 

-------------------------------------------------------------------------------
Source: NA/1987-BOK 

Projections 
Ql: 1987 
Q2: 1987 
Q3: 1987 
Q4: 1987 
Ql: 1988 
Q2: 1988 
Q3: 1988 
Q4: 1988 
Ql: 1989 
Q2: 1989 
Q3: 1989 
Q4: 1989 
Ql: 1990 
Q2: 1990 
Q3: 1990 
Q4: 1990 
Ql: 1991 
Q2: 1991 
Q3: 1991 
Q4: 1991 
Ql: 1992 
Q2: 1992 
Q3: 1992 
Q4: 1992 

1986 actual 
1987 actual 

1987 projected 
1988 projected 
1989 
1990 
1991 
1992 

Percentage Change 
1987 actual 

1987 projected 
1988 projected 
1989 
1990 
1991 
1992 

14816 
16535 
16790 
17389 
17527 
17742 
17950 
18181 
18703 
19283 
19882 
20361 
20805 
21258 
21721 
22244 
22825 
23375 
23939 
24516 
25107 
25712 
26333 
26967 

59640 
65530 

65530 
71411 
78229 
86027 
94654 

104l20 

9.9 

9.9 
9.0 
9.5 

10.0 
10.0 
10.0 

1452 
1569 
1647 
1706 
1712 
1?29 
1746 
1763 
1798 
1832 
1868 
1904 
1941 
1979 
2018 
2057 
2097 
2137 
2179 
2221 
2264 
2308 
2353 
2399 

5625 
6374 

6374 
6951 
7403 
7995 
8634 
9325 

13.3 

13.3 
9.1 
6.5 
8.0 
8.0 
8.0 

5748 
5650 
5815 
5430 
6053 
6199 
6348 
6501 
6658 
6818 
6983 
7151 
7324 
7500 
7681 
7866 
8055 
8250 
8449 
8653 
8862 
9075 
9294 
9518 

19950 
22644 

22644 
25100 
27610 
30371 
33409 
36749 

13.5 

13 .5 
10 .8 
10.0 
10.0 
10.0 
10.0 

7616 
9316 
9328 

10253 
9763 
9815 
9866 
9916 

10248 
10632 
H03l 
11306 
11539 
11778 
12022 
12321 
12672 
12987 
13310 
13642 
13981 
14329 
14685 
15050 

34065 
36512 

36512 
39360 
<t3216 
4?661 
52611 
58045 

7.2 

7.2 
7.8 
9.8 

10.3 
10.4 
10.3 

7021 
7163 
7210 
mo 
8488 
8620 
8782 
8982 
9t47 
9315 
9484 
9648 
9812 
9990 

10184 
10397 
10608 
10813 
11017 
11223 
11433 
11650 
11870 
12107 

25682 
31834 

28534 
34872 
37594 
40383 
43661 
47060 

24.0 

11.1 
9.5 
7.8 
7.4 
8.1 
7.8 

6770 
6839 
7054 
7404 
7923 
8109 
8293 
8471 
8752 
9065 
9390 
9670 
9931 

10188 
10452 
10744 
11063 
11388 
11718 
12056 
12404 
12760 
13122 
13496 

23859 
28613 

28067 
32796 
36876 
41315 
46226 
51782 

19.9 

17.6 
14.6 
12.4 
12.0 
11.9 
12.0 

15067 
16859 
16946 
17 .25 
18093 
18253 
18449 
18691 
19098 
19534 
19976 
20339 
20685 
21060 
21453 
21897 
22370 
22800 
23238 
23683 
24137 
24603 
25080 
25579 

61166 
67996 

65997 
73486 
78947 
85095 
92090 
99398 

11.2 

7.9 
8.1 
7.4 
7.8 
8.2 
7.9 

-522.4 
-498.5 
-561.3 
-380.0 
-436.6 
-339.0 
- 12.7 
-300 .1 
- 01.6 

-339.0 
- 12.7 
-300.1 
-401.6 
-279.5 
-279.5 
-279.5 
-279.5 
-158.6 
-158.6 
-158.6 
-158.5 
-?8.4 
-78.4 
-78.4 
-78.4 
-25.2 
-25.2 
-25.2 
-25.2 
11.6 
11.6 
11.6 
11.6 

-1876 
-i453 

-1453 
-1118 
-634 
-314 
-101 

46 
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Korea: Trade 
Projec ions 11811 Real 

last review: GHP 
03/28/88 (B .1980 Won) 
12:44 AM (Seas. Adj .) 

Ql: 1985 
Q2: 1985 
Q3: 1985 
Q4: 1985 
Ql: 1986 
Q2: 1986 
Q3: 1986 
Q4: 1986 
Ql: 1987 
Q2: 1987 
3: 1987 

Q4: 1987 

Source: 

Projections 

GNPSA2 

14632 
12540 
14962 
15343 
16444 
15069 
15427 
16999 
18048 

Ql: 1987 14728 
Q2: 1987 16446 
Q3: 1987 16646 
Q4: 1987 ism 
Qt: 1988 17813 
Q2: 1988 17974 
Q3: 1988 18169 
Q4: 1988 18412 
Ql: 1989 18940 
Q2: 1989 19375 
Q3: 1989 19817 
Q4: 1989 20181 
Ql: 1990 20606 
Q2: 1990 20981 
Q3: 1990 21374 
Qt+: 1990 21819 
Ql: 1991 22344 
Q2: 1991 22774 
Q3: 1991 23213 
Q4: 1991 23658 
Ql: 1992 24148 
02: 1992 24615 
Q3: 1992 25091 
Q4: 1992 25590 

1986 actual 59289 
198? actual 66542 

1987 projected 64544 
1988 projected 72368 
1989 78313 
1990 84781 
1991 91989 
1992 99445 

Percentage Change 
1987 actual 12.2 

1S87 projected 8.9 
1988 projected 8.8 
19B9 B .2 
1990 8.3 
1991 8.5 
1992 8.1 

---------------------

Table 5. Korea: Hational Accounts Projection 28-Mar-88 
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lbSkrH (3/29/88) GLf 

Korea: Monetary Survey 1 1983-88 

End of Perl.ad 1983 1981 1985 1986 1987 Projections for 1988 

Scenario R Scenario B 

<In billions Q.f. won) 

Het foreign assets -5,082 -6,191 -7 ,697 -6,128 -1,605 3,561 3,561 
assets 6,387 7,375 8,122 8,332 8,647 10,987 10,987 
Liabillties 11,169 13,566 15,819 11,460 10,252 7,423 7,123 

Swaps w.i.th M~os1t t1tmey bank-s -863 -1,234 -2,333 -1,566 -145 

Met dattestic assets 28,883 32,802 39,669 12,805 43,650 15,925 13,907 
nw.st1c cremt 31,847 36,059 12,561 18,698 56,071 60,038 62,3!1 

Public sector 2,013 1,973 2,013 2037 412 -1,124 -1,121 
P.riuate sectilr 291831 34,086 10,518 46,661 55,662 61,162 63,155 

Het other 1 tel'lS -2.961 -3 1257 -2,892 -5,893 -12,121 -11,113 -18,121 
Of which.: t.lone.tary Stabilization Bonds (-1,018) (-1 ,525) (-528) (-3 1088) ( -7 ,555) (-9,041> (-13,355) 

Exchange [Quilizatlon fund Bonds (--) (--) (--) (--) (--) (-200) <-200) 

Broad Mnev plus certificates of deposit 22,938 25,377 29,639 35,110 41,900 19,189 47,171 
HarrO\J ttoney 6,783 6,821 7,558 8,809 10,107 12,012 11,535 
Ouasi-r.luAe.Y 16,155 17,885 21,007 25,021 30,172 35,m 34,436 
Certifjcates of deposit 1/ 671 1,074 1,277 1,621 1,500 1,500 

<Annual percentage change in relation !.!! the stock !!f. broad Money) 21 

Ket foreign assets -3.8 -1.8 -5. 9 5.3 12. 9 12.3 12. 3 

5waps i.ii th nondeposi t Money banks -3.8 -1.6 -1.3 2.6 4.0 0.3 0. 3 

ttet dOMestic assets 22.8 17.1 27.0 10. 7 2. 4 5. 4 0.6 
Do,,iesti c cred1 t 21. 7 18.1 25.6 20. 7 21.0 9.5 H.9 

Public sector -0. 7 -0.2 0.1 0.1 -4.6 -3. 7 -3. 7 
Pr1 uate sector 22.1 18.6 25.5 20. 6 25.6 13.1 18.6 

Het other i te,,s 1.1 -1.3 1.1 -10.0 -18.6 -1.0 -TU 
Of i-lhl ch: Open 11arket operations 3/ H.4) (-2.2) (3. 9) (-8. ?) <-16.8) H.0) <-14.3) 

Broad Money pl us certificates of deposit 15.2 10.6 16.8 18.6 19.3 18.1 13.3 

(Annual percentage change) 

Het doilesti c assets 18.7 13,5 20. 9 8.0 2.0 5.2 0.6 
Private sector credit 17,6 11.3 19.0 15.1 19.3 7.1 11.2 

Source: Data provided by the Korean authorities. 

11 Certi fie.ates of deposit issued by cOMercial banks, 
21 Stock at the beginning of the period. 
3/ Money Stabilization Bonds Issued by the Bank of Korea and [xchange [Qualization fund Bonds issued by the 6overnMent. 
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Table 1. Korea: Balance of PayMents Projections, 1987-88 

(In billions of U.S. dollars) 

1987 1988 

EPB IMF 

Exports, f.o.b. 46.2 54.0 58.2 
VoluMe (percent change) 24.6 8.2 14.5 
Unit value (percent change) 9.3 8.0 10.0 

IMports, f.o.b. 38.5 49.0 49.8 

Oil 3.6 4.1 4 .1 
VoluMe (percent change) -7.6 15.3 15.3 
Unit value (percent change) 19.7 

Non-oil 34.9 44.9 45.7 

For doMestic use 19.1 25.7 25.0 
VoluMe (percent change) 21.6 26.3 19. 0 
Unit value (percent change) 4.6 6.5 9.7 

For export product ion 15.8 19. 2 20.7 
VoluMe (percent change) 32.4 14. 1 19.3 
Unit value (percent change) 4.6 6.5 9.7 

Trade balance 7.7 5.0 8.4 

Services balance 0.9 1 .0 1. 7 

Transfers balance 1. 2 1.0 1 .0 

Current account 9.8 7.0 11. 1 

AssuMptions 
Real GNP 12 .2 8.0 10.0 
Real doMestic deMand 10.2 8.5 1 / 10.0 
Foreign deMand 3.0 2.7 
Oil price ($/barrel) 17.0 17.0 17.0 
LIBOR 7.5 7.5 
Won/US$ 822.5 749.0 

l / Excludes inventories. 
2/ Includes inventories. 

2/ 
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Table 2. Korea: Export Projections, 1987-88 

1987 1988 

EPB IMF 

(In billions of U.S. dollars) 

Total exports, f. o. b. 46.2 54.0 58.2 
New exports 8.3 9.9 10.5 
Other exports 37.9 44. 1 47.7 

(Percent change) 

Total exports 36.2 16. 9 26.0 
VoluMe 24.6 8.2 14.5 
Unit value 9.3 8.0 10.0 

New exports 61.8 19.2 26.5 
VoluMe 48. l 10.4 15.0 
Unit value 9.3 8.0 10.0 

Other exports 31 .6 16.4 25.8 
VoluMe 20.4 7.7 14.4 
Unit value 9.3 8.0 10.0 

MeMoranduM iteMs: 
Microwave ovens 43 11 20 
VTRs 62 14 25 
Magnetic tapes 14 10 10 
CoMputers 58 32 32 
SeMiconductors 45 14 14 
AutoMobiles 95 24 37 
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Table 3. Korea: Export VoluMe Projections, 1986-88 

Export Percent Export Percent Seasonal 
VoluMe Change VoluMe Change Factors 
Index ( 1 ) Index ( 2 ) 

1980=100 SaMe period Seasonally Previous 
year ago adjusted period 

19.86 203.4 26.6 202.6 26.2 
Ql 165.5 19.6 182.2 6.8 90.9 
Q2 202.2 25.8 198.0 8.7 102.1 
Q3 214.0 28.4 208.7 5.4 102.5 
Q4 231 .8 30.1 221 .6 6.2 104.6 

1987 253.0 24.4 252.3 24.5 
Ql 211. 7 27.9 233.2 5.2 90.7 
Q2 253.9 25.6 248.6 6.6 102.2 
03 260.9 21. 9 254.7 2.5 102.4 
Q4 285.4 23.1 272 .8 7. 1 104.7 

1988 288.6 14.1 288.6 14.4 
Ql 260.3 23.0 286.9 5.2 90.7 
02 291 .6 14.8 285.4 -0.5 102.2 
Q3 294.9 13.0 287.9 0.9 102.4 
Q4 307.7 7.8 294.0 2. 1 104.7 

Export value ( US$ Mn. ) (Percent change) 

1987 
Jan. 2,831 
Feb. 2,902 
Mar. 3,574 
Ql 9,307 

1988 
Jan. 3,925 38.6 
Feb. 4,094 4 t. 1 
Mar. (assuMed) 1 / 4,825 35.0 
Ql 12,844 38.0 

Unit value 12.3 
VoluMe 22.9 

1 / First 15 days of March, estiMated increase in e";port value is 36.7 per-
cent. 
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Table 4. Korea: Export Unit Value Projection, 1987-88 

(Percent change 1 unless otherwise indicated) 

Export unit value (in U.S. dollar) 

US$/won rate 

Export unit value ( in won) 

Production costs 

Unit labor costs 
Wage 
Productivity 

IMported inputs 
(in U.S. dollar) 

DoMestic inputs 
(WPI) 

Unexplained 

MeMoranduM iteMs: 
Won/dollar rate 
Export unit value of coMpetitor 

industrial countries 
WEO world trade prices 

Manufacturers 
Oil 
Non-oil priMary coMModities 

1/ AssuMe 88 percent passthrough. 
2/ AssuMed passthrough 35 percent. 

1987 1988 

9.3 10.0 

7.2 9.8 

2.0 1 .4 

-0.4 3/ 4. 1 

0.7 7.3 
11. 6 18. 0 
10.8 4/ 10.0 

-2.4 
( 4. 6) ( 9. 7) 

0.3 4.0 

2.0 

822.5 749.0 

7.0 10.0 

12.0 8.0 
28.9 
3.5 9.3 

1 / 

2/ 

3/ 

5/ 

3/ AssuMed weights for labor costs ( .40) 1 iMported inputs 
(.30), and doMestic inputs (.3). 

4/ Korea Productivity Center index. 
5/ WEO projection of 10 percent increase in export unit 

value of coMpetitor industrial countries (export weighted) is 
based upon a 4 percent increase in export unit values of 
industrial countries in SOR terMs and 6 percent depreciation 
of the dollar vis-a-vis the SOR. 
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Table 5. Korea: IMport Projections, 1987-88 

1987 1988 

EPB IMF 

(In billions of U.S. dollars) 

Total iMports. f.o.b. 38.5 49.0 49.8 
Oil 3.6 4.1 4. 1 
Non-oil 34.9 44.9 45.7 

DoMestic use 19. t 25.7 25.0 
Export production 15.8 19.2 20.7 

(Percent change) 

IMport value 29.7 27.3 29.3 
VoluMe 22.4 20. 1 18.7 
Unit value 6.0 6.0 8.9 

Oil value 10.6 15.3 15.3 
VoluMe -7.6 15.3 15.3 
Unit value 19. 7 

Non-oil value 32. 1 28.7 30.7 
VoluMe 26.3 20.8 19.2 
Unit value 4.6 6.5 9.7 

DoMestic use value 27.2 34.6 30"6 
VoluMe 21. 6 26.3 19.0 
Unit value 4.6 6.5 9.7 

Export production 38.5 21 .5 30.9 
VoluMe 32.4 14.1 19.3 
Unit value 4.6 6.5 9.7 

AssuMptions: 
Elasticity of iMport voluMe (doMestic 

use) to doMestic deMand l. 6 1.0 
Elasticity of iMport voluMe (export 

production ) to export voluMe 1 .3 1 .3 1.3 
Pol icy factors ( US$ bn. > 2.5 2.0 

Liberalization 1 .0 1.5 
Financing 1 .5 0.5 

1/ AssuMed elasticity with respect to real GNP= 0.7 plus restocking which 
increases voluMe by an additional 8 . 3 percentage points . 

11 

1 / 
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Table 6. Korea: Service Account Projections, 1987-88 

(In billions of U.S. dollars) 

1987 1988 

EPB IMF 

Receipts 10. 1 11 .4 11. 9 

Freight and insurance 1. 8 3.2 3.6 
InvestMent incoMe 0.8 1.0 1 .0 
Overseas construction 1 .0 0.5 0.5 
Travel 2.3 2.8 2.9 
Transportation 0.9 1 / 1 / 
Other 3.3 3.9 3.9 

PayMents 9.2 10.4 10.2 

Freight and insurance 0.8 3.6 3.7 
InvestMent incoMe 3.6 2.8 3. 1 
Travel 0.7 1. 3 0.9 
Transportation 2.0 11 11 
Other 1. 9 2.5 2.3 
Overseas construction 0.2 0.2 0.2 

Net services 0.9 1 .0 1. 7 

1 / Included with freight and insurance. 



Table 7 . Korea: lMllclct of Liberalization. Tariff Cuts and f inane in.a of lMJJorts 

(In Millions of U.S. dollars) 

Proj, 
1983 1981 1985 1986 1987 1988 

(In 1983 prices) 
--------------

R. Actual non-oil ir,ports domtic 11386 12229 12786 16600 20096 23922 
use (c, i. f) 

8. Estit1ated non-oil ir,ports d0t1estic use 11386 12115 12931 139?1 15382 16931 
without Measures (c. i. f.) l / 

<In current prices) 2/ 
-----------------

C. Actual non-oil i"Ports dOMestic 11386 12538 12561 15922 20159 26311 
use (c.i.f.) 

D. Estit1ated non-oil iMports dOMestic use 11386 12756 12701 13398 15128 18621 
without 11easures (c.i. f.) 1/ 

L IMpact of tteasures (C-0) -218 -110 2521 1731 7690 
(accUMulated flows) 

f. Annual it,Jlact of Measures -218 78 2661 2207 2959 

1 / Rss~es that these i11ports .arow at the sarie rate as real d0t1estic detiand. that is. assUMes an 
iMport elasticity euual to one. 

2/ RCNJs A. and B. reflated by non-oil ir,port unit values. 
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Table 8. Korea: National Accounts 3/20 l lp 

1985 
Ex p on GDP ( 198.0 prices 

Final consuMption 37191 .6 
Household 3 1676.3 
Priv. non-profit inst 370. 1 

Total private 32046.4 
CciiE1cl GovernMent 5145.2 

Gross capital forMation 17769.1 
Gross fixed capital forM 17355.7 
Increase in stoc ks 4i3.4 

AGGREGATE DOMESTIC DEMAND 54960.7 

Exports of goods & 5ervice 
Goods 
Services 

IMports of goods & serv 
Goods 
Services 

Statistical discrepancy 
Expenditure on GNP 
Net factor incoMe 
GNP 
NoMinal GNP 
GNP deflater 

2 RATES OF CHANGE 

Final consuMption 
Household 

. + ins" Priv. non-profit 
Total private 

General GovernMent 

Gross capital forMation 
Gross fixed capital forM 
Increase in stocks 

AGGREGATE DOMESTIC DEMAND 

Exports of goods & service~ 
Goods 
Serv ices 

lMports of goods & serv 
Goods 
Services 

Statistical discrepancy 
Expenditure on GDP 
Net factor incoMe 
GNP 

20279.5 
16637.9 
3641 .6 

20124. 1 
16785.8 
3338.0 

-44; .7 
54674.4 
-1969.0 
52705.4 
72849. 8 

4. 1 

1985 

1985P 1gg7p 

39689.5 42886.2 
33657.8 36069.5 

406.7 442.6 
34064 . . 5 .36512 .1 

~525 - (?1 637.1. .1 

19539.3 22487.6 
19950.4 22643.7 
-311.1 -156. 1 

59328.8 65373.8 

25682.3 
2 i008. 3 

4674.0 

238-59. 0 
20289. 1 

356"9.9 

14.3 
61166. 4 
-i87S.6 
59289.8 
83833.0 

31834.6 
26008.3 

5825.3 

28612.7 
24407.8 
4204.9 

-599.2 
67996.5 
- ·1453. 6 
66542.9 
96-995. 9 

1988 IMF 

46311 .0 
38877 .. 6 

48.2.4 
39.360.0 

5951 .0 

25600.0 
25100.0 

500.0 
71911.0 

35285.0 
29779.5 

6505.5 

33869.0 
28972. 0 
4896.9 

0.0 
74327.0 
- 1135_.0 
73192.0 

i 10955. 5 
.2. 3 3.1 4.0 

1988 Off. 

463i 1 .0 

39360 . ·0 
6951 n, . ..., 

25854.0 
24804 . 0 

1050. 0 
72165.0 

34478.0 
28011 .0 

6467.0 

33743.0 
29394.0 

4349. -0 

0.0 
72900. 0 
-1050. 0 
71850.0 

1986P 1987P 1988 IMF 1988 Off. 

6.7 
6.3 
9.9 
6.3 
9.3 

10.5 
15 .0 

7.9 

26.6 
26.3 
28.4 

18 .6 
20.9 
6.9 

1 1 . 9 I 

_ ,1 '7 
"T. I 

12 .5 

8. 1 
---, ,., 

r ■ L 

8.8 
7.2 

13.3 

14.5 
13.5 

10.2 

24.0 
23.8 
24.7 

19.9 
20.3 
17.8 

1 1 . 2 
-22.5 

12. 2 

8.0 
_, 0 
( . u 

13.8 
10.8 

10.0 

14.0 
14.5 
11. 7 

18 . 4 
18.7 
16 .5 

S.3 
-2 1 . g 

10.0 

8.0 

7.8 
9. 1 

15 . 0 
9.5 

10.4 

8.3 
'7 '7 ' . ' 

11.0 

17 .9 
20.4 
3.4 

'7 .., 
' . :_ 

-27 .8 
8.0 
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Korea: Exchange Rate AssuMptions, 1987-88 

Won/dollar average 
(percent change $/won) 

SOR/won (1) / (2) 
$/won ( 1 ) 

$/SOR < 2 > 

Real effective rate (CPI) 

CPI ~~orea 
CPI industrial countries 

Unit labor cost Korea 

1987 1988 

822.5 
7.2 

749.0 1/ 
9.8 

(Percent change, annual 
average) 

-2.7 
7.2 

10.2 

-1 .0 

3.0 
3.0 

4.0 
9.8 
5.6 

B.0 
3.0 

Unit Labor cost industrial countries 
3.3 

-0.3 
12.0 
0.6 

Export unit value Korea 
Export unit value industrial countries 

1/ lMplies quarterly values of: 

1988 

Won/US$ 

Ql 

766 

02 

750 

Q3 

740 

9.3 
6.9 

Q4 

740 

11.5 
9.6 
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of Actual and Projected Current Account 1987" 

Korea: 1987 Trade Projection Using Actual Data 
for II Independent Variables 11

, 1986-87 

1986 

SupplefY!ental 
Consultation 
Projection 

1987 

Revised 
Project ion 
with Actual 

Data 

EstiMated 
Actual 

(In billions of U.S. dollars) 

Export value 

h1port value 
Oil 
Non-oil 

For doMestic use 
for export 

Export value 
VoluMe 
Unit value 

lMport value 
VoluMe 
Unit value 

production 

Oil iMport value 
VoluMe 
Unit value 

Non-oil iMport value 
VoluMe 
Unit value 

!Mports for doMestic use 
VoluMe 
Unit value 

lMports far export produc­
tion value 

VoluMe 
Unit value 

AssuMptions: 
Real GNP 
Real doMestic deMand 
Foreign deMand 
Oil price ($/barrel) 

33.9 

29.7 
3.3 

26.4 
15.0 1 / 
11.3 1 / 

43.5 

38.7 
4.4 

34.3 
17.8 
16.5 

<Percent 

28.2 
20.4 
6.5 

30.3 
19.3 
9.3 

35.7 
7.0 

26.8 
29.7 
21 .2 
7.0 

23.2 
15.1 
7.0 

37.5 
28.5 
7.0 

10.0 
8.6 
2.4 

18 

43.4 

39.0 
4.2 

34.8 
18.3 
16.5 

change) 

28.0 
17 .1 
9.3 

31.3 
23.5 
6.3 

29.9 
8.5 

19.7 
32.3 
26.5 
4.6 

22.0 
16 .6 
4.6 

46.0 
39.6 
4.6 

12. 2 
10.2 
3.0 

17 

46.2 

38.5 
3.6 

34.9 
19.1 
15.7 

36.2 
24.6 

9.3 

29.7 
22.4 
6.0 

10. 6 
-7.6 
19.7 
32 .1 
26.3 
4.6 

27.2 
21 .6 

4.6 

38.5 
32.4 
4.6 

12. 2 
10.2 
3.0 

17 

1/ Data revised. At the tiMe the suppleMental consultation projections were 
Made, iMports for doMestic use were $14.4 billion and for export production 
$12.0 billion. 
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Korea: Indicators of CoMpetitiveness 1/, 1979-88 

InforMation Relative Relative Relative 
Notice Unit Labor NorMalized Export 
Index Costs Unit Labor Unit 

Costs Values 

(Percent change end Q.f_ period) 

1979 15.6 15.8 15.8 2. 1 

1980 -12.3 -32.7 -31. 2 -10.5 

1981 4.1 2.2 2.5 4.4 

1982 1 .3 1.1 0.5 -0.7 

1983 -4.8 -5.7 -8.6 -0. 1 

1984 1. 9 5.0 0.5 6. 1 

1985 -15.9 -16.9 -17.3 -7.7 

1986 -6.9 -15.9 -13.0 -1.5 

1987 -1 .8 11.6 13.3 3.1 

(Percent change, period average) 

1979 5.6 7.7 6 .1 

1980 -16.5 -18.5 -6.0 

1981 4.4 -12.5 -8.5 -0.2 

1982 2.4 3.7 -1 .0 -1. 1 

1983 -3.9 -5.4 -5.2 -1 .0 

1984 -1.4 -1.1 -3.5 3.8 

1985 -5.7 -1. 9 -6.7 -0.4 

1986 -15.6 -23.8 -20.7 -6.2 

1987 -1. 0 -0.5 0.7 2.8 

1988 Jan. 0.8 2/ 

1 / Increase is appreciation. 
2/ OeceMber 1987-January 1988. 
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Table 3. Korea: Real Effective Exchange Rate, Relative 
Unit Costs, (Korea Productivity Center Productivity Index) 

1980 = 100 

Relative Unit Costs Real Effective Rate 

1980 100.0 100.8 
Ql 103.5 113.5 
02 102 .3 106.0 
Q3 99.7 97.2 
Q4 95.0 86.6 

1981 95.8 88. l 
Ql 97.0 86.7 
Q2 93.2 85.7 
Q3 96.7 91. 8 
Q4 96. 1 88.4 

1982 98.7 91. 4 
Ql 101 .5 93. 1 
Q2 96.7 88.8 
Q3 100.9 94.2 
Q4 95.7 89.4 

1983 99.0 86.4 
Ql 100.6 89.2 
Q2 98.3 86. 1 
Q3 98.4 86 .1 
Q4 98.5 84.3 

1984 99.0 85.5 
Ql 101 .2 86.3 
02 96. 0 81. 7 
Q3 98.0 85.5 
Q4 101 .1 88.5 

1985 103.6 83.9 
Q1 102.3 90.7 
Q2 107 .1 89.5 
Q3 103.2 81 .5 
Q4 l 01. 8 73.9 

1986 97.0 63.9 
Ql 100.1 69.3 
02 95.5 62.9 
Q3 96.6 61. 2 
Q4 95.8 62.2 

1987 99. l 63.6 
Ql 96.0 61. 0 
Q2 92.8 58.8 
Q3 98.6 65. 1 
04 109.2 69. 4 
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Table 2: ~<orea: Real Effective Exchange Rate 
NorMalized Relative Unit Labor Costs, 1980-87 

( Index 1 98~ ::. 100) 

NorMalized Real 
Relative Unit Ef feet i ve 

Labor Costs Rate 

1980 96.3 96.7 
01 95.2 104.4 
Q2 96.7 100.2 
Q3 96.9 94.4 
Q4 96.5 87.9 

1981 102 .1 94.0 
Ql 99.9 89.3 
Q2 101 .8 93.5 
Q3 103.0 97.8 
Q4 103.6 95.4 

1982 106.0 98.2 
Ql 104.7 96.0 
Q2 104.2 95.6 
Q3 107.2 100.1 
Q4 108.1 101 .0 

1983 112. 0 97.9 
Qi 109.7 97.3 
Q2 112 .3 98.4 
Q3 113.0 98.9 
04 113 .1 96.8 

1984 114. 5 98.8 
Ql 113.8 97. 1 
Q2 113. 7 96.8 
Q3 114 .3 99.8 
Q4 l 16. 1 101. 7 

1985 118.8 96. 1 
Ql 114.4 101 .4 
Q2 122.0 101. 9 
Q3 118.3 93.5 
04 120.5 87.5 

1986 120.1 79. 1 
Ql 117. 9 81. 6 
QZ 119. 6 78.8 
Q3 121. 5 77.0 
Q4 121 .5 78.9 

1987 128.3 83. 1 
Ql 120.4 76.5 
02 122. 1 77.4 
Q3 126 .1 83.2 
Q4 144.4 95.3 
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1980 
Q1 
02 
Q3 
Q4 

1981 
Ql 

02 
Q3 
04 

1982 
Ql 

02 
Q3 
04 

1983 
Ql 
Q2 
Q3 
04 

1984 
Ql 

Q2 
Q3 
04 

1985 
Ql 
Q2 
Q3 
Q4 

1986 
Ql 

Q2 
03 
Q4 

1987 
Q1 
02 
Q3 
Q4 

Table 1: Korea: Real Effective Exchange Rate 
Relative Unit Labor Costs, 1980-87 

(Index 1980 = 100) 

Relative Unit Real Effective 
Labor Costs Rate 

100.4 100.8 
103.9 114. 0 
94.6 98.0 

101. 8 99.2 
101 .2 92.2 

97.2 89.5 
97.4 87. 1 
92.9 85.3 
96.4 91. 5 

102 .1 94.4 

108.2 100.2 
104.7 96.0 
104.8 96. 1 
112. 1 104.7 
111. 1 103.8 

115.2 100.7 
114 .6 101. 6 
116. 1 101. 7 
116 .0 101 .5 
114.3 97.8 

113.1 97.7 
111 . 2 94.9 
110.1 93.7 
114.0 99.5 
117. 2 102.6 

127.3 102.9 
118 .5 105.0 
134.2 112. 1 
127.2 100.5 
129.2 93.8 

123.4 81. 3 
121 .1 83.9 
122.3 80.6 
124.9 79.2 
125.4 81 .4 

139.8 89. 7 
128.9 81. 9 
131.0 83.1 
146.2 96. 5 
153.3 97.4 
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Korea--1988 Article IV Consultation 

Agenda for Policy Meeting in International Finance 

Wednesday, March 23, 1988 at 10:00 a.M, 

i. Exchange rate policy, developMents in 1987, future 

exchange rate policy, floating e xchange rate regiMe. 

£. Foreign exchange controls, plans for liberalization, 

iMpact on payMents. 

~- International capital Market policies: 

overseas investMent; 

foreign investMent. 

4. External debt ManageMent: 

plans for prepayMent of public sector debt; 

plans for prepayMent of debt by financing; 

institutions and nonbank private sector; 

objectives for reducing debt in MediuM terM. 
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Korea--1988 Article IV Consultation 

Agenda for Policy Discussion on Fiscal Matters 
Friday, March 18, 1988 at 4:40 p.M. 

l. Revenue developMents in 1987 in relation to the original 1987 budget 

projections {Table IV-2, page 128 in the 1988 Answers to the Questionnaire). 

2. The increase in the effective iMport duty rate in 1987; the iMpact of 

the reduction in the duty on petroleuM iMports froM 24.5 percent to 10 percent, 

as well as changes in duty rates on other products. 

3. The iMpact of the reduction in excises on consuMer durables in 1987. 

4. PreliMinary 1987 budgetary outcol"1e <Tables IV-1, p. 127; Table IV-3, 

p. 129; and Table IV-4, p. 130). 

5. New tax Measures in the 1988 budget; revenue projections for 1988. 

6. Incentives to saving in the tax systeM. 
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Topics for Technical Meeting on EconoMic ManageMent 
and Balance of PayMents 

Friday, March 18, 1988, at 3:00 p.M. 

1. MacroeconoMic projections for 1988 and in the MediuM terM (e.g., 

_growth, inflation, current account). 

2. Quantitative estiMates of effects on exports of increase in wages. 

3. Quantitative estiMates of effect on current account of recently 

announced Measures to deal with the current account surplus. 

4. Targets for doMestic savings and investMent in 1988 and over the 

MediuM terM. Policy Measures underlying these targets. 

5. Target for external debt reduction and external reserves in 1988 and 

in the MediuM terM. 
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I. 

Korea--1988 Article IV Consultation 

Topics for Discussion--Monetary Sector DevelopMents 
and Policies 

Friday, March 18, 1988 at 10:00 a.M. 

Recent DevelopMents 

1. Monetary Aggregates 

Deviations of actual froM tar~et values in 1987. 

IncoMe velocity and deMand for Monetary aggregates. 

Ceilings applied to the issue of CD's. 

2. OevelopMents in the Financial Markets. 

Interest rates of doMestic financial instruMents and local credit. 

Secondary Market for Monetary stabilization bonds. 

CoMparison of forMal and inforMal Market interest rates. 

3. Activities of foreign banks. 

Forward exchange Markets. 

DoMestic and foreign interest rates and private international 

capital flows. 

4. , Projections for 1988: Targets and assuMptions. 

Monetary aggregates: DoMestic credit and net foreign assets. 

Interest rates. 

II. Policy Measures 

1. Measures to control the expansion of liquidity. 

OoMestic credit restraint; BOK rediscount; MiniMuM reserve 

requ i t~eMen ts. 

Monetary stabilization bonds. Type of instruMents. 

Controls on international capital flows. 
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2. Controls on interest rates. 

Extent and effectiveness of the controls on the interest rates. 

Rationale for the interest rate level selected. 

Restrictions on the allocation of credit. 

Restrictions on the issue of financial instruMents. 



K0rea--t988 Article IV Consultation 

Aoenda for Meetino on Budoet Policy 
Thursdav. March 17. 1988 at 4:40 □ .M. 

1. MacroeconoMic 9araMeters and obiectives of the 1988 budget. 

2. Revenue projections for 1988 in light of the higher than budgeted 

revenue in 1987. 

3. Priorities in the expenditure prograM--the introduction of a pension 

scheMe and a MiniMUM wage. and the plan to extend the coverage of the 

national health insurance. 

4. Wage policy and eMployMent in the public sector. 

5. Plans for prepayMent of external public debt. 

6. Debt service; financing of the 1988 budget deficit; the budgetary 

iMplications of the exchange equalization bonds; the functioning of the 

Fiscal InvestMent and Financing Special Account <FIFSA). 

7. Foreign aid: existing prograM, plans for expansion, budgetary 

8. The role of budgetary policies over the MediuM terM in reorienting 

the structure of production toward doMestic deMand. 
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DevelopMents 

Questions for Technical Meeting on International Finance 

Thursday, March 17, 1988, at 2:30 p.M. 

1. Please discuss the substantial increase in receipts on travel and the 

large positive entry of errors and oMissions in 1987. 

2. Please discuss reasons for the net inflows on account of nondebt 

related asset transactions, particularly export suppliers' credits. 

3. Please discuss the early repayMent of external debt in 1987 and the 

plans for 1988 and beyond. 

4. Please discuss the early repayMent of external debt by the private 

sector. Please discuss the utilization of the Bank of Korea's foreign currency 

loan scheMe and any plans to hasten debt repayMent by the private sector. 

Policies 

5. Please discuss recent changes in controls on invisible payMent~ and 

current plans for further relaxation of controls. 

6. Please discuss recent changes in the policy regarding overseas 

investMents by Korean residentsa Are there any plans for changes in these 

policies? 

7. Please discuss recent changes in policies regarding other capital 

inflows and outflows. Are there any plans for further changes? 

8. Please discuss the current policy with respect to the extension of 

short-terM trade credits, and any plans for changes in these policies. 

9. Please describe the operations of the forward exchange Market. 



- 2 -

10. Please provide debt service projections through 1992 for the stock of 

outstanding debt at end-1987, assuMing no new borrowing. Please distinguish 

aMortization payMents above and below the overall BOP line. 

11. Please provide projections for the capital account for 1988-92. 
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Questions for Technical Meeting on Labor Matters 

Thursday. March 17, 1988 at 10:00 a.M. 

l. Please provide a table on Man-days lost per annuM as a result of work 

stoppages during 1982-87. 

2. Please provide a table on wage increases by Major selected sectors 

after labor disputes in 1987. Kindly explain the estiMate of 10 percent 

noMinal wage increase for 1987 and 6 per~cent carryover for 1988 (seeMs to be on 

low side). 

3. Please estiMate the relative contribution of lower growth, higher 

wages, and increased autoMation to the estiMate of 3.7 percent uneMployMent in 

1988. 

4. Please update Table II-2 on wages and labor productivity as Much as 

possible. 

5. Please provide estiMates of the likely iMport of MiniMUM wage 

legislation on wages and eMployMent. 

6. Please update the table on labor costs of enterprises on page 58 of 

the printed answer to questionnaire. 
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Questions for Technical Meeting on Trade Matters 

Wednesday, March 16, 1988 at 11 :00 a.M. 

~ developMents 

1. Please discuss reasons for the substantially larger growth in the 

voluMe of exports and iMports in 1987 coMpared with projections Made during the 

suppleMental consultatiqn in May 1987. Please discuss the perforMance of new 

exports in 1987 coMpared with . projections. 

2. Please discuss developMents in export unit values in 1987 and 1988. 

What is the outlook for the trade balance in 1988. 

3. Please discuss any quantitating estiMates of the effects on the trade 

balance of: ( 1) changes in the real effective value of the won, (2) changes 

in protectionist Measures, and (3) Korea's trade liberalization prograM. 

4. Please discuss developMents in the coMpetitiveness and profitability 

of export industries. Please provide any quantitative estiMates of the iMpact 

of the increase in wages. 

5. Please discuss developMents in iMport penetration in l<orea. e.g., the 

proportion of iMports in domestic deMand, and in Major product categories 

(e.g., agriculture, Manufacturing, Major Manufactured products) 

6. Please provide data on crude petroleuM iMport5 (f.o.b.> 

~83 1984 1985 .lil8G. 1987 

Value 5,572 57771 5,326 

VoluMe ( barTel s Mn. ) 192.9 199.7 198.3 

$/barrel 28.8 28.0 26.7 

Please provide quarterly iMport values for oil and non-oil iMports for 1983-87. 
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A. 

Questions for Technical Meeting on National IncoMe 
Accounts and Prices 

Wednesday, March 16, 1988 at 10:00 a.M. 

National incoMe accounts 

l. Please provide 1987 data in the following questionnaire tables: 

Tables I-1 to Tables 1-3, household savings, coMposition of private 

consuMption, increase in stocks, gross capital forMation. Plase COMMent on 

Main developMents in 1987 (Questions I-1 to I-3). 

2. Please provide 1988 forecasts for Tables I-1 to Tables I-3. Please 

provide key assuMptions for these forecasts (Question I-4). Please coMMent on 

the sustainability in the MediuM terM of the 1987 savings rate of about 36 

percent. 

3. Please provide estiMates of GNP potential growth and underlying 

Methodology (Question I-7). 

4. Please coMplete Tables I-6 to I-12 on Mnufacturing production and 

discuss Major developMents in 1987 (Question I-9). 

5. Please provide details on the utilization of special foreign currency 

loan systeM (aMounts, type of iMports, source of iMports) for 1987, so far in 

1988, and projection for whole of 1988. 

6. Please provide More specific detail on Major industrial policy 

Measures taken since beginning of 1987. Please describe the forMs and aMounts 

of technical assistance, financial support, and tax incentives extended. 

7. Plea5e explain the wide range in the value of projected new overseas 

contracts for 1988 (Table I-14). 
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8. Prices 

1. Please explain the iMpact on food price increases in the last quarter 

of 1987 of flooding and wage increases in September-October 1988. 

2. Please list reductions of indirect and iMport taxes in 1987 directed 

to lower p~ice pressures. 

3. Please describe methodology underlying 1988 forecasts of 2-3 percent 

for WPI and 4-5 percent for CPI. 
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KOREA 

Questionnaire for the 1988 Article IV Consultation 

I. Real Sector Developments 

National accounts and economic plan 

1. Please provide two copies of the latest issues of the Economic 

Statistics Yearbook (BOK), National Income Accounts (BOK), Yearbook of 

Labor Statistics (MOL), Financial Statements Analysis (BOK), Flow of 

Funds Account in Korea (BOK), and Annual Report on the Price Survey. 

Please provide five copies of the Economic Management Plan for 1988 

(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 savings. 

3. Please comment on the developments during 1987 in major expenditure 

aggregates. In particular: 

a. Household and corporate savings and factors affecting them. 

b. Composition of private consumption. 

c. Investment and factors affecting it, particularly for export 

production; also, please provide data on investment by industrial 

sectors. 

d. Inventory accumulation. 

4. In Tables I-1 to I-3, please provide projections for 1988 

(Tables 1-2 at constant 1980 prices). Please comment on the underlying 
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assumptions regarding demand conditions (external and domestic), 

investment (private and public), savings (private and public), and 

prices. 

S. Please provide, if available, input-output tables (including any 

derived tables) of the Korean economy. 

6. Please list the concrete measures taken to stimulate domestic 

demand under the April 18, 1987 announcement and assess their impact so 

far. 

7. Please provide estimates of the potential growth of GNP for 

1988-92. Please explain the methodology used in estimation. Kindly 

provide copies of technical studies (either in Korean or English from 

BOK, KDI, KIET or other research institution) which estimate a potential 

growth function for Korea. 

Sectoral developments 

8. Please revise 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 outlook for the manufacturing sector in 

1988 and 1989. Also, please discuss developments in major industries, 

particularly regarding capacity utilization and profitability, and 

factors underlying them. 
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10. Please list major industrial policy measures taken the beginning of 

1987. Please describe in detail their purpose, the mechanisms involved, 

and effects observed 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 1988-89. 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 imports, exports, 

and production and Table I-16 on energy consumption by source and by 

use, including projections through 1989. Please review developments in 

the energy area, indicating any measures taken since the beginning of 

1987. 

13. Please revise and update Tables I-17 to I-21 on domestic prices for 

electricity, 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 levy 

on. crude oil imports since the beginning of 1987. 

II. Employment, Wages and Prices 

1. Please revise and update (including projections) Tables II-1 and 

II-2 on employment, labor force labor productivity, wages, and income. 

Please comment on developments in 1987 and prospects for 1988-89. 
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2. Please update with latest information 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 the establishment of the 

national medical insurance, pension, and minimum wage systems in 1988. 

Please provide, if available, data on nonwage labor cost for 1980-87, 

together with a comparable wage cost series. 

4. Please revise and update Table II-5 on price developments. Please 

comment on price developments in 1987 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 forecast CPI, WPI, and the GDP deflator. 

S. 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 in 1987? 

III. 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). 

2. Please revise and update the attached Tables III-1 to III-4 on 

monetary survey, financial survey, NBFI's survey, and reserve money. 

3. Please review and update attached Table III-5 on issuance and 

redemption of CDs. What are the current ceilings, if any, on the issue 

of CDs and applicable interest rates? 
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4. 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 deposits. 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. 

6. Please update the attached Tables III-6 and III-7 on interest 

rates. Please comment on the appropriateness of the present level of 

interest rates and discuss measures taken and/or planned to liberalize 

interest rate policy further. 

7. Please provide quarterly data on interest rates 1n the unorganized 

money markets since 1985. Please describe any major changes 1n these 

markets in response to monetary policy generally. 

8. . Please list policy measures taken during 1987 and 1988 to influence 

monetary and credit conditions. 

9. Please update the attached Table III-8 on domestic credit by 

financial institutions, and describe measures taken since the beginning 

of 1987 affecting the activities of nonbank financial institutions. 

10. Please update the attached Table III-9 on the allocation of 

directed credit and comment on developments in such credits during 1987. 
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11. Please update the attached Table III-10 and III-11 on the 

activities of the National Investment Fund and the National Housing Fund 

and comment on recent and proposed activities for these two funds. 

12. Please update the attached Tables III-12 to III-18 on the 

securities markets and comment on recent development 1n these markets 

and on measures taken and/or planned to affect 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 Tables III-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 Korea 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 describe policy towards nonperforming liabilities of ailing 

companies to banks and progress made in 1986 and 1987 towards enabling 

stronger firms to absorb these liabilities. 

IV. Public Finance 

1. Please provide two copies of each of the following publications: 

a. Summary of the Budget for fiscal years 1987 and 1988 (EPB) 

b. Summary of Government Finance in Korea, 1987 (MOF) 



- 7 -

c. Settlement of Government Accounts on Revenues and Expenditures 

(1987) 

d. Any other publication containin~ financial data on the public 

sector (latest available year). 

2. Please update attached Tables IV-1 through IV-4 on operations of 

the consolidated 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-2 

of 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 consolidation. 

3. Please provide data on the operations of the public enterprises and 

funds included in the consolidated public sector (Grain 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 rate, GNP 

deflater, and exchange rate used in preparing the 1988 budget. Please 

discuss differences between the current outlook for the 1988 budget and 

the original estimates. 
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S. 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 descr1be progress in the implementation of the 

national health, national pension, and minimum wage plans and their 

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 with the central government 

(e.g., transfers, subsidies, and revenue sharing) and on their borrowing 

requirements. 

7. 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. 

8. Have there been any changes 1n the list of Special Accounts and 

Special Budgetary Funds included 1n the consolidated public sector as 

given 1n Table IX of the Appendix of the 1986 Recent Economic 

Developments report? Please update Tables IV-10 and IV-11 and provide 

similar tables for the National Housing Fund. Please provide a 

statement of the amount of central government expenditure and revenue 

channeled through the Special Accounts and Special Budgetary Funds and 

any transactions between the general account and the Special Accounts 

and Special Budgetary Funds. 

9. Please update Tables IV-12 to IV-14 and comment on the overall 

financial position of government invested enterprises. Please provide a 

table on transactions between the central government and the government 
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invested enterprises (including taxes, transfers and subsidies, interest 

payments, lending and repayments, and purchases of goods and services), 

a table on the outstanding external debt ~f public enterprises, 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 1987 budget 

and the actual composition of financing. 

11. Please update 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 have recent financial liberalization 

measures affected the composition of both the types of debt instruments 

and holders of debt? 

12. 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. External Sector 

1. 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-15 to 

V-19. 

3. Please update Tables v-20-and V-21 on- export profitability and 

developments in unit labor costs (in the export and import competing 

industries separately, if available). 

4. Please discuss the performance of Korea's principal export sectors, 

identifying those products which have been the most and the least 

dynamic ones, for 1985-87 as well as the outlook for 1988 and the 

medium-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 

relative movements in the exchange rates of major currencies; 

(ii) changes in protectionist measures; (iii) changes in international 

oil prices; (iv) changes in international interest rates; and 

(v) measures related to the restructuring of export industries, export 

promotion schemes, and export financing. 

S • . Please describe the impact of relative movements in the exchange 

rates of major currencies on the geographic pattern of Korea's 

exports. Please describe the impact of protectionist measures 1n 

Korea's major trading partners on the geographic pattern of Korea's 

exports. 

6. Please list and discuss measures implemented and planned to 

restructure export industries since the beginning of 1986. 
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7. Please list and discuss measures implemented and planned to curtail 

export financing loans since the beginning of 1987. 

8. Please list and discuss measures implemented and planned related to 

export promotion schemes other than those described in questions V-6 and 

V-7. 

9. Please update Tables V-22 to V-24 on import restrictions on Korean 

exports to OECD countries. Please give details by country (U.S., Japan, 

EC, Canada, and others). Also, please include in Table V-22 which 

products have been subject to anti-dumping duties and/or to counter­

vailing duties and by what countries. Please describe the major issues 

1n the bilateral trade negotiations with these countries 1n recent 

years, and how they have been resolved. Please discuss the major issues 

pending in these negotiations with the United States, EC, Canada, Japan 

and other OECD countries and the current status of these negotiations. 

10. Please list the voluntary export restraints (VERs) currently 1n 

effect, indicating those negotiated bilaterally or adopted 

unilaterally. Table V-22 shows for 1985 and 1986 a decline 1n the share 

0£ selected major export products subject to restrictions 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? 

11. Please provide data on GSP coverage of Korean exports. Please 

provide estimates on the effects of the EC'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, 1989? 

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? 

13. Please discuss the impact on Korea's steel exports after the 

phasing out of the internal quotas in the EC. Please discuss the status 

of U.S. restraints on Korean steel exports and the terms likely to apply 

after 1989. 

14. Please list and explain restrictions currently in effect against 

Korea's exports of electronic goods, footwear, and other items. Please 

assess their impact. 

15. Please update Table V-25 which summarizes Korea's import liberali­

zation schedule 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 imports of previously 

restricted items after liberalization? Please indicate the nature of 

imports restricted. Please explain the criteria used in approving 

licenses. 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 pro~ram 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 in these 

sectors. 

b. Please describe the main obstacles to liberalize agricultural 

products. 

c. 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. Please describe major changes in the trade and payments procedures 

governing imports of unrestricted items. 

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 items? 

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 1987? How many import licenses were 

issued? Please indicate the number of applications submitted, approved, 

the respective import values, and the number of items covered. In 

answering the question, please explain the criteria 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? 

21. Please list and discuss the main items restricted by special laws 

and their effectiveness. Please give estimates of the value of imports 

that are subject to approval by various 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 protection in 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 exemptions? Please 

list the items on which relatively high tariffs are still maintained. 

23. Please indicate measures planned after 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 domestic 

industries. Please explain the rationale-of the importers' acquisition 

tax. Does it apply to all imports or to only some commodities? Does 

the percentage 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 importance 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 discuss how this program is compatible with efforts to 

reduce the trade surplus? Are there any import restrictions on the 

items listed in the localization 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 

measures implemented or planned to restructure the construction 

industry. Please discuss the evolution of overdue payments owed to 
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Korean firms and their overseas subsidiaries, noting any agreements 

reached to reschedule these payments. 

31. Please update Tables V-29- on the outstanding stock of debt held by 

overseas subsidiaries. Please provide data for the period since the 

beginning of 1987 on repayment of overseas debt by Korean parent 

companies and banks. Please discuss 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 external 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 external debt, 

indicating the factors that are taken into 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 in 1986-87. What are the restrictions remaining 

regarding foreign investment? What are the industries that remain 

closed to foreign investors and why? What are the restrictions 

rema1n1ng in respect to ownership? What is the current plan of opening 

up more industries to foreign capital? 
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37. Please update Table V-35 on inter-office "A" accounts of foreign 

banks. 

38. Please update Table V-36 bn 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 1s 

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 1n 

Korean equities been modified to prevent the conversion of CBs and Ors 

into equity claims? 

40. Please describe changes in regulations and institutional 

arrangements governing the contracting of external debt since June 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 1-1. Korea: Gross National Product by Expenditure 
at Current Prices, 1983-87 

1983 1984 1985 1986 

(In billions of won) 

Consumption 44,035 47,857 52,019 56,359 
Private 37,282 40,778 44,126 47,474 
Government 6,753 7,C79 7,893 8,885 

Investment 17,621 21,207 22,645 25,281 
Gross fixed capital 

formation 18,480 20,795 22,436 26,246 
Change in stocks -859 412 209 -965 

Exports of goods and 
services 22,246 25,830 27,327 35,341 

Imports of goods and 
services 23,028 26,037 26,923 30,355 

Statistical discrepancy 129 10 443 -116 

Net factor income from 
abroad -2,017 -2,459 -2,661 -2, 6 77 

Gross national product 58,986 66,408 72,850 83,833 

(Percentage change) 

Memorandum item: 
Nominal GNP 16.3 12.6 9.7 15.1 

Source: Data provided by the Korean authorities. 

1987 
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Table I-2. Korea: Gross National Product by Expenditure 
and Industrial Origin at Constant Prices, 1983-87 

(In billions of won at constant 1980 prices) 

Consumption 
Private 
Government 

Investment 
Gross fixed capital 

formation 
Change in stocks 

Exports of goods and services 
Imports of goods and services 

Statistical discrepancy 

Net factor income from abroad 

Gross national product 

By industrial origin: 
Agriculture, forestry, and 

fishing 
Mining and quarrying 
Manufacturing 
Electricity, gas, and water 
Construction 
Wholesale and retail trade, 

rest&urants and hotels 
Transport, storage, and 

communication 
Financing, insurance, real 

estate, and business 
services 

Community, social, and 
personal services 

Producers of government 
services 

Other J_/ 

1983 

33,627 
28,816 
4,811 

14,745 

15,017 
-272 

18,054 
18,593 

-89 

-1,635 

46,109 

7,436 
685 

14,096 
1,131 
4,276 

6,142 

3,688 

4,946 

1,433 

3,091 
-814 

1984 

35,373 
30,538 

4,835 

17,492 

16,618 
875 

19,855 
20,465 

-383 

-1,870 

50,003 

7,453 
742 

16,188 
1,420 
4,540 

6,716 

3,974 

5,469 

1,590 

3,112 
-1,202 

Sources: Data provided by the Korean authorities. 

1985 

37,192 
32,046 

5,145 

17,769 

17,356 
413 

20,280 
20,124 

-442 

-1, 969 

52,705 

7,809 
793 

16,805 
1,698 
4,749 

7,107 

4,170 

6,313 

1,700 

3,167 
-1,607 

1986 

39,690 
34,065 

5,625 

19,639 

19,950 
-311 

25,682 
23,859 

14 

-1,877 

59,290 

8,157 
824 

19,736 
2,026 
5,095 

8,209 

4,614 

7,135 

1,832 

3,263 
-1,600 

1/ Includes producers of private nonprofit services, import duties, net 
factor income from abroad, and imputed bank service charges (offset). 

1987 
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Table I-3. Korea: Investment and Savings, 1983-87 

1983 1984 1985 1986 

(In billions of won at current prices) 

Investment 
Gross fixed capital 

formation 
Dwellings 
Nonresidential buildings 
Other construction 
Transport equipment 
Machinery and other 

equipment 
Change in stocks 

Domestic savings 
Private sector .Jj 
Government l_/ 

Foreign savings 
Net transfers from the 

rest of the world 
Net borrowing from the 

rest of the world}_/ 

Statistical discrepancy 

17,621 

18,480 
3,452 
3,456 
4,714 
1,929 

4,823 
-859 

14,951 
10,680 
4,271 

2,799 

1,536 

1,264 

-129 

21,207 

20,795 
3,409 
4,137 
4,369 
2,262 

5,502 
412 

18,551 
13,864 
4,687 

2,666 

1,570 

1,096 

-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 

7 58 

-443 

25,281 

26,246 
4,379 
4,373 
5,953 
3,205 

8,288 
-965 

27,475 
21,982 

5,493 

-2,309 

1,739 

-4,C48 

116 

(In percent of GNP) 

Investment 
Gross fixed capital formation 

Const ruction 
Machinery and equipment 

Change . in stocks 
Domestic savings 

Private sector 
Households 
Corporations 

Government 

Foreign savings 
Net transfers fro~ the 

rest of the world 
Net borrowing from the 

rest of the world 

29.9 
31. 3 
19.7 
11. 6 
-1.5 
25.3 
18.1 

7.6 
10.5 

7.2 

4.7 

2.6 

2.1 

31.9 
31.3 
19.4 
11.9 
0.6 

27.9 
20.8 
9.9 

11.0 
7.1 

4.0 

2.4 

1. 7 

Source: Bank of Korea, Monthly Statistical Bulletin. 
1/ Including public enterprises. 
2/ Central and local government. 

31.l 
30.8 
18.9 
11.9 
0.3 

28.6 
21.7 
10. 6 
11.1 
6.9 

3.1 

2.1 

1.0 

_2/ Conceptually equivalent to the current account deficit. 

30.2 
31.3 
17.5 
13.8 
-1.2 
32.8 
26.2 

6.6 

-2.7 

2.1 

-4.8 

1987 
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Table 1-4. Korea: Agritultural and Fishing Cutput, 1983-88 

( In thousands of tretric tons) Jj 

1983 1984 1985 1986 1987 

Grains 6,544 6,675 6,635 6,454 
(3.4) (2.0) (-0.6) (-2.7) 

Rice]) 5,404 5,682 5,626 5,607 
(4.4) (5.1) (-1.0) (-0.3) 

Barley and wheat 930 825 582 458 
(14.1) (-11.3) (-29.1) (-21.3) 

Other 210 168 193 190 
(-ll.8) (-20.0) (14.8) (-1.5) 

Pulses 233 226 234 199 
(-9.3) (-3.0) (-7.9) (-14.9) 

Fish catch lf 2,793 2,910 3,103 3,660 
(5.6) (4.2) (6.6) (17. 9) 

~nnrandum item: 
Percentage change in 

agriculture, forestry, 
and fishing output 
(national accounts) 6.5 0.2 4.8 4.4 

Source: Ministry of Agriculture and Fisheries. 

1988 
Proj . 

1/ Annual percentage changes in parentheses. 
2/ The rice harvest is trainly in the fourth quarter of the calendar year, and 

therefore falls in the subsequent rice years, which regins on Octorer 1. 
1/ Aoout ore r.alf of the catch is from coastal fishing and al:out one fourth each 

is from aquaculture and deep sea fishing. 
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Table I-5. Korea: Grain Managerrent Fund Operations, 1983-88 

(In thoosands of DEtrk tons) 

Rice 
Opening stock 
IbIIEStic purchases Ji 
Inports 
Other 

Available supplies 
Ibtrestic sales 
Exports 
Other 
Closing stock 

Barley 
Opening stock 
Ibtrestic purchases 
Other 

Available supplies 
:COnestic sales 
Other 
Closing stock 

Mennrandum items: 
Rice (80 kilogram bag) 

Purchase price 
Selling price 

Barley (76.5 kilogram bag) 
Purchase price 
Selling price 

1983 

1,374 
1,091 

216 
33 

2,714 
1,203 

1-,511 

343 
sos 

56 
904 
411 

493 

55,970 
52,280 

33,780 
28,000 

Years ending Septemter 30 
1984 1985 1986 1987 

1,511 
1,219 

23 
2,707 
1,325 

135 

1,247 

493 
428 
-so 
871 
376 

495 

55,970 
52,280 

33,780 
30,000 

1,247 
1,217 

-6 
2,458 
1,026 

1,432 

495 
236 
-18 
713 
528 

185 

(In ~n at end of period) 

57,650 
54,260 

34,460 
31,420 

Source: Data provided by the Korean autoorities. 

1988 

lJ Purchases are mainly in October-f;ecember; therefore procureIIEnt from tre 1985 crop 
occurs in Octoter-~ceirrer 1984. 
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Table I-6. Korea: Industrial Production by Sector, 19ffi-87 

(Seasonally adjusted, 1980=100, percent) 

Index 
1986 1987 

Gra.rth Rate 
1986 1987 

Weights 1986 1987 Q--1 C-2 ~-3 Q--4 Ql 1986 1987 0 ~ Q ~ Q ~ Q Q4 

Total index 

Mining 

Manufacturing 

Food, reverages and 
tobacco 

Textile, wearing 
apparel and 
leather industries 

\.bod, and W:>od products 
including furniture 

Pai:er and pai:er 
prc:xiucts, printing 
and publishing 

Chemicals petroleum, 
coal, rubrer and 
plastic prc:xiucts 

Nonmetal industries 

Basic metal industries 

Fabricated retal 
prc:xiucts, machinery 
am equiprrent 

Others 

Electricity 

t-smrandum i terrs : 
Producer goods 

Finished prc:xiucts 
Raw materials 
Construction materials 

Consuner goods 
furable gocxls 
fundurable goods 
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Marufacturing 

Food 

P.everages 

Textiles 

.. Apparel 

Wood and cork 
products 

Leather 

Rubrer products 

Cli.emical products 

Petroleum refining 

Nonmetallic rnireral 

Primary iron and steel 

General machinery 

Electrical machinery 

Transport equipnent 

1986 

Table I-7. Korea: Growth l<ate by t-'iarufacturing Sector, 1986-87 

(In percent) 

1986 1987 
1987 Ql Q2 Q3 Q4 Ql Q2 Q3 
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(Industrial 
prcrluction) 

Total 

~mring 

Manufacturing 

Electricity 

(Producer's 
shiprent index) 

Total 

lv'.d.ning 

f-A.ianuf acturing 

Electricity 

(Producer's 
in~ntory index) 

Total 

Mining 

Manufacturing 

Table I-8. Korea: Industrial Prcxiuciton, Ship~nt and Inventories by Quarter, 19e6-87 

(Seasonally adjusted, 1980=100, percent) 

Index Growth Rate 
1986 1987 19ffi 1987 

Weights 1986 1987 Q-1 Q-2 (r-3 Q-4 Ql Q2 Q3 Q4 1986 1987 Ql Q2 Q3 Q4 ~l Q2 Q3 C.4 
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Manufacturing 

Food, beverage and 
tobacco 

Textile, wearing 
apparel and 
leather 
industries 

Wood, 2nd wood 
products 
including 
furniture 

Paper and paper 
products, 
printing and 
publishing 

Chemicals petroleum, 
coal, rubber and 
plastic products 

Non-metal industries 

Basic metal industries 

Fabricated metal 
products, machinery 
and equipment 

Table I-9. Korea: Manufacturing Production Capacity Index, 1986-87 

( 1980=100) 

1986 1987 1986 1987 
Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 
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Table I-10 . Korea: Manufacturing Operation Ratio Index, 1986-87 

(Seasonally adjusted, 1980=100 ) 

1986 1987 1986 

Manufacturing 

Food, beverage and 
tobacco 

Textile, wearing 
apparel and 
leather 
industries 

wood, and wood 
products 
including 
furniture 

Paper and paper 
products, 
printing and 
publishing 

Chemicals petroleum, 
coal, rubber and 
plastic products 

Non-metal industries 

Basic metal industries 

Fabricated metal 
products , machinery 
and equipment 

Ql Q2 Q3 Q4 Ql Q2 
1987 

Q3 Q4 
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Total 
(Including vessels) 

Foreign 
Do mestic 

Public 
Private 

Agencies 

Total 
( Excluding vessels) 

Foreign 
Domestic 

Public 
Private 

Agencies 

1986 

Table I-11. Machinery Orders, 1986-87 

(Normal, in billions of won) 

1987 1986 
Ql Q2 Q3 Q4 

1987 
Q2 Q3 Q4 
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Table I-12. Korea: Financial Indicators for Manufacturing, 1983-87 

Total assets 

Fixed assets 

Current assets 

Fixed liabilities 

Current liabilities 

Net worth 

Net sales 

Financial cost 

Normal profit 

Fixed assets/net worth 

Current assets/ 
current liabilities 

Fixed assets/fixed 
liabilities and 
net worth 

Net worth/total assts 

Normal profit/net worth 

Normal profit/total 
assets 

Normal profit plus 
financial cost/ 

Total assets 

Normal profit/net 
sales 

1983 1984 1985 1986 

( In-billions of won) 

( In percent) 

1987 
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Table I -13. Korea: :r.tm:stic Construction Orders, 1983-88 

1983 1984 1985 1986 1987 1988 
Proj. 

{In billions of. ~n at current prices) 

By purchaser 4,735 5,187 5,389 
Public sector 2,815 3,107 3,460 

Central governn:ent (626) (604) (748) 
local governrrent (914) (1,186) (1,115) 
fublic enterprises (1,146) (1,133) (1,386) 
Other (130) (185) (211) 

Private sector 1,863 2,039 1,830 
Marrufacturing 432 543 563 
furumrrufacturing 1,431 1,495 1,267 

Foreign organizations 57 41 98 

By type of construction 4,735 5,187 5,299 
Buildings ,426 3,117 2,944 

IMellings (947) (1,569) (1,205) 
Other (1,479) (1,548) (1,739) 

Civil engineering ~rks 2,253 1,989 2,355 
Special trade mrks 56 80 90 

(In thousand square ireters of floor area) 

MeIIDrandum item: 
Permits issued 39,693 39,563 38,215 

Lwellings 21,700 20,551 20,606 
Com:rercial 10,182 10,088 9,498 
Industrial 3,412 4,746 4,139 
Other 4,392 4,177 3,972 

Source: Economic Plarming Board, lv.onthly Statistics of Korea. 
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Table I-14. Korea: Overseas Construction, 1983-88 

New contracts 
Middle East 
Other countries 

Work agreements 
Middle East 
Other countries 

Korean labor force 
overseas 

Middle East 
Other countries 

1983 

10,444 
9,023 
1,421 

236 
180 

56 

159,368 
147,810 

11,558 

1984 1985 1986 1987 

(In □illions of U.S. dollars) 

6,502 4,691 
5,910 4,285 

592 406 

(Nuniber of agreements) 

237 170 
183 132 

54 48 

(Number of workers at end of period) 

130,906 
121,156 

9,750 

96,016 
91,013 
5,003 

Source: Data provided by the Korean authorities. 

1988 
Proj. 
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Table 1-15. Korea: Import, Export, Production and Inventory 
of Petroleum and Petroleum Products, 1983-89 

Imports 
Value (millions of U.S. dollars) 

c.i.f. 
f.o.b. 

Volume (million barrels) 
Unit value (f.o.b. U.S. dollar/ 

barrel) 

Exports 
Value (millions of U.S. dollars) 
Volume (millions of barrels) 

Production (million barrels) 

Inventory (million barrels) 

1983 1984 1985 1986 1987 
Est. 

1988 
Proj. 

1989 
Proj. 



KRC - cqt7krl-16 2/16/88 

Table I-16. Korea: Sources and Uses of Energy, 1983-89 

(In millions of barrels of oil) 

Sources 
Oil 
Coal 
Hydroelectricity 
Nuclear 
Firewood 
LNG 

Uses 
Transport Jj 
Industry 
Residential and 

commercial 
Public and other 

1983 1984 

Source: Ministry of Energy and Resources. 

lJ Including international bunkering. 

1985 1986 1987 1988 1989 
Projection 



KRC--cqt7krI-17 2/16/8E 

Table I-17.- Korea: D_omestic Prices of 
Electricity, 1983-87 

Residential service 

Public/commercial service 

Industrial service 

Street lighting service 

Average domestic prices 

(End of period; in won/KWH) 

1983 1984 1985 

Source: Data provided by the Korean authorities. 

1986 1987 
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Table I-18. Korea1 Retail PFices of Petroleum 
Products, 1983-87 

(In won per liter at end of period) 

Gasoline (regular) 

Diesel 

Kerosene 

Memorandum item: 

Import price of crude 
oil (won/kl) 

1983 1984 1985 

Source: Data provided by the Korean authorities. 

1986 1987 
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1st 

2nd 

3rd 

4th 

5th 

6th 

7th 

8th 

9th 

Source: 

Table I-lg. Korea: Prices of Domestic Coal, 1983-87 

(End of period; in won/ton) 

Grade .l../ 1983 1984 1985 1986 

(5,200 - 5,399) 

(5,000 - 5,199) 

(4,800 - 4,999) 

(4,600 - 4,799) 

(4,400 - 4,599) 

(4,200 - 4,399) 

(4,000 - 4,199) 

(3,750 - 3,999) 

(3,500 - 3,749) 

Data provided by the Korean authorities. 

1../ Calolific value in Kcal/kg. 

1987 
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Plant No. 

Table I-20. Korea: Nuclear Power Plants 
Construction Program 

Reactor type Capacity 
(MWE) 

Construction 
progress 

( As of Dec . 31 , 19 8 7) 

Source: Data provided by the Korean authorities. 

Commercial 
operation 
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Table I-21. Korea: Share of Nuclear Power in 
Total Energy Produc~~on, 1983-87 

Total energy in 103 TOE 

Total electric power generation 
in GWH 

Nuclear power generation in 
GWH 

Nuclear power/total energy 

Nuclear power/total electric power 
generation 

1983 1984 1985 

(In percent) 

Source: Data provided by the Korean authorities. 

1986 1987 
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1984 
Ql 
Q2 
Q3 
(/+ 

1985 
Ql 
Q2 
Q3 
Q4 

1986 
Ql 
Q2 
Q3 
C.4 

1987 
Ql 
Q2 
Q3 
(4 

1988 
Ql 

Total 
popula-

tion 

Ecrnomi-
cally 
active 

population Enployed 

Table II-1. Korea: Enployment and Labor Force , 1984-87 

(Thousand persons) 

Ernplo~nt bi Industrial Sector 
Social 

Agricul- overread 
ture, capital 

forestry Manufac- & otter 
& fisrery Mining turing services Unelll)loyed 

Ratio 
Partici- Unerrploy-
pation nent 
Rate Rate 
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1984 
Ql 
Q2 
Q3 
Q4 

1985 
Ql 
Q2 
Q3 
C4 

1986 
Ql 
Q2 
Q3 
Q4 

1987 
Ql 
Q2 
<:3 
[IJ 

1988 
Ql 

All 

Table II-2. Korea: Wages and Labor Prcx:luctivity, 1984-87 

(Index, 1980 = 100..) 

Nominal wages Real wages Laoor productivity 
All All 

indus- fvf.anufac- indus- ~anufac- indus- :t-'.'arrufac-
tries Mining turing tries }aning turing tries l-1.ining turing 

Source: EPB, M'.mthly Statistics of Korea. 
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Table II-3. Korea: Wages and :t-'Jan-days, 1984-87 

(Won/Day) 

1984 
Gl 
Q2 
Q3 
G4 

1985 
Ql 
Q2 
Q3 
Q4 

1986 
Ql 
Q2 
Q3 
G4 

1987 
Ql 
.Q2 
Q3 
Q4 

1988 
Ql 

Mining am 
manufac-
turing 

E:arnings 

:t-1.anufac-
Mining turing 

Source: EPB, :tv'.onthly Statistics of Korea. 

:t-1.en-days 
:Mining and 

manufac-
turing 1-'lining 

Manufac-
turing 
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1984 
Ql 
Q2 
Q3 
Q4 

1985 
Ql 
Q2 
Q3 
Q4 

1986 
Ql 
Q2 
Q3 
Q4 

1987 
Ql 
Q2 
Q3 

.Q4 

1988 
Ql 

Table II-4. Korea: Average Household Income, 1984-87 

(In won) 

Income Salaries and Business Other 
wages home work income 

(Proj.) 

Source: EPB, Monthlr Statistics of Korea. 
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~fulesale prices 
Food 
Nonfood 

Of which: 
Petroleum 
and related 
products 

Consuner prices 
Food 
oonfood 

Of which: 
I-busing 
Fuel arrl light 
Clothing 
Miscellanueous 

Table II-5. Korea: Levelopirert:s in Prices, 1986-87 

Indices Percent Change 

1986 1987 1986 1987 
Weights 1986 1987 (rl (r2 Q-3 Q-4 Ql Q2 Q3 Q4 Weights 1986 1987 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 
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Table III-1. Korea : fonet ary Survey , 198.3-f8 

1983 1984 1985 1%6 1987 1988 
Encl of Period Narch June Sept. Dec. ~.arch June Sei:; t. Dec. Proj. 

( In bi llions of ~n) 

~t foreign assets -5,082 --t, 191 -7 ,697 -7 ,92C -7 ,953 -f>,569 -f>,128 -4,522 
.Assets 6,387 7,375 8 ,122 7,619 7,913 8,629 8,332 8,131 
liabilities 11,469 13,.%6 15,819 15,539 15,866 15,198 14,460 12,653 

S\..aps with nrodepo.sit 
norey banks -863 -1,234 -2,333 -2,528 -2,455 -2,225 -1,566 -1,382 

Net donestic assets 28,883 32,002 39,669 40,972 42,036 41,858 42,842 41,457 
J;orrestic credit 31,847 36,059 42,561 43,549 44,901 45,892 48,694 4e,5C8 

Public sector (2,013) (1,973) (2,013) (1,820) (1,352) (946) (2,037) (721) 
Private sector (29,634) (34,086) (40,548) (41,729) (43,549) (44,946) (46,657) (47,787) 

Net other item, -2,964 -3,257 -2,892 -2,577 -2,865 -4,034 -5,852 -7 ,051 
Of ..ihi.ch: 

t-'.bretary Stabiliza-
tion Bonds (-1,018) (-1,525) (-528) (-583) (-965) (-1,996) (-3,088) (-3,462) 

Exchange Equaliza-
tion Fund &>nds (-) (-) (-) (-) (-) (-) (-) (-120) 

Broad mney plus CTs 22,938 25,377 29,639 30,524 31,628 33,0>4 35,148 35,553 
Narrow rrorey 6,783 6,821 7,558 7,170 6,924 7,615 8,847 7,758 
Q.ia.si--nx:ney 16,155 17,885 21,0G7 22,000 23,563 24,314 25,024 25,697 
CDs .Y 671 1,074 1,354 1,141 1,135 1,277 2,098 

(J.nnual e:rcentag:e &.ang:e in relation to the stock of broad ir<ner) Y 

Net foreign assets -3.8 -4.8 -5.9 -4.8 -0.6 4.4 5.3 11.C 

Sw~s \vi.th nondeposit 
rrorey banks -3.8 -1. 6 -4.3 -3.5 -3.0 0.1 2.6 3.8 

Net dorrestic assets 22.8 17 .1 27.C 26.6 22.2 11.6 10.7 1. 7 
t.orrestic credit 21. 7 18.4 25.6 25.2 22.9 17.1 20.7 16.3 

Pul:lic sector (-0. 7) (-C..2) (C.l) . (0.8) (0.2) (-1.3) (0.1) (-3.6) 
Private sector (22.4) (18.6) (25.5) (24.4) (22.7) (18.4) (20.6) (19.9) 

Net other iterrs 1.1 -1.3 1.4 1.4 • -C.7 -5.5 -10.0 -14.6 
Of which: Cpen 

narket q;erations ]/ (-4.4) (-2.2) (3.9) (2.3) (-1.7) (-5.3) (-8.6) (-9.8) 

&oad noney plus Cis 15.2 10.6 16.8 (18.3) 18.6 16.1 18.6 16.5 

(Annual eercent~e cha!:!S:e) 

Net dorrestic assets 18.7 13.5 20.9 2G.2 16.4 8.6 8.0 1.3 
Private sector credit 17.6 14.3 19.0 17.8 16.2 13.3 15.1 14.5 

Source: Data provided by the Korean authorities. 

1/ C.ertificates of deposit issued by camercial oonks. 
2/ Steck at tre teginning of the pericx:I. 

}J hmetary Stat-ilization P.onds issued by the Bank of Korea and E:xchange Equalization Fund &>nds issued by the Govemrrent. 
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Table I I 1-2. Korea: Financial Survey, 1983-88 1/ 

1986 1987 1988 
End of Period 1983 1984 1985 March June Sept. Dec. March June Sept. Dec. Proj. 

(In bi 11 ions of won) 

Net foreign assets -9,098 -11,099 -14,828 -15, 199 -15,422 -14,220 -13,150 -11,533 
Assets 6,630 7,697 8,465 7,969 8,170 8,793 8,487 8,271 
Li ab i I i ti es 15,728 18,796 23,293 23, 163 23,592 23,013 21,637 19,804 

Domestic credit 50,950 61,553 75,379 78,239 81,652 84,456 88,949 91,258 
Government (net) -692 -848 -920 -1 ,202 -1 ,682 -2, 100 -1,027 -2,238 
Official entities 570 570 570 570 570 570 570 570 
Private sector 51,072 61,831 75,729 78,871 82,764 85,986 89,406 92,926 

Total I iquidity 36,678 43,970 53,518 55. ,654 59,058 62,727 67,214 70,272 
Money 6,783 6,821 7,558 7,170 6,924 7,615 8,847 7,758 
Quasi-money 16,155 17,885 21,007 22,000 23,563 24,314 25,024 25,697 
Certificates of deposit 618 926 942 846 931 1,046 1,851 
NBFI deposits 14,950 20,009 25,575 27,024 29,139 31,293 34,061 36,471 

(Less inter- institution 
deposits) (1,210) (1,363) (1,548) ( 1,482) (1,414) (1,426) (1,764) ( 1 , 505) 

Other items 5,174 6,484 7,033 7,386 7,172 7,509 8,585 9,453 
Debentures issued 692 1,005 1,103 1,130 1,086 1,162 1,240 1,303 
Monetary stabi I ization 

bonds 204 167 97 14 128 371 680 1,406 
Other 4,278 5,312 5,833 6,242 5,958 5,976 6,665 6,744 

(Annual percentage change) 

Memorandum item: 

Total I iquidity 21.5 19.9 21.7 21.3 24.1 24.1 25.6 29.3 

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

1/ The financial survey covers the banking system and the nonbank financial institutions (NBFls). 
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Table I I 1-3. Korea: NBFls Survey, 1983-88 

(In bi I I ions of won) 

1983 1984 1985 1986 1987 1988 
March June Sept. Dec. March June Sept. Dec. Proj. 

Net foreign assets -4,016 -4,909 :2.J.l!. -7,447 -7,712 -7,885 -7,259 -7,286 
Assets 243 322 343 344 257 165 154 140 
Li ab i I it i es 4,259 5,231 7,474 7,791 7,969 8,050 7,413 7,426 

Domestic credit 20,156 26,762 33,985 . 36,195 38,182 39,970 41,638 44,534 
Government (net) -2, 135 -2,251 -2,363 -2,452 -2,463 -2,476 -2,494 -2,389 
Private sector 22,291 29,013 36,348 38,647 40,645 42,446 44,132 46,923 

Deposits 14,950 20,009 25,575 27,042 29, 157 31,312 34,101 36,471 

Other items ~ 1,844 1,279 1,906 .!...tl.]l 773 278 777 
Debentures 

issued 778 935 1,053 1, 158 1,186 1,255 1,373 1,199 
Other 412 909 226 548 127 -482 -1 ,095 -422 

Source: Data provided by the Korean authorities. 



I\RC---cqttkrtbf-2/24/ff 

Table III-4. Korea : Reserve r- oa:y , l Sc3-£E 

(In billions of i..on) 

1%6 19E7 19t8 
Em of period 1983 1984 1985 March Jtme Sept. rec . March Jtme Sept. rec. Proj. 

Net foreign assets 704 862 l ,2e9 1,017 903 l,':X)3 1,464 1,6()<; 
Assets (2,218) (2,6€~) (2,983) (2,726) (2,947) (3,897) (3,404) (3,4£7) 
Ll.atilities (-1,514) (-1,827) (-1,694) H,709) (-2,044) (-1,994) (-1,940) (-1,878) 

Swaps with mndeposit 
norey banks -E63 -1,234 -2,333 -2,528 -2,455 -2,225 -1,566 -1,382 

Bank of Korea foreign 
currency deJX>sits \..1th 
deposit roney banks 49 43 41 39 39 1,102 1,338 2,282 

Net claill'S on goverrurent 1,358 954 887 925 321 -42 613 -419 
Claim:; (2,123) (2,072) (2,W>) (2,066) (2,066) (2,075) (2,06C) (2,092) 
~its (-765) (-1,118) (-1,179) (-1,141) (-1,745) (-2,117) (-1 ,447) (-2,511) 

t-et clairrs on otrer 
official entities 570 570 570 570 570 570 570 570 

Clains on deposit 
rrorey banks 5,279 7 ,14C 9,167 9,486 9,716 9,770 9,SE7 9,E56 

Gereral loans 
and redisc0lll1ts (3,213) (5,039) (6,784) (6,%8) (6,899) (7,335) (7,400) (7,600) 

SpecializErl loaIB 
and rediscounts 1/ (1,983) (2,014) (2,287) (2,441) (2,740) (2,358) (2,179) (2,256) 

Otrer (83) (87) (96) (77) (77) (77) (-) (-) 

Gains on private sector 141 140 172 172 171 171 183 183 

}hletary Stabiliza-
tion Bonds -2,497 -2,496 -1,900 -1,993 -2,165 -3,261 -4,285 -6,cmy 

ronetary stabiliza-
tion account ( Il-!B) -377 -920 -4,185 -4,345 -4,196 -4,295 -3,826 -3,544 

Ctrer items -270 -811 611 456 684 843 977 1,269 

Peserve norey 4,095 4,248 4,319 3,799 3,588 4,536 5,055 4,421 
(Percent change) (7.1) - (3. 7) (L7) (3.4) (-0. 7) (2.2) (17 .O) (16.4) 

Source: r.ata provided by the Korean autrorities; and staff estimates. 

1/ Includes rediscotmtErl directed export credit (up to the rediscountable aummt ). 
y Irdudes W 120 billicn in Exchange Equalization F\md Bonds. 
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Table III-5. Korea: Issuance and Redemption of CDs, 1984-87 

(In billions of won) 

Ceiling Issued Redeemed Outstanding 

1984 June 598.3 598.3 
July 228.6 826.9 
August 113.8 63.7 877.0 
September 196.4 339.7 733.7 
October 199.8 213.8 719. 7 
November 131.2 118.3 732.6 
December 243.8 292.3 684.1 

1985 Q 1 760.8 526.1 918. 9 . 
Q 2 766.9 726.4 959.5 
Q 3 800.9 762.2 998.2 
Q 4 872.6 797.4 1,073.4 

1986 Q 1 1,127.0 846.1 1,354.3 
Q 2 702.8 916.1 1,141.0 
Q 3 932.6 938.2 1,135.4 
Q 4 1,055.7 913.7 1,277.4 

1987 Q 1 1,021.1 200.5 2,098.0 
Q 2 
Q 3 
Q 4 

1988 q· 1 

Source: Data provided by the Korean authorities. 

Change 

598.3 
228.6 
50.1 

-143.3 
-14.0 

12.9 
-48.5 

234.8 
40.6 
38.7 
75.2 

280.9 
-213.3 

-5.6 
142.0 

820.6 
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End of period 

Deposit money banks 

Household checking deposits 
Time deposits 

Over 3 months 
Over 6 months 
Over year 

Savings deposits 1/ 

lnstal lment savings deposits ll 

Property formation deposits~/ 
2 years 
5 years 

Certificates of deposit (CDs) 

Nonbank financial institutions 
Money in trust (2 years) 
Investment and finance companies 

Bi I Is resold: 8-29 days 
60-90 days 

Mutual credit cooperatives 
Time deposits (I year) 

Memorandum items: 
Yield on corporate bonds 4/ 

(differential over 1-year 
time deposits) 

Table I I 1-6. Korea: Selected ,,.,~rest Rates on Deposits, 1983-88 

1983 

8.0 

7.6 
7.6 
8.0 

8.0 

8.0 

19.5 
21.0 

8,6 

7.5 
8,5 

9.0 

14.2 

(6.2) 

(In percent per annum) 

1984 

6.0 

6.0 
6.0 

10.0 

6.0 

10.0 

19.5 
21.0 

1985 

6.0 

6.0 
6.0 

10.0 

6.0 

10.0 

15.3 
16.9 

11 .o 11. 75 

10.6 

7.5 
8.5 

10.5 

14.1 

10.6 

7.5 
8,5 

11.0 

13.6 

(3,6) 

1986 

March June Sept. Dec. 

6.0 

6.0 
6.0 

10.0 

6.0 

10.0 

15.3 
16.9 

6.0 

6.0 
6.0 

10.0 

6.0 

10.0 

15.3 
16.9 

11 .o 3/ 11 .o 

10.6 

7.5 
8.5 

11.0 

12.4 

(2.4) 

10.6 

7.5 
8.5 

11.0 

12.8 

(2.8) 

6.0 6.0 

6.0 6.0 
6.0 6.0 

10.0 10.0 

6.0 6.0 

10.0 10.0 

15.3 15.3 
16.9 16.9 

11.0 11.0 

10.6 10.6 

7.5 7.5 
8.5 8.5 

11.0 11.0 

12.8 12.8 

(2.8) (2.8) 

March 

6.0 

6.0 
6.0 

10.0 

6.0 

10.0 

15.3 
16.9 

11.0 

10.6 

7.5 
8.5 

11.0 

13.0 

(3.0) 

Sources: Bank of Korea, Monthly Statistical Bui letin; and data provided by the Korean authorities. 
1/ From Apri I 1985, savings deposits and preferential installment savings deposits for household 

1987 
June 

were introduced, and the maximum interest rates on those deposits are 12 percent and 13 percent, respectively. 

Sept. Dec. 

2/ These rates included only the interest paid by banks and the government subsidy. In addition, employees are encouraged to 
contribute to the yield on these assets. 

3/ From March 1986, sel I ingrate of CDs was liberalized. 
4/ Averages. 

1988 
Feb. 
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Table I I 1-7. Korea: Selected Interest Rates on Loans, 1983-88 

(In percent per annum) 

1983 1984 1985 1986 1987 1988 
End of period March June Sept. Dec. Feb. 

Bank of Korea 
Rediscount on prime 

commercial bi I ls 5.0 5.0 5.0 7 .o 7.0 

Rediscount on exports 5.0 5.0 5.0 7.0 7.0 

Commercial banks 
Discounts on bi I ls 10.0 10.0-11.5 10.0-11.5 10.0-11.5 10.0-11 .5 
Loans for exports 10.0 10.0 10.0 10.0 10.0 

everdrafts 10.0 10.0-11.5 10.0-11.5 10.0-11.5 10.0-11.5 

Loans on i nsta I I ment 
savings deposits 10.0 10.0-11.5 10.0-11.5 10.0-11.5 10.0-11.5 

Term loans 
1-3 years 10.0 10.0-11.5 10.0-13.0 10.0-12.0 10.0-12.0 
3-8 years 10.0 10.0-11.5 10.0-13.5 10.0-12.0 10.0-12.0 
8-10 years 10.0 10.0-11.5 10.0-13.0 10.0-12.0 10.0-12.0 

~r financial institutions 
Korea Development Bank 

Equipment for key 
industries 10.0 10.0-11.5 10.0-13.0 10.0-13.0 10.0-13.0 

Using government funds 10.0 10.0 10.0 10.0 10.0 
Using foreign funds 15.0 10.6-14.3 10.4-12.7 LI BeR+2.0 LIBQR+2.0 

Korea Housing Bank 
erivate 10.0 10.0-11.5 10.0-11.5 10.0-11.5 10.0-11.5 
eubl ic 8.0 8.0 8.0 8.0 8.0 

Mutual savings and 
finance companies 20.0 18.S 18.0 15.0-16.5 15.0-16.5 

Mutual credit 
cooperatives 13.0 13.S 14.5 14.5 14.5 

Agricultural 
cooperatives 1/ 10.0 10.0 10.0 8.0 8.0 

National Investment 
Fund (NIF) 10.0 10 .0-11 .5 10.0-11.5 10.0-11 .5 10.0-11 .5 

National Housing 
Fund WHF) ~/ 10.0 10.0 10.0 10.0 10.0 

Sources: Bank of Korea, Monthly Statistical Bui letin; and data provided by the Korean authorities. 

1/ Applies also to loans for fishery. 
National housing construction. 
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Table I I 1-8. Korea: Domestic Credit by Financial Institutions, 1983-87 1/ 

(Changes in bi I I ions of won and in percent of total) 

1983 1984 1985 1986 1987 
Amount eercent Amount Eercent Amount Eercent Amount Percent Amount eercent 

Banking system 4,153 50.4 3,997 37.7 6,604 47.8 5,916 43.6 

~onbank financial 
institutions 4,079 49.6 6,606 62.3 7,222 52.2 7,654 56.4 

Development 
institutions 750 9. 1 1,360 12.8 1,708 12.3 523 3.9 

Savings institutions 1,004 12.2 1,425 13.4 2,945 21. 1 3,357 24.7 
Investment institutions 1,477 18.0 2,646 25.0 1,405 10.2 2,752 20.3 
Insurance companies 848 10.3 1, 175 11.1 1,164 8.4 1,022 7.5 

Total domestic credit 8,232 100.0 10,603 100.0 13,826 100.0 13,570 100.0 

Source: Data provided by the Korean authorities. 

1/ Total domestic credit corresponds to Financial Survey; domestic credit of the banking system 
corresponds to Monetary Survey net of transactions with the NBFls. 
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Table III-9. Directed Credit Outstanding by Banking 
and Financial Institut ~gns, 1983-87 

(In billions of won) 

End of period 1983 1984 1985 1986 

Loans with banking funds 4,135 4,721 6,165 7,252 
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 1,297 889 
Loans for medium 

industries by DMBs (22) (25) (30) (29) 
Foreign loan funds by DMBs (262) (286) (325) (344) 
Korea Development Bank loans (723) (848) (942) (516) 

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 10z400 10 z 968 

Total directed credit as a 
percent of total loans and 
discounts to the private 
sector by banking and 
financial institutions 15.6 14.2 13.7 12.3 

Source: Data provided by the Bank of Korea. 

1987 
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Table III-10. Sources and Loans of the National Investment Fund 

(In billions of won) 

1985 1986 1987 1988 
Amount Percent Amount Percent Amount Percent Amount 

Sources 

National Savings 
Associations 17.9 3.8 17.4 3.2 

Public funds -87.7 -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 453.5 95.6 650.2 118.0 

Carryover from 
previous year 16.9 3.6 16.4 3.0 

Total 474.1 100.0 550.9 100.0 

Loans 

Heavy and chemical 
industries 319.4 68.8 414.7 74.1 

Electric power 
industries 40.0 8.6 40.0 7.1 

Projects to increase 
food production 25.0 5.4 25.0 4.5 

Deferred payment 
exports 80.0 17.2 80.0 14.3 

Total 464.4 100.0 .559.7 100.0 

Source: Data provided by the Korean authorities. 

Plan 
Percent 
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Table I I 1-11. Sources and Uses of the National Housing Fund 

(In bi I I ions of won) 

1984 1985 1986 1987 1988 (Plan) 
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent 

Sources 
National Housing Pre-

emption Subscription 
Deposits 191.9 18.9 26.5 3.6 -46.1 -8.1 

National Housing Bonds 279.7 27.6 215.8 29.6 204.8 35.9 
National Housing Fund 

Bonds 
Olympic Lotteries 11.8 1.2 10.7 1.5 11 .5 2.0 
Deposits from the various 

funds -12.1 -1.2 -6.7 -0.9 75.2 13.2 
Government contributions 100.0 17.5 
Borrowing from IBRD 5.7 0.6 41.2 5.7 17.3 3.0 
Collection of loans 29.3 2.9 35.6 4.9 50.5 8.9 
Carry-over from previous 

years 421.6 41.6 342.0 46.9 129.3 22.6 
Others 85.7 8.5 63.2 8.7 28.7 5.0 

Total 1,013.5 100.0 728.3 100.0 571.2 100.0 

Uses 
Loans to 

Local government 162.6 16.0 191.9 26.3 158.7 27.8 
The Korea National 

Housing Corp. 191. 1 18.9 201.6 27.7 201 .8 35.3 
Private constructors, 

etc. 132.4 13.1 175.4 24.1 184.4 32.3 

National organizations, 
etc. 0.2 

Loans for housing-site 
development, etc. 180.0 17.8 30.0 4. 1 

Deposits to KHB, etc. 347.4 34.3 129.4 17.8 26.1 4.6 

Total 1,013.5 100.0 728.3 100.0 571.2 100.0 

Source: Data provided by the Korean authorities. 
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Table III-12. Korea: Financing Through the Securities Market 

(In million Won) 

Public Offerin~ Offering to 
Year Stocks Bonds shareholders Total 

1970 2,068 5,083 7,151 

1971 850 2,090 2,940 

1972 1,080 9,928 13,733 24,741 

1973 21,475 3,450 29,623 54,548 

1974 14,337 27,870 32,080 74,287 

1975 39,875 33,450 82,929 156,255 

1976 74,005 86,280 101,941 262,226 

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 345 963,700 170,803 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 

1985 35,060 3,176,744 259,528 3,471,332 

1986 

1987 

Source: Data provided by the Korean authorities. 
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Table I I 1-13. Korea: Ownership of Listed Stocks by Type of Holder 

1984 1985 1986 1987 1984 1985 1986 1987 
(Share holdings in thousand) (Ratio to total shares in percent) 

Government and State 
corporations 15,242 0.21 

Banking institutions 491,415 6.61 

Securities companies 453,586 6.10 

Insurance companies 
and other 
corporations 2,313,952 31. 14 

Individuals 3,993,129 53.74 

Foreigners 163,582 2.20 

Total 7,430,906 100.0 

Source: Data provided by the Korean authorities. 



KRC--cqt8krtbe--2/25/88 

Table I I 1-14. Korea: Ownership of Listed Stocks by Size of Holdings 

1984 1985 1986 1987 1984 1985 1986 1987 

(Number of holders) (Holdings in thousand) 

Less than 100 161,172 7,043 

100-999 274,949 105,510 

1,000-9,999 214,543 737,321 

10,000-99,999 65,011 1,637,521 

100,000 and more 8,059 4,943,511 

Total 723,734 7,430,906 

(Ratio to total number in percent) (Ratio to total shares in percent) 

Less than 100 22.27 0.09 

100-999 37.99 1.42 

1,000-9,999 29.64 9.92 

10,000-99,999 8.98 22.04 

100,000 and over t. 11 66.53 

Total 100.00 100.00 

Source: Data provided by the Korean authorities. 
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Table III-15. Korea: 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 1,271,521 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 

1983 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 

1987 

Source: Data provided by the Korean authorities. 



KRC--cqtBkrtbR--2/25/88 

Table III-16. Korea: Average Yields of Listed Stocks and Bonds 

End of Dividend 
Period Yield Rate P/E Ratio 

1975 13. 7 5.3 

1976 12.7 6.6 

1977 14.2 5.9 

1978 12.9 5.9 

1979 17.8 3.8 

1980 20.9 2.6 

1981 16.4 3.1 

1982 13.5 3.4 

1983 9.0 3.8 

1984 5.4 4.5 

1985 5.3 5.2 

March 5.0 5.0 
June 5.3 5.4 
September 5.8 5.4 
December 5.6 5.6 

1986 

March 
June 
September 
December 

1987 

March 
June 
September 
December 

Source: Data provided by the Korean authorities. 

Yield on Bond 
(Gov't public bond) 

21.1 

21.6 

20.7 

21.6 

25.2 

28.8 

23.6 

17.24 

13.74 

13.69 

13 .9 

14.9 
13 .o 
13.7 
12.8 
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January 
February 
March 

April 
May 
June 

July 
August 
September 

Octorer 
ibvember 
Ieceml:er 

Year 

Source: 

Table III-17. Korea: C.Orrposite Stock Price Index Based on 
Aggregate Market Value Method 

(January 4, 1980 = 100) 

1980 1981 1982 1983 1984 1985 19c6 

106.9 131.4 127.3 121.21 142.46 163.37 272.62 

Iata provided by the Korean authorities. 

1987 
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Table III-18. Korea: Key Statistics on Listed Stocks 

No. of No. of No. of Capital Market 
End of Listed Holders Shares Amount Value 
Period Companies (thousands) (millions) (w. bil.) 

1970 48 76 159 134 98 

1971 so 82 170 141 109 

1972 66 103 210 174 246 

1973 104 200 305 252 426 

1974 128 200 488 381 533 

1975 189 291 825 643 916 

1976 274 568 1,583 1,153 1,436 

1977 323 395 2,117 1,492 2,351 

1978 356 963 2,959 1,914 2,893 

1979 355 872 3,507 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 328 709 5,444 3,239 3,490 

1984 336 724 7,407 4,336 5,148 

1985 342 744 7,955 4,665 6,570 

1986 

1987 

Source: Data provided by the Korean authorities. 
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End of 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

Source: 

Table III-19. Korea: Aggregate Loans and Deposits 
of Foreign Bank Branches in Korea 

(In millions of U.S. dollars, end of period) 

Loans and Discounts Deposits 
Won Foreign Currency Won Foreign Currency 

41.2 63.5 35.2 5.0 

44.8 100.8 36.4 18.8 

162.6 109.5 61.7 38.7 

256.5 124.3 89.2 71.9 

426.8 418.1 120.9 77 .o 

543.5 872.1 189.5 29.7 

609.2 1,393.9 191.3 30.9 

932.7 2,027.0 236.2 66.5 

1,208.8 2,171.7 296.2 132.6 

1,462.6 2,216.4 297.3 425.0 

1,685.7 2,283.6 391.2 276.2 

2,065.7 2,846.2 470.7 329.4 

2,260.7 3,178.3 443.4 301.9 

The Bank of Korea. 
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Table III-20. Korea: Source of Funds of Foreign Banks in Korea 

(In millions of -U.S. dollar~, end of period) 

Inter-Office Transfers 
DeEosits 1n Foreign Currency 

Foreign 
Won currency Total 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.S 114.2 (--) 

1976 89.2 71.9 323.7 217.3 (--) 

1977 120.9 77 .o 776. 7 335.4 (--) 

1978 189.S 29.7 1,214.8 380.1 (--) 

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 391.2 276.2 3,778.3 1,705.4 (14. 2) 

1984 470.7 329.4 4,411.4 1,818.8 (13. 6) 

1985 443.4 301.9 4,733.9 1,873.4 (12. 6) 

1986 

1987 

Source: Bank of Korea. 

Note: Figures in parentheses indicate the proportion absorbed by the 
monetary stabilization account or stabilization bonds among swap 
transactions. 
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Table III-21. Korea: Total Deposits in Foreign Currency 

(In millions of U.S. dollars, end of period) 

Korean Banks Foreign Bank Branches 
Resident Nonresident Total Resident Nonresident Total 

1972 146.0 25.2 171.2 4.1 0.6 4.7 

1973 163.1 10.7 173.8 4.0 1.0 5.0 

1974 151.6 11.6 163.2 17.4 1.4 18.8 

1975 100.8 114. 7 215.5 10.7 28.0 38.7 

1976 124.6 331.5 456.1 19.2 52.7 71.9 

1977 251.1 307.6 558.7 58.6 18.4 77 .o 

1978 274.1 114.9 389.0 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 59.7 6.8 66.5 

1981 256.2 239.8 496.0 120.8 11.9 132.6 

1982 410.0 234.1 644.1 414.1 10.9 425.0 

1983 67S.7 377 .9 1,053.6 261.5 14.7 276.2 

1984 705.4 S94.7 1,300.1 301.0 28.4 329.4 

1985 961.6 878.0 1,839.6 260.9 41.0 301.9 

1986 

1987 

Source: The Bank of Korea. 
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Table III-22. Korea: Foreign Currency Loans of Deposit Money Banks 

End of Period 

1984 
December 

1985 
March 
June 
September 
December 

1986 
March 
June 
September 
December 

1987 
March 
June 
September 
December 

Source: The Bank of Korea. 

Foreign Currency Loans 
Won U.S. dollar 

Billion million 

3,143.1 3,798.8 

3,308.6 3,716.7 
3,359.0 3,773.3 
3,423.2 3,845.4 
3,291.9 3,697.9 
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Table I I 1-23. Korea: Bank of Korea Swap Transactions 

(In millions of U.S. dollars) 

1985 1986 1987 
Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 

Volume 
Domestic banks 3,774.9 5,861.6 6,103.8 5,387.1 
Foreign bank 

branches 1,007.4 553.2 576.0 1,077.8 

Total 4,782.3 6,414.8 6,679.8 6,464.9 

Outstanding 
(end of period) 

Foreign bank 
branches 1,849.7 1,877.2 1,885.7 1,873.4 

Of which: 
MSA and MSB (249.8) (249.8) (248.5) (236.2) 

Domestic banks 6,115.4 7,267.9 8,234.0 8,271.1 

Total 8,005.1 9,145.1 10,119.7 10,144.5 

Source: Bank of Korea. 
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Table III-24. Korea: Bank Credit Extended 
to Special Accounts, Budgetary Funds and 

Government Invested ~nterprises 

(In billion Won, end period) 

1983 1984 1985 

The Bank of Korea 2,644.8 2,643.5 2z637.0 
General account 390.0 390.0 390.0 
Grain Management Fund 1,642.0 1,642.0 1,642.0 
Government Supply Fund 35.0 35.0 35.0 
Fund for potential 

farmers and fishermen 7.8 6.5 
Government invested 

enterprises 570.0 570 .o 570.0 

Deposit money banks 1,610.8 1,894.3 lz735.1 
Government invested 

enterprises 1,610.8 1,894.3 1, 735·. I 

Other financial 
institutions 2,139.1 2z970.0 2z707.3 

National railroad 
special account 508.1 498.4 498.4 

Government invested 
enterprises 1,631.0 2,471.6 2,208.9 

Total 6,394.7 7,507.8 7,079.4 

Source: Data provided by the Korea authorities. 

1986 1987 
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Table IV-1. Korea: Opera tions of the Central GovernI:Jent and 
the Consolidated Central GovernC1€nt, 1983-f.8 J_/ 

Central government 
Revenue 
Expenditure 
Deficit (-) 

Ne t financial transactions 
cetween the central 
government and the 
public funds Jj 

Consolidated central 
governn:ent 

Revenue 
Expenditure 
Deficit(-) 
Financing 

Domestic 
Bank 3/ 
Nonba-;k 

Foreign 

Central government 
Revenue 
Expenditure 
Deficit (-) 

Net financial trans­
actions between the 
central government 
and the public funds 

Consolidated central 
government 

Revenue 
Expenditure 
Deficit (-) 
Financing 

Domestic 
Bank 3/ 
Nonbank 

Foreign 

t1emorandum item: 
GNP 

1983 

11,537 -
12,200 

-663 

-288 

11,595 
12,546 

-951 
951 
552 

(-245) 
(797) 
399 

19.7 
20.9 
-1.2 

-0.5 

19.9 
21.5 
-1.6 

1.6 
C.9 

(-0.4) 
(1.3) 
o. 7 

58,986 

19 84 

12,603 
13,446 

-843 

-ec 

13,040 
13,963 

-923 
923 
613 

(-4C) 
(653) 
310 

19.3 
2C.6 
-1.3 

-0.1 

20 . 0 
21 . 4 
-1.4 
1.4 
0 . 9 

(-0.1) 
(1.0) 
0.5 

66,408 

19e5 
1986 

Actual 
19E7 

Budget 

(In billions of won) 

U,922 
14,867 

-945 

+232 

14,505 
15,218 

-713 
713 
273 

(319) 
(-46) 
440 

15,841 
15,927 

-86 

21 

15,856 
15,921 

-65 
ES 

211 
(591) 

(-38C) 
146 

17,323 
18,603 
-1,280 

-20 

17,357 
18,657 
-1, 300 

1,300 
1,257 
(603) 
(654) 

43 

(In percent of GNP) 

19.3 
20.6 
-1.3 

20.1 
2i .o 
-1.0 
1.0 
0.4 

(C.5) 
(-0.1) 

0.6 

72,317 

18.9 
19.0 
-0.1 

18.9 
19.0 
-0.1 
o. 1 
0.3 

( c. 7) 
(-0.4) 
-0.2 

83,eJ3 

18.7 
20.1 
-1.4 

18.7 
20.2 
-1. 4 

1.4 
1.4 

(O. 7) 
(O. 7) 

92,571 

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

Actual 
1988 

Budget 

J_/ Includes: General Account, Special Accounts, Government Funds, and Public Enterprise 
Funds. Tr.e figures for the public sector are actuals and are not corrected for changes in 
definition. The removal of the Korea Telecommunications Authority from the accounts in 1982 
reduced revenue and expenditure by more than l percent of CKP. The removal of the Civil 
Servants Pension Fund and Special Account in 19E3 reduced revenue and expenditure by almost 
1 percent of GKP, and the overall deficit, by 0 .1 percentage point of GNP . 

2/ Includes payments of profits to the gove rn~ent, primarily from the tobacco and ginseng tea 
□o-;opoly, receipts of subsidies, primarily by th e Grain Management Fund , and capital transfers 
fro~ the Govern~ent . 

3/ Eank financing as defined in the monetary survey; domestic nonbank financing includes 
sm-;11 discrepancies between cash and accrual accounting in the fiscal presentation. For a 
reconciliation of the fiscal and monetary accounts see Appendix Table 4. 
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Table IV-2. Korea: Central Government Revenue, 1983-88 

Tax Revenue 1/ 
Taxes on net income, profits, 

and capital gains 
Company, corporate, or 

enterprise 
Individuals 

Social security contributions 
Taxes on property 
Taxes on goods and services 

General sales taxes 
Selective excises on goods 

and services 
erofits of fiscal monopolies 

Taxes on international trade 
E}ther taxes 

~ntax revenue 

Capital revenue 

Total revenue 

Total revenue and grants 

(In . bi I I ions of won) 

1983 1984 1985 
1986 

Actual 
1987 

Budget Actual 

10,207 11,077 12,105 13,882 15,216 

2,609 2,867 3,475 3,967 4,358 

(1,205) 
(1,404) 

131 
106 

5,221 
(2,559) 

(1,723) 
(939) 

1,772 
368 

120 

11,538 

( 1,345) 
(1,522) 

157 
98 

5,629 
(2,825) 

(1,824) 
(963) 

1,921 
405 

93 

(1,630) 
(1,845) 

207 
80 

5,933 
(2,901) 

(2,082) 
(950) 

1,950 
460 

185 

(1,731) 
(2,236) 

250 
102 

6,709 
(3,272) 

(2,328) 
( 1 , 109) 
2,349 

505 

1,839 

119 

(1,954) 
(2,404) 

322 
110 

7,310 
(3,580) 

(2,654) 
(1,076) 
2,602 

514 

266 

17,323 

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

1988 
Budget 

1/ Includes defense surtax and education tax and surtax al located to individual categories as 
appropriate. 
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Table IV-3. Korea: Economic Classification of Central Government Expenditure 
and Net Lending, 1983-88 

Current expenditure 

Expenditure on goods and services 
Wages and salaries 
Other purchases of goods 

and services 1/ 

Interest payments 
Domestic 
Foreign 

Subsidies and other current 
transfers 

To enterprise funds 
To local governments 
To financial institutions 
To households, nonprofit 

institutions, and others 
To abroad 

Capital expenditure 
Acquisition of new and existing 

fixed capital assets 
Eurchases of land and intangible 

assets 
Capital transfers 

To enterprise funds 
To others 

eurchases of inventories 

~et lending 2/ 
To enterprise funds 
To others 

Total expenditure and net 
lending 

(In bi I I ions of won) 

1983 

9,145 

4,618 
(1,676) 

(2,942) 

687 
(330) 
(357) 

3,840 
(35) 

(2,818) 
(39) 

(918) 
(30) 

1,536 

862 

97 
500 
(34) 

(465) 
77 

2..2..!2 
-19 

1,538 

12,200 

1984 

10,213 

4,763 
(1,757) 

(3,006) 

857 
(455) 
(402) 

4,593 
(387) 

(3,102) 
(26) 

(1,046) 
(32) 

1,662 

896 

144 
554 
(--) 

(554) 
69 

1,572 
54 

1,518 

1985 

11,523 

5,419 
( 1 ,892) 

(3,527) 

993 
(527) 
(466) 

5, 111 
(469) 

(3,375) 
(34) 

( 1 , 198) 
(34) 

~ 

-976 

80 
720 
(--) 

(720) 

37 

1,530 
42 

1,488 

1986 
Actual 

5,990 
(2,060) 

(3,930) 

1,135 
(571) 
(564) 

5,705 
(383) 

(3,875) 
(20) 

(1,387) 
(38) 

1,226 

98 
809 
(22) 

(787) 
86 

978 
69 

909 

Sources: Data provided by the Korean authorit ies; staff est imates. 

1/ Includes foreign mi I itary sales credits from foreign governments 

1987 
Budget Actual 

6,776 
(2,222) 

(4,554) 

1,345 
(719) 
(626) 

6,443 
(310) 

(4,317) 
(80) 

1,694 
(42) 

1,294 

128 
828 
(25) 

(803) 
167 

1,622 
54 

1,568 

1988 
Budget 

2/ Includes foreign borrowing direct ly on- lent to the private sector and to nonfinancial public 
enterprises classified as "others." 
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Table IV-4. Korea: Functional Classification of Central Government 
Expend iture and Net Lending, 1983-88 1/ 

1987 
1983 1984 1985 

1986 
Actual Budget Actual 

General pub I ic services 
Defense 2/ 
Education 
Health 
Social security and welfare 
Housing and community amenities 
ether community and social services 
Economic services 1/ 
Unallocable (includes interest 

and transfers to local government) 

Total expenditure and net lending 

General pub I ic services 
Defense 
Education 
Health 
Social security and welfare 
Housing and communities amenities 
ether community and social services 
Economic services 
Unallocable (includes interest 

and transfers to local government) 

Total expenditure and net lending 

1,237 
3,403 
2,189 

180 
569 
589 
104 

2,430 

1,500 

12,200 

10. 1 
27.9 
17.9 
1.5 
4.7 
4.8 
0.8 

19.9 

12.3 

100.0 

1,208 
3,573 
2,258 

173 
670 

1,061 
111 

2,567 

1,825 

13,446 

9.0 
26.6 
16.8 
1.3 
5.0 
7.9 
0.8 

19. 1 

13.6 

100.0 

(In bi I I ions of won) 

1,401 
3,958 
2,462 

192 
779 
719 
147 

3,251 

1,958 

1,553 
4,502 
2,740 

231 
1,019 

954 
166 

3,395 

2,426 

1,597 
4,376 
2,713 

232 
968 
615 
168 

2,886 

2,372 

(eercent of total) 

9.4 
26.6 
16.6 
1.3 
5.2 
4.8 
1.0 

21.9 

13.2 

100.0 

9. 1 

26.5 
16.1 
1.4 
6.0 
5.6 
1.0 

20.0 

14.3 

100.0 

10.0 
27.5 
17.0 

1.5 
6.1 
3.9 
1.0 

18.1 

14.9 

100.0 

Sources: Dat a provided by the Korean aut hor iti es ; an d staff estimat es. 

1,647 
5,071 
3,100 

460 
1,138 

666 
167 

3,713 

2,641 

18,603 

8.8 
27.2 
16.7 
2.5 
6.1 
3.6 
0.9 

20.0 

14.2 

100.0 

1988 
Budget 

1/ Includes National Investment Fund loan s and net lend ing from fore ign borrowing d i rect ly on lent to 
nonfinancial public enterprises and the private sector. Almost al I of these funds are classified in 
economic services, although some appear in general research, health, and community development. 

2/ Includes foreign mi I itary sales credits from fore ign governments. 
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Table IV-5. Korea: Grain Management Fund Operations, 1983-88 1/ 

(In bi I I ions of won) 

1986 
1983 1984 1985 Actual Budget 

eperating receipts 944 939 1,029 1,018 764 
Rice sales 561 570 469 573 378 
Barley sales 97 68 61 44 43 
Sales to central government 160 167 204 191 228 
0ther grains 26 75 148 193 99 
By-products?_/ 111 60 147 17 15 

eperating expenditures ~ 1,448 1,368 ~ 1,154 
Domestic rice purchases 3/ 575 930 1,010 970 827 
Rice imports 84 57 
Domestic bar ley purchases 275 208 121 92 80 
ether grains 
ether grain imports 7 9 6 1 
Handling and storage charges 4/ 142 142 119 92 82 
Interest payment 90 90 100 98 147 
ether~/ 12 12 12 64 18 

eperating surplus/deficit (-) -242 -509 -339 -299 -390 

Financing 242 509 339 299 390 
Domestic 243 511 341 320 444 

BQK 293 1 -79 50 39 
~et borrowing (250) (--) (--) (--) (--) 

Use of cash balances (43) ( 1 ) (-79) (50) (39) 
Deposit Money Banks 6/ -115 180 -30 -49 150 

Borrowing (90) · (780) (750) (650) (800) 
Amortization (204) (600) (800) (699) (650) 

l':lonbank sources 6/ 65 -31 -20 
Borrowing (510) (--) (--) (20) (--) 
Amortization (446) (--) (--) ( 51) (-20) 

Government subsidy 0 330 450 350 275 
Foreign -1 -2 -2 -21 -54 

Borrowing 
Amortization to Government 

Fund financing S.A. 2 2 21 54 

Source: Data prov ided by t he Korean author iti es; and s t aff estimat es. 

1/ Calendar-year basis. 
2/ Includes miscellaneous revvenue. 
3/ Includes previous-year r ice and r ice purchases fi nanced by deferred payment. 
4/ Includes management expenses of Gra in Management Special Account (GMSA). 
5/ Includes transfers to GMSA. 

1987 1988 
Actual Budget 

6/ Represents Grain Bonds. Beginning i n 1984 data for OMBs include sales of grain bonds nonbank 
sources. 
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Revenue 
Current 
Capital 

Expenditures 
Current 
Capital 

Deficit 

Financing 
Domestic 

General 
Government 
BOK 
DMB 
Other 
Changes in 

cash balance 
Foreign 
Interaccount 

transaction 

Table IV-6. Korea: Actual Deficits of Nonfinancial Public Enterprises 

(In billions of won) 

G.M 
S/A 

Monopoly 
S/A 

Public Enterprises S/A 
Nat'l. Communi­

Railroad cations 
S/A S/A 

Supply 
S/A 

Sub-Total 
(A) 

GMF 
Supply 

Fund 

Fund 
Sub­

Total 
(B) 

Total 
(A+B) 
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Domestic 

General Government 
Borrowing 
Amortization(-) 

Bank of Korea 
Borrowing 
Amortization(-) 

Deposit Money Bank(-) 
Borrowing 
Amortization(-) 

Other 
Borrowing 
Amortization(-) 

Change in cash balance 
Decrease 
Increase(-) 

Foreign 
Borrowing 
Amortization(-) 

Total 

Table IV-7. Korea: Financing of Nonfinancial Public Enterprises 

(In billions of won) 

G.M. 
S/A 

Monopoly 
S/A 

Public Enterprises S/A 
Nat'l. Communi-

Railroad cation 
S/ A S/A 

Supply 
S/A 

Sub­
Total 

(A) 
GMF 

Supply 
Fund 

Fund 
Sub­

Total 
(B) 

Total 
(A+B) 
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Table IV-8. Korea: Average Price, 1986-88 

(Unit= wonl 

Ry 1986 

a. The average import price 
(FOB/MT: brown rice) 

b. Average domestic purchase 
c. Overall average purchase 
d. Average release price to 
e. Average release price to 

Ry 1987 

a. The average import price 
(FOB/MT: brown rice) 

b. Average domestic purchase 
c. Overall average purchase 
d. Average release price to 
e. Average release price to 

Ry 1988 

a. The average import price 
(FOB/MT: brown rice) 

b. Average domestic purchase 
c. Overall average purchase 
d. Average release price to 
e. Average release price to 

price 
price 
public 
Government 

price 
price 
public 
Government 

price 
price 
public 
Government 

Rice 
(80 kg) 

Source: Data provided by the Korean authorities. 

Barley 
(76. 5 kg) 
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Table IV-9. Korea: Operations of General Goverrurett, 1983-87 

1983 1984 1985 1986 _y 1987 

(In billions of 1MJn) 

1. Consolidated Central Goverrnrent ]j 
Total reverrue and grants ll,595 13,040 14,505 15,856 
Total e.xi:endi ture and net lending 12,546 13,963 15,218 15,921 
Overall balance -951 -923 -713 -65 

2. Consolidated local Goverrnrents 
Total reverue and grants 2,739 3,079 3,406 3,990 
Total expenditure and net lending 2,661 2,993 3,567 3,808 
Overall balance 78 86 -161 182 

3. <£reral GovernnEnt (1+2) 
Total reveme arrl grants 14,334 16, ll9 17, 9ll 19,846 
Total expenditure and net lending 15,207 16,956 18,785 19,729 
Overall ralance -873 -837 -874 ll7 

(In percent of GNP) 

1. Consolidated Central C-overnnEnt :Y 
Total reveme and grants 19.7 19.6 20.1 18.9 
Total expenditure and net lending 21.3 21.0 21.0 19.0 
Overall talance -1.6 -1.4 -1.0 -0.1 

2. Consolidated weal GovernnEnts 
Total reverue and grants 4.6 4.6 4.7 4.8 
Total expenditure and net lending 4.5 4.5 4.9 4.5 
Overall balance 0.1 0.1 -0.2 0.3 

3. <£reral C.Overnnent (1+2) 
Total revenue and grants 24.3 24.2 24.8 23.7 
Total exrendi ture and net lending 25.8 25.5 25.9 23.5 
Overall balance -1.4 -1.3 -1.2 0.2 

Source: Data provided by the ¥.orean authorities; and staff estimtes • 

.Y Actual for Consolidated Central Goverrnrent; blrlget for Consolidated local Covernnents 
and for General GoveIT11JEnt. 

}j Corresponds to the concept of tre "cmsolidated central goverrnrent" in Table 1. 
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Table IV-9a . Korea: ~rations of local Cbverrurerts, l 98r-88 

1983 1984 1985 1986 1987 1988 
Ewget Actual &.rlget 

(In billions of w0n) 

1. Current revenue 2,681 3,017 3,339 
Tax 1,397 1,500 1,655 
funtax 1,284 1,500 1,684 

2. Capital reverrue 120 126 137 
3. Total revenue (1+2) 2,801 3,143 3,476 
4. Grants 3,093 3,425 3,718 

I . Tct:al revenue and 
grants (3+4) 5,895 6,568 7,194 

1. Qrrrent expenditure 3,371 3,603 4,104 
2. Capital expenli ture 2,347 2,872 3,098 
3. Total experiliture (1+2) 5, 718 6,475 7 ,'2C2 
4. Net leriling 328 387 319 

II. Total expenditure am 
net leriling (3+4) 6,046 6,862 7,521 

III. Overall balance 
(II-I) -151 -294 -327 

IV. Financing 151 294 327 

1. D:xrestic 151 294 327 
I:brestic 1ID11ey l::anks -194 52 103 
Others 345 243 224 

(In Qgrcent of total) 

1. Current revenue 45 . 5 45. 9 46.4 
Tax 23. 7 23. 0 23.0 
funtax 21 . 8 23.0 23 . 4 

2. Capital revenue 2. 0 1. 9 1. 9 
3. Total revenue (1+2) 47 . 5 47 . 9 48 . 3 
4. Grants 52. 5 52.1 51.7 

I. Total revenue and 
grants (3+4) lCO.0 lCO.0 100.0 

1. <llrrent expenditure 55. 8 ---52. 5 54.6 
2. Capital expenditure 38. 8 41 . 9 41 . 2 
3. Total eJ<Penditure (1+2) 94. 6 94 . 4 95. 8 
4. Net lending 5. 4 5. 6 4. 2 

II. Total expenditure and 
net lending (3+4) 100. 0 100.0 100. 0 

III. Financing lOC.0 100. 0 lCO.0 
1. Dorestic 100. 0 100.0 100.0 

Larestic rroney ~mks -129. 3 17.5 31.5 
Others 228. 3 82. 5 68.5 

&x.rrces: I:ata provided ty t.re Korean authorities; and staff estimates . --.:::=-
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Table IV-10. Korea: Sources of Uses of Funds of tre 
National Investrrent Fund, 1983-88 

(In billions of won) 

1983 1984 1985 1986 1987 1988 
Budget Actual Proj. 

Sources of Funds 

National savings 
associations 

Trust f tmds of varioos 
public entities 

Banking institutions 

Insurance and trust 
companies 

Repaid loans 

Otrer 

Total 

Uses of funds 

B.eavy and chemical 
industries 

Electric power 

Food prcxluction 

Exports by deferred 
payn:ent 

Other 

Total 

Source: Data provided by the Korean authorities. 
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Table IV-11. Korea: Operations of the National Investrert: 
Fund, 1983-88 

(In billions of won) 

1983 1984 1985 1986 1987 1987 1988 
Budget Actual Proj • 

Revenue 

Current reverrue 
C-apital revenue 

Expenditure and net 
lending 

Current e:xpenliture 
Capital ~nditure 
Net lending 

Micit _!/ 

Source: Data provided by the Korean autrorities. 

Est. 

_!/ This operational deficit includes interaccount transactions which make it 
unconparable with the overall deficit of the consolidated central governnEnt. 
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Table IV-12. Korea: Summary of the Operations of the Government Invested Enterprises, 1983-88 

1986 1987 1988 
1983 1984 1985 Actual Budget Actual Budget 

(In bi I I ions of won) 

Korea Electric eower Company 
Operating revenue 2,914 3,184 3,425 3,649 3,961 
Current expenditure 1,924 1,969 2,048 1,706 2,085 
eperating surplus 990 1,215 1,377 1,943 1,876 
Investment 1,748 1,676 1,729 1,476 1,496 
~et financing requirement -758 -461 -352 467 380 

Korea Telecommunications Authority 
Operating revenue 1,142 1,388 1,826 2,085 2,341 
Current expenditure 568 622 1,046 816 820 
eperating surplus 574 766 780 1,269 1,521 
Investment 865 988 1, 141 1,113 1,240 
~et financing requirement -291 -222 -361 156 281 

Total 
0perating revenue 5,748 6,319 7,364 ~ 9,402 
Current expenditure 3,956 4,378 5,302 4,722 5,888 
Operating surplus 1,792 1,941 2,062 3,392 3,514 
Investment 2,917 2,989 3,504 3,096 3,446 
~et financing requirement -1, 125 -1,048 -1,442 296 68 
Financing 

Domestic bank ( 31) ( 107) (626) -328 210 
Domestic nonbank (438) (506) (567) 305 182 
Foreign (656) (435) (249) -274 -460 

(In percent of GNE) 

Total 
0perating revenue 9.8 9.7 10.2 9.7 10.2 
Current expenditure 6.8 6.7 7.3 5.7 6.4 
0perating surplus 3.0 2.9 2.8 4.0 3.8 
Investment 4.9 4.5 4.8 3.7 3.7 

(In percent of gross domestic investment) ( 16 .6) ( 14. 1 ) ( 15. 5) 12.2 (. .. ) 
Net financing requirement -1.9 -1.6 -2.0 0.4 o. 1 
Financing 

Domestic bank -0.1 -0.2 -0.9 -0.4 0.2 
Domestic nonbank -0.7 -0.7 -0.8 0.4 0.2 
Foreign -1. 1 -0.7 -0.3 -0.4 -0.5 

Sources: Data provided by the Korean authorities; and staff estimates. 
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Table IV-14. Korea: Sales, Income, and Employment of 
Government-Invested Enterprises, 1986-87 

(In bi I lions of won) 

1986 
Employment 

Sales Income (Mo. employed) 

1 . Korea Electric eower Corporation 3,649,170 1,437,614 24,586 
2. Daihan Coal Corporation 196,003 -2,449 14,230 
3. Korea Highway Corporation 229,041 93,067 2,422 
4. Korea ~ational Housing Corporation 636,196 75,580 2,516 
5. Industrial Sites and Water Resource 

Development Corporation 318,189 35,298 1,584 
6. Korea land Development Corporation 328,436 95,695 1,121 
7. Agricultural eromotion Corporation 116,262 241 1,830 
8. Korea Telecommunications Authority 1,839,053 483,195 50,092 
9. Korea Security erinting and Mining 

Corporation 100,470 8,115 2,905 
10. Korea Gas Corporation 610 
11 . Korea ~ational Tourism Corporation 63,874 10,241 607 
12. Korea Mining erom. Corporation 20,053 2,121 438 
13. Korea Eetroleum Dev. Corporation 10,277 -1,373 410 
14. Korea General Chemical Co., ltd. 5,937 3,889 46 
15. Agriculture and Fisheries Marketing 

Corporation 33,911 1,629 601 
16. Korea everseas Development Corporation 3,460 -106 197 
17. Korea Trade erom. Corporation 29,635 -644 567 
18. Korea labor _Welfare Corporation 24,839 -1, 175 1,398 
19. ~ational Textbook Company, Ltd. 22,916 1,476 554 

Total 7,627,722 2,242,414 106,714 

Source: Data provided by the Korean authorities. 

1987 
Sales Income Employment 
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Table IV-15. Korea: Financing of Consolidated Eubl ic Sector 
6perations, 1983-88 

(In bi I I ions of won) 

1983 1984 1985 1986 1987 
Budget 

I. Domestic financing!/ 

1. From monetary authorities 
1.1 Met borrowing 
1.2 Change in deposits 

2. From deposit money banks 
2.1 ~et borrowing 
2.2 Change in deposits 

3. ether 

I I. Financing abroad 2/ 

4. From international development 
institutions (net) 

5. From foreign governments (net) 
6. ether (net) 

I I I . Financing ( I + I I ) 

Actual 
1988 
Budget 

1/ Includes :reasury bonds, industrial reconstruction bonds, reimbursement securities for requisitioned 
properties, borrowing of the Mational Investment Fund, Grain Fund bil Is, national rai I road bonds, national 
housing bonds, ~ational Housing Fund bonds, and telephone bonds. 

2/ Includes foreign borrowing directly on-lent to the private sector and to nonfinancial public enterprises. 
3/ Includes foreign mi I itary sales credits from foreign government. 
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Table IV-16. Korea: Net Credit from the Banking System to the Public Sector, 1984-87 

Bank of Korea (net) 
(A) 

Deposit Money Banks 
(net) (B) 

Net credi t from the 
banking system to 
the government (A+B) 

Claim on govern me nt 
agen cy ( F er t i I i zer 
Fund) 

Net credit from t he 
banking system to 
the pub I ic sector 
(C+D) 

1984 1985 

(In bi I I ions of won; at end of period) 

1986 1987 
March June Sept. Dec. March June Sept. Dec. 

Increase 
or 

Decrease 
B-A C-A 
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Table IV-17. Korea: Foreign Borrowing of the Central Government and Public Sector, 1985-87 (continued) 

I. Central government 

A. Govt. Fund Financial 
S/A (net) 

a. Foreign loan sub-a/c 
Borrowing 
Amortization (-) 

b. Claim Fund sub-a/c 
Borrowing 
Amortization (-) 

c. General ale 
Borrowing 
Amortization (-) 

d. Nat' I. Univ. Hosp. S/A 
Borrowing 
Amortization (-) 

e. Nat' I. Medical Center 
f . National Ra i I road S/A 

Borrowing 
Amortization 

g. National Housing Fund 
Borrowing 
Amortization (-) 

h. Grain Management Fund 
Borrowing 
Amortization (-) 

Int' I. 
Dev. 
Inst. 

(In bi I I ions of won) 

1985 1986 
Int' I. 

Foreign Dev. Foreign 
Govt. Other Total Inst. Govt. Other Total 

Int' I. 
Dev. 
Inst. 

1987 

Foreign 
Govt. Other Total 



KRC--cqt8krtbs--2/23/88 

Table IV-18. Korea: Financing of Central Government Operations, 1983-87 

(In billions of won) 

1. Domestic financing 

(1) From Monetary Authorities 

1.1 Net borrowing 
1.2 Change in deposits 

(2) From deposit money banks 

2.1 Net borrowing 
2.2 Change in deposits 

(3) Other 

2. Financing abroad 1/ 

(4) From international develop-
ment institutions (net) 

(5) From foreign government (net) 
(6) Other (net) 
(7) Foreign military sales credit 

3. Financing (1+2) 

1983 1984 1985 1986 

1/ Includes foreign borrowing directly on-lent to the private sector. 

1987 
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Table IV-19. Korea: Analysis of Govermucrn.: Position with the Banking System, 1983-87 

A. Gross claims on government 

1. Claims on government of Monetary 
Authority (BOK) (12A ST) 

(i) Bonds (12 ACA ZN) 
(ii) Subscription to Fund (11 CBA ZN) 

(iii) Loans to Government (12 ANA ZN) 
(iv) Subscription to IBRD, ADB, IDA 

(11 OZ ZN) 
(v) Deposits to IBRD, ADB, IDA 

(16 DZ ZN) 

2. Claims on government of DMB 

(i) Government Bonds (22 AB ZN) 
(ii) Deposits with National 

Investment Fund (NIF) (22 AC ZN) 

B. Government deposits 

1. At Monetary Authority (160A ZN) 
2. At Deposit Money Banks (26 DA ZN) 

C. Net claims on government (IFS definition) 
At Monetary Authority (Al-Bl) 
At DMB (A2-B2) 

D. Amount of Government Lending Funds 
At DMB 

Borrowing from government 
Borrowing from NIF 
Borrowing from NHF 

At Monetary Authority 

BOK definition of net claims on 
Government (CD Al (iv)+ Al (V)) 

(In billions of won) 

1983 1984 1985 1986 1987 
I II III IV 
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General account 

Special account 

Extrabudgetary accounts 

Grain Management Fund 

Supply Fund 

Other 

Total 

Table IV-20. Korea: Bank of Korea Loans to Government, 1983-87 

(In billions of won) 

1983 1984 1985 1986 
I 

1987 
II III IV 
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Table IV-21. Korea: Issues of Treasury Bills, 1983-88 

(In oillions of ~on) 

Issues 

Redemption 

Outstanding amount 
at end year J_/ 

1983 1984 1985 1986 1987 

Table IV-21. Korea: Outstanding Amounts of Treasury Bills 
(By Holder), 1983-88 

Bank of Korea 

Deposit Money Banks 

Other 

Total 

(In billions of won) 

End-
1983 

End-
1984 

End-
1985 

End-
1986 

End-
1987 

1988 
Budget 

1988 
Budget 
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Total financing 

Domestic financing 

Long-term bonds 

Long-term loans 
and advances 

Short-term loans 
and advances 

0.ther I iabil ities 

Changes in cash, 
etc. 

Financing abroad 

Long-term loans 
n.e.c. 

Table IV-22. Korea: Financing by Type of Debt Instrument of 
eubl ic Sector and Central Government eperations, 1983-87 

1983 
Central 

Govt. 

(In bi I I ions of won) 

1984 
eub I i c Centra I 
Sector Govt. 

1985 
Eub I i c Centra I 
Sector Govt. 

1986 
Eub I i c Centra I 
Sector Govt. 

1987 
eub I i c Centra I 
Sector Govt. 

Source: Data provided by the Ministry of Finance. 

Eubl ic 
Sector 
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Table IV-23. Korea: Financing by Type of Polder of Consolidated 

Central Govern rr.e nt Operations, 1983-88 !:_I 

( In bill i ons of won) 

1983 19 85 1986 1987 
Budget Actual 

Domestic financing J_/ 552 613 211 

From monetary authorities 125 -380 -151 
Net borrowing 28 5 - -sl - 8 
Change in deposits -160 -329 - 143 

From deposit money banks (net) - 89 786 742 
Other 516 208 -380 

Financing abroad }_I 399 310 -146 

From international development 
institutions (net) 291 364 44 

From foreign governments (net) 21 103 -52 14 
Other (net) 5 -3 -204 

Financing 951 923 65 

~~emorandum iterr,s: !!_I 

Net credit from banking system 
to public sector in fiscal accounts 36 406 591 

Less: Government loans to DMBs 21 356 265 375 
Less: Complimentary period 

tra.ubact i uw, 6/ - 74 lol '.">S 
Plus: Carryover from previous year J_/ 
Plus: Net credit from BOK to 

Fertilizer Fund 8/ 100 
Plus: Net credit from BOK to Fund for 

Wage & Salary Earners Fortune 
Formation Saving .2J 

Less: Treasury Bill 153 
Equals: Net credit from banking 

system to public sector 
in monetary accounts -145 -40 24 

Sources: Data provided by the Korean authorities; and staff estimates. 
!J Includes: General Account, Special Accounts, Government Funds, and Public 

Enterprise Funds. 

1988 
Budget 

1/ Includes highway construction bonds, industrial reconstruction bonds, Reimbursement 
Se7urities Claim Fund, borrowing of the National Investment Fund, NIF bonds, Grain Manage­
ment Fund grain purchase certificates, grain bonds, and telephone bonds. It excludes 
deferred payments for rice producers that carry over to a subsequent fiscal year. 
• lJ Includes foreign borrowing directly on-lent to the private sector and to nonfinan­
cial public enterprises. 

3/ Includes foreign military sales credits from foreign governments. 
4/ The fiscal and monetary accounts in this report use, as do the authorities, differ­

ent definitions for the position of the public sector with the banking system: 
(1) government lending funds in deposit money banks are treated as net lending in the 
fiscal accounts at the time they are placed in deposit money banks, whereas the monetary 
data include these funds in government deposits (netted out against claims on the Govern­
ment) until they are drawn down; (2) the fiscal year runs from January 1 to December 31, 
but includes a co~plimentary period in the following January; prior to 1983 this period 
was January 1-20; since 1983, January 1-15; and (3) bank borrowing by the Fertilizer Fund, 
a government-directed agency in the private sector, is included in the monetary accounts 
as net credit to the public sector. 

J_/ Includes government lending f unds channeled through DMBs to third parties. Differs 
froo IFS, line 26f, in that government's holdings of DMB bonds are excluded in IFS, but 
included here, and IFS deletes all extrabud getary f und accounts of less than W 5 billion, 
while all funds are included here. 

i_/ The January 1-20 complementary period for the fiscal year was abolished in 1982. 
However, the f iscal year still includes se ttlement of certain t ax payments during 
J anuary 1-15 in the followin g year made thr ough small bank branches a nd rural post offices 
of the Ministry of Communica ti ons' exchange of f ice . 

]_/ Carry-over it errs appe a r onl y i n budgets; they disa ppear on se ttl ement. 
! I ~e t c redit to t he Fert il izer f und is i ncluded i n the monetary definition, but the 

Fe rt i liz e r fun d i s not def i ned as ?a rt of the publ i c sector i n t he f i scal a ccounts . 
.J.../ :-:e t c r edit to fu nd fo r \.a ge & Sa l ary Ea r ners fo rtune For~at i on Saving i s inc l uded in 

t t e mone t a r y de fi niti on, but t he fund fo r ~a ge & Sal a r y Ear ners Fo rtune for ~ation Saving 
i s not defi ned as part c f t he public se ctor in t he fis cal account s . 
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Government funds 
BOK 
DMB 

Commercial 
Specialized 

Relending funds 
BOK 
DMB 

Commercial 
Specialized 

Counterpart fund 
BOK 
DMB 

Commercial 
Specialized 

Table IV-24. Korea: Borrowings from the Government, 1983-87 

(In billions of won) 

1983 1984 1985 1986 
I 

National Investment Fund (NIF) 
BOK 
DMB 

Commercial 
Specialized 

National Housing Fund (NHF) 
BOK 
DMB 

Commercial 
Specialized 

Total 

1987 
II III IV 



KRC--cqtBkrtby--2/23/88 

Table IV-25. Korea: Distribution of Outstanding Central Government and 
Public Sector Debt by Class of Holder, 1984-87 

I. Domestic debt 1/ 

1. Monetary authority 
Bonds 
Loans and advances 

2. Deposit money banks 
Bonds 
Loans and advances 

3. Other 

II. Foreign debt 2/ 

4. International development 
institutions 

5. Foreign governments 
6. Other 

III. Total debt (I+ II) 

1984 
Central 

Govt. 

(In billions of won) 

Public 
Sector 

1985 
Central 

Govt. 

Source: Data provided by the Ministry of Finance. 

Public 
Sector 

1986 
Central 

Govt. 
Public 
Sector 

1987 
Central 

Govt. 
Public 
Sector 

1/ Includes Treasury bonds, grain bonds, NIF bonds and borrowings, reconstruction bonds, and reimbursement 
se~urities for requisitioned property, NHF bonds, national railroad bonds. 

2/ Includes foreign borrowing by government directly on-lent to the private sector and public enterprises, and 
fo~eign military credits. 
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Total debt 

Domestic debt 1/ 

Long-term bonds 
Long-term loans, 

n.e.c. 
Short-term loans, 

and advances 
Other liabilities 

Foreign debt 2/ 

Long-term loans 

Table IV-26. Korea: Distribution of Outstanding Central Government 
and Public Sector Debt by Type of Debt Instrument, 1983-87 

1983 
Central 

Govt. 
Public 
Sector 

(In billions of won) 

1984 
Central 

Govt. 
Public 
Sector 

1985 
Central 

Govt. 
Public 
Sector 

1986 
Central 

Govt. 
Public 
Sector 

Source: Data provided by the Ministry of Finance. 

1987 
Central 

Govt. 
Public 
Sector 

1/ In the public sector, includes Treasury bonds, grain bonds, NIF bonds and borrowings, industrial 
re~onstruction bonds, and reimbursement securities for ~equisitioned property, NHF bonds, national railroad bonds. 

2/ In the public sector, includes foreign borrowing by Government directly on-lent to the private sector and 
public enterprises, and foreign military sales credits. 
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Table V-1. Korea: External Sector Developments, 1983-87 

(Annual percentage changes, un-1-ess otherwise indicated) 

1983 1984 1985 1986 
Proj. 

Exports--value (U.S. dollars) 11. 1 13.5 0.4 28.3 28.2 
Volume 15.5 9.8 4.3 26.4 20.4 
Unit value -3.8 3.4 -3.7 1.5 6.5 

Imports--value (U.S. dollars) 6.4 9.6 -3.3 12.3 30.3 
Volume 11. 6 e.2 1.0 19.9 19.3 

Oil 6.8 2.3 1.8 9.8 7.0 
Non-oil 13.5 10.1 0.6 23.1 21.2 

Unit value -4.7 1.3 -4.2 -6.3 9.3 
Oil -12.0 -2.8 -5.7 -42.8 26.8 
Non-oil -2.8 2.4 -3.7 3.4 7.0 

Terms of trade 0.9 2.1 0.6 8.3 -2.6 

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

Jj Refers to crude petroleum only. 

1987 
Actual 

l.l 
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Table V-2. Korea: Balance of Payments, 1983-87 

(In millions of U.S. dollars) 

Trade balance 
Exports, f.o.b. 

1983 

-1,763 
23,204 

Imports, f.o.b. -24,967 

Services (net) 
Receipts 
Payments 

Transfers (net) 

Current account 

Capital account 
Debt-related flows 

Medium- and long-term capital 
Nonbank financial 

institutions 1/ 
Net foreign borrowing 
Swaps with Bank of Korea 

Public sector (net) 
Private sector (net) 

Short-term capital 
Gther asset transactions 

Medium- and long-term capital 
Export suppliers' credits 2/ 
Foreign direct investment 3/ 
Overseas investment 4/ -
Overseas subsidiaries J_/ 
Other 

Short-term capital 

Allocations of SDRs 

Errors and omissions 

Overall balance 

Financing 

Assets (increase in reserves-) 

Liabilities 
Medium- and long-term 

Use of Fund credit 
Swaps with nonbank financial 

institutions 
Other 6/ 

Short-term 

Memorandum item: 
Current account/GNP (in percent) 

-435 
7,178 

-7 ,613 

593 

-1,605 

1,272 
1,904 
1,113 

40 
932 

-892 
795 
278 
791 

-632 
-735 
-677 

68 
-126 

103 

-942 

-1,275 

1,275 

140 

1,135 
2,302 

160 

892 
1,250 

-1,167 

-2.1 

1984 

-1,036 
26,335 

-27, 371 

-878 
7,316 

-8, 194 

541 

-1,373 

900 
638 

1,514 

721 
1,130 
-409 

764 
29 

-876 
262 
144 
181 
110 
-37 

-110 
118 

-894 

-1,367 

1,367 

-833 

2,200 
2,022 

320 

409 
1,293 

178 

-1. 7 

Source: Data provided by the Korean authorities. 

1985 

-19 
26,442 

-26,461 

-1,446 
6,664 

-8, 110 

578 

-887 

-736 
604 

1,090 

423 
1,672 

-1,2·49 
32C 
347 

-486 
-1,340 
-1,238 

-940 
233 
-34 

-524 
27 

-102 

-880 

-2,503 

2,503 

-12 

2,515 
2,695 
-235 

1,249 
1,681 
-180 

-1.1 

1986 

4,206 
33,913 

-29,707 

-628 
8,052 

-8,679 

1,039 

4,617 

-1,468 
-667 
-264 

328 
-578 

906 
-126 
-466 
-403 
-801 
-812 
-406 

435 
-110 

-1,042 
311 

11 

-544 

2,605 

-2,605 

-226 

-2,379 
-981 
-126 

-906 
51 

-1,398 

4.9 

1987 
Proj. 

4,771 
43,490 

-38,720 

1,041 
10,121 
-9,079 

1,040 

6,852 

-3,476 
-2,276 
-2,276 

-750 
-750 

-650 
1,376 

-1,200 
-1,200 

-800 
300 

-400 
-300 

-750 

2,626 

-2,626 

-400 

-2 ,226 
-2,226 

-317 

-1,909 

5.9 

Actual 

1/ Comprises mainly loans to the Korea Development Bank (KDB), the Export-Import Bank of Korea 
(KEXIM), Korea Long-Term Credit Bank, and merchant banks; excludes the amount of swaps with the Bank 
of Korea, which is shown under "financing." 

2/ Export credits ~inus sales of prowissory notes. 
3/ Net foreign investment in Korea by nonresidents. 
4/ Net direct investment abroad by Korean residents. 
5/ Liabilities of overseas subsidiaries of Korean companies. 
""§_/ Includes valuation adjustments. 
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Table V-3. Korea: ~etailed Balance of Pay~ents, 1985-87 

(In millions of U.S. dollars) 

Current account 

Long-term capital account 
Public and commercial 

loans 
Public loans 
Comwercial loans 

Direct investment 
Export suppliers' 

credits 
Suppliers' credits 
P/N sales 

Developr.ent banks 
Loans 
Bonds 

Swaps 
l-!e rchant banks 

Loans 
FRCD 
Bond 

Private bonds 
Overseas subsidiaries 
Long-term trade credits 
"Cash loan" (1-3 years) 
Overseas investment 
Other debt 
Gt her nonde bt 

Short-term capital 
Trade credit 
Oil bill 
Export on credit 
Other 

Errors omission 

Overall balance 

Financing 
Assets 
Liabilities 

~edium- and long-term 
Hff 
loan 
Bond 
FRCD 
A a/c 
Swap 

Short-term 
Refinance 
A ale 
Others 

Cthers 

1985 
Credit Debit 

Source: Cata provided by the Korean authorities. 

1986 
Credit Debit Credit 

1987 
Debit 
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Table V-4. Korea: Exports by ~ajor Commodity Groups, 1983-87 

(In millions of U.S. dollars) 

Primary products 

Manufactured products 

Heavy industrial 
Machinery 

Of which: 
au tomo bi le s 

Electronics 
Steel 
Chemicals 
Ships l./ 

Light industrial 
Textiles 
Other 

Total exports 

Primary products 
Manufactured products 
Heavy industrial 

Machinery 
Of which: 

automobiles 
Electronics 
Steel 
Chemicals 
Ships J../ 

Light industrial 
Textiles 
Other 

Total 

1983 

1,358 • 

22,865 

13,281 
(881) 

(97) 
(3,478) 
(3,566) 
(1,621) 
(3,735) 

9,584 
(6,051) 
(3,533) 

24,223 

5.6 
94.4 
54.8 
(3.6) 

(0.4) 
(14.4) 
(14.7) 

( 6. 7) 
(15.4) 
39.6 

(25.0) 
(14.6) 

100.C 

1984 

1,458 -

27,787 

16,597 
(1,221) 

(209) 
(4,783) 
(3,954) 
(1,955) 
(4,684) 

11,190 
(7,079) 
(4,112) 

29,245 

1985 

1,403 

28,880 

17,628 
(1,796) 

(539) 
(4,895) 
(3,712) 
(2,185) 
(5,040) 

11,252 
(7,004) 
(4,248) 

30,283 

1986 

1,889 

32,826 

18,329 
(2,963) 

(1,378) 
(7,620) 
(3,786) 
(2,145) 
(1,815) 

(4,497) 
(8,734) 
(5,763) 

34,715 

(In percent of total) 

5.0 
95.0 
56.8 
(4.2) 

(O. 7) 
(16.4) 
(13.5) 

( 6. 7) 
(16.0) 
38.3 

(24.2) 
(14.1) 

100.0 

4.6 
95.4 
58.2 
(6.0) 

(1.8) 
(16.2) 
(12.3) 
(7.2) 

(16.6) 
37.2 

(23.1) 
(14.1) 

100. 0 

5.4 
94.6 
52.8 
(8.5) 

(4.0) 
(22.0) 
(10.9) 
(6.2) 
(5.2) 
41.8 

(25.2) 
(16.6) 

100.0 

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

1987 

J../ 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 1986, custo~s statistics no longer include repaired ships. 
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Table V-5. Korea: Direction of Exports, 1983-87 

(In percent of total) 

Industrial countries 
Of which: Australia 

Canada 
EC 
Japan 
United States 

Oil exporting countries J-..../ 
Of which: Saudi Arabia 

Non-oil developing countries 
Of which: Africa 

Asia 

Others 

Total 

Other Europe 
Middle East 
Western Hemisphere 

1983 

66.5 
1.3 
2.6 

12.8 
13.8 
33.8 

11.4 
5.9 

17.9 
1.6 

12.4 
0.7 
1.2 
2.0 

4.2 

100.0 

1984 

69.2 
1.3 
3.0 

ll.3 
15.8 
36.0 

6.9 
3.4 

20.8 
1.3 

13.9 
1.0 
1.3 
3.4 

3.1 

100.0 

1985 

70.0 
1.2 
4.2 

10.4 
15.5 
36.2 

6.2 
3.3 

20.1 
2.0 

12. 6 
1.4 
LO 
3.2 

3.7 

100.0 

1986 

75.4 
1.5 
3.6 

12.4 
15.6 
40.0 

5.1 
2.5 

16.9 
1.1 

11. 9 
0.3 
0.8 
2.8 

2.6 

100.0 

1987 

Sources: IMF, Direction of Trade Statistics and data provided by the 
Korean authorities. 

l../ The group of oil exporting countries comprises: Algeria, 
Indonesia, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, 
United Arab Emirates, and Venezuela. 
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Table V-6. Korea: Composition of Imports by End Use, J_/ 1983-86 

Consumer goods, except grains 
For re-export 
For domestic consumption 

Grains 

Industrial raw materials 
Petroleum 

For export 
For domestic production 

Others 
For export production 
For domestic production 

1983 

1,525 
595 
930 

1,288 

15,564 
5,572 

410 
5,162 
9,992 
4,935 
5,057 

Capital goods 7,815 
For export production 2/ 3,4C9 

Of which: ships fo~repair (1,489) 
For domestic production 4,406 

Total 

Consumer goods, except grains 
For re-export 
For domestic consumption 

Grains 

Industrial raw ~aterials 
Petroleum 

For export 
For domestic production 

Others 
For export prodcction 
For domestic production 

Capital goods 
For export production 2/ 

Of which: ships for-repair 
For domestic production 

Total 

~;emorandum i tern: 
Imports for export production 

26,192 

5 .8 
2.3 
3.5 

4.9 

59.4 
21.3 
1.6 

19.7 
38.l 
18.8 
19.3 

29.8 
13.0 
(5. 7) 
16.8 

100.0 

35.7 

1984 1985 1986 

(In reillions of V.S. dollars) 

1,625 
671 
954 

1,311 

17,590 
5,771 

582 
5,189 

11,819 
6,201 
5,618 

10,106 
5,140 

(2,450) 
4,966 • 

30,632 

1,473 
600 
873 

1,180 

17,402 
5,572 

7 25 
4,847 

11,830 
6,232 
5,598 

11,081 
5,937 

(3,297) 
5,144 

31,136 

1,954 
905 

1,049 

1,138 

17,165 
3,346 

555 
2,791 

13,819 
7,333 
6,486 

11,327 
3,927 

(-) 
- 7,400 

31,584 

(In percent of total) 

5.3 
2.2 
3.1 

4.3 

57.4 
18.8 
1.9 

16.9 
38.5 
20.2 
18.3 

33.0 
16.8 
(8.0) 
16.2 

100.0 

41.1 

4.7 
1.9 
2.8 

3.8 

55.9 
17. 9 

2.3 
15.6 
38 .0 
20.0 
18.0 

35 .6 
19.1 

(10.6) 
16.5 

100.0 

43.3 

6 . 2 
2.9 
3.3 

3.6 

54.3 
10.6 
1.8 
8.8 

43.7 
23.2 
20.5 

35.9 
12.4 

(-) 
23.5 

100.0 

40.3 

Source: Data provided by the Korean authorities. 

1/ Includes imports of products for final assembly and re-export. 

1987 

y Components for export products; does not include investment goods 
used to produce exportables. From 1986, customs statistics no longer 
include ships for repairs. 
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Table V-7. Korea: Imports by Country of Origin, 1983-87 

(In percent of total) 

Industrial countries 
Of which: Australia 

Canada 
EC 
Japan 
United States 

Oil exporting countries Jj 
Of which: Saudi Arabia 

Non-oil developing countries 
Of which: Africa 

Asia 

Others 

Total 

Other Europe 
Middle East 
Western Hemisphere 

1983 

63.5 
3.7 
1.7 
8.4 

23.8 
24.0 

16.2 
7.8 

15.6 
0.8 
9.9 
0.6 
0.5 
3.7 

4.7 

100.0 

1984 

64.4 
3.6 
2.1 
9.1 

24.9 
22.5 

13.3 
4.6 

16.6 
0.7 

10.2 
0.6 
o.s 
4.6 

5.7 

100.0 

1985 

64.5 
3.6 
2.0 
9.5 

25.3 
21.5 

11.2 
2.5 

18.1 
0.9 
9.8 
1.2 
0.6 
5.5 

6.3 

100.0 

1986 

73.4 
3.4 
2.2 

10.2 
34.4 
20.7 

7.1 
2.0 

14.7 
0.6 
8.8 
0.2 
0.7 
4.4 

4.8 

100.0 

Source: IMF, Direction of Trade Statistics (1987 Yearbook). 

J_/ The group of oil exporting countries comprises: Algeria, 
Indonesia, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, 
United Arab Emirates, and Venezuela. 

1987 
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Table V-8. Korea: Invisibles Account, 1983-87 

(In millions of U.S. dollars) 

1983 1984 1985 19861987 

Receipts 7,178 7,316 6,6648,052 
Freight and insurance 1,478 1,577 1,3241,464 
Other transportation 944 851 758 709 
Travel 596 673 7841,548 
Investment income 581 719 794 812 

Of which: 
Direct investment 38 54 44 52 

Overseas construction 1,890 1,710 985 635 
Other 1,689 1,786 2,0192,884 

Payments 7,613 8,194 8,1108,679 
Freight and insurance 428 528 522 670 
Other transportation 1,434 1,317 1,3461,556 
Travel 555 576 606 613 
Investment income 3,421 3,948 3,9774,020 

Of which: 
Direct investment 97 89 116 166 

Overseas construction 150 64 214 185 
Other 1,625 1,761 1,4451,636 

Invisibles balance -435 -878 -1,446 -627 

I 

Memorandum item: 
Net receipts on overseas 

construction 1,740 1,646 771 450 

Source: Bank of Korea. 
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Table V-9. Korea: Foreign Borrowing Requirements, 1983-87 

(In millions of U.S. dollars) 

Gross financing requirements 
Current account deficit 
Amortization 1/ 
Export suppli;-rs' credits 
Reserve increase 
Errors and omissions 
Others 

Nondebt financing 
Direct investment inflows l:../ 

Sales of P/Ns 

Gross borrowing requirements 
Short-term borrowing 

Private sector 
Financial institutions 

Medium- and long-term borrowing 
Public loans 
Commercial loans 
Financial institutions 

Bank loans 
Bonds 
FRCDs 
Other 

IMF facilities 
Other borrowing 

Medium-term import credit 
Cash borrowing 
Private bonds 
Trade bills 
Swaps 
Others 

Memorandum items: 
Export credits, net of 

P/N sales 
Credits extended, net 1J 

P/N sales 

1983 

6,703 
1,605 
2,644 
1,407 

-74 
943 
178 

831 
101 
730 

5,872 
-256 

894 
-1,150 

6,128 
1,494 

973 
2,183 
1,810 

133 
140 
100 
204 

1,274 
293 

60 
113 
400 
408 

0 

677 
1,407 

730 

1984 

_J,195 
1,373 
3,031 

964 
740 
894 
193 

1,316 
171 

1,145 

5,879 
-690 
-871 

181 
6,569 
1,424 

858 
3,090 
2,054 

585 
245 
206 
587 
610 
299 

0 
200 
100 

0 
11 

-181 
964 

1,145 

1985 

7,660 
887 

3,468 
1,778 

99 
880 
548 

1,088 
250 
838 

6,572 
-693 
-486 
-207 

7,265 
1,024 

964 
4,333 
2,368 
1,219 

370 
376 
132 
812 
292 

0 
238 
250 

0 
32 

940 
1,778 

838 

1986 

4,854 
-4,617 

5,796 
970 
207 
543 

1,955 

1,042 
478 
564 

3,812 
-1,476 

-351 
-1,125 

5,306 
880 

1,620 
1,725 

640 
523 

10 
552 
139 
924 
293 

10 
151 

470 

406 
970 
564 

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

lf Excluding amortization in the A-accounts of local branches of foreign 
banks. 

Gross inflows. 

1987 

2/ 
3/ Net of amortization payments received on proffiissory notes held by Korean 

residents. 
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Table V-10. Korea: Foreign Assets and Liabilities 
of the Banking System, 1983-87 

(In millions of U.S. dollars) 

Foreign assets 
Bank of Korea 

Gold 
SDRs 
Reserve position in Fund 
Foreign exchange 

Rest of banking system.!_/ 
Domestic banks 
Foreign banks 

Foreign liabilities 
Bank of Korea 

Of which: use of Fund credit 
Rest of banking systeml-_/ lJ 

Short-term refinancing 
Medium-term loans 
Interoffice "A" accounts 
Deposits 
Others 

Net foreign assets 

Memorandum items: 

Net foreign assets 
Bank of Korea 
Rest of banking system 1/ 

Interoffice "A" accounts 3/ 
of foreign banks 

1983 --- 1984 1985 

7,494 
2,272 

31 
64 

2,177 
5,222 
4,638 

585 

14,014 
1,353 
1,353 

12,661 
4,740 
2,7e8 
3,997 

393 
744 

-6,244 

-6,520 
919 

-7,439 
276 

8,222 
2,680 

31 
31 

2,618 
5,542 
4,970 

572 

15,742 
1,570 
1,570 

14,172 
4,444 
3,282 
4,596 

623 
1,226 

-7,243 

8,383 
2,793 

31 
40 

2,722 
5,590 
4,956 

634 

17,334 
1,511 
1,508 

15,823 
3,903 
5,087 
4,843 

919 
1,071 

-8,651 

-7,520 -8,951 
1,110 1,282 

-8,629 -10,233 
277 300 

1986 

8,627 
3,263 

32 
18 

l 
3,212 
5,364 
4,692 

672 

16,049 
1,548 
1,545 

14,501 
2,066 
4,831 
5,665 

560 
1,378 

-6,904 

-7,228 
1,715 

-8,943 
324 

1987 

(In months of imports of goods and services) 

Gross foreign assets 
Bank of Korea 
Rest of banking system Jj 

2.8 
0.8 
1.9 

2.8 
0.9 
1.9 

2.9 
1.0 
1.9 

2.7 
1.0 
1.7 

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

1/ Defined to include deposit money banks, KEB, KDB, KEXIM, and KlCB. 
2/ Excluding long-term borrowing of KDB, KEXIM, and KLCB. 
3/ Not included in gross reserves. 
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Table V-11. Korea: Outstanding External Debt by Maturity 
and Borrower, 1983-87 

(In millions of U.S. dollars) 

Medium- and long-term debt 
Maturity over three years 

Financial institutions 
Nonbank financial institutions 
Commercial banks 

Of which: 
Interoffice "A" account 

Public sector 
Private sector 
Use of Fund credits 

Maturity over one and up 
to three years 

Nonbank financial institutions 
Commercial banks 

Of which: 
Interoffice "A" account 

Other 

Short-term debt 
Private nonbank sector 

Trade credit 
Loans for oil imports 
Advance receipts of 

exports, and others 
Banking sector 

Interoffice "A" account 
Refinance 
Nonresident deposits 
Other 

Total 

Memorandum items: 
Trade-related short-term 

debt l) 
Nontrade-related short­

term debt 
Borrowings of nonresident 

Korean entities l:_/ 
Trade financing 
Construction financing 
Other 

1983 

28,263 
26,353 
(8,400) 
(4,247) 
(4,153) 

(I ,044) 
(10,292) 

(6,307) 
(1,354) 

1,910 
(63) 

(I ,007) 

(837) 
(840) 

12, ll5 
4,947 

(4,ll4) 
(584) 

(249) 
7,168 

(1,474) 
(4,740) 

(163) 
(791) 

40,378 

9,438 

2,677 

5,710 
(l ,88 7) 
(3,672) 

(151) 

1984 

31,628 
29,612 

(10,719) 
(5,256) 
(5,463) 

(1,276) 
(11,056) 
(6,267) 
(1,570) 

2,016 
(134) 
(971) 

( 801) 
(911) 

ll, 425 
4,126 

(3,025) 
(804) 

(297) 
7,299 

(1,798) 
(4,444) 

(218) 
(839) 

43,053 

8,274 

3,151 

5,976 
(2,167) 
(3,631) 

( 178) 

Source: Data provided by the Korean authorities. 

1985 

36,030 
33,684 

(14,367) 
(7,139) 
(7,228) 

(l, 500) 
(11,376) 

(6,433) 
(1,508) 

2,346 
(48) 

(1,033) 

(863) 
(l ,265) 

10,732 
3,640 

(2,727) 
(637) 

( 27 6) 
7,092 

(1,737) 
(3,903) 

(298) 
(1,154) 

46,762 

7,267 

3,465 

6,076 
(2,175) 
(3,560) 

(341) 

l/ Comprises trade credit, loans for oil imports, and refinances. 

1986 

35,254 
33,568 

(14,048) 
(7,083) 
(6,965) 

(1,678) 
(11,250) 

(6,725) 
(1,545) 

1,686 
(36) 

(1,273) 

(1,213) 
( 377) 

9,256 
3,289 

(2,445) 
(498) 

(346) 
5,967 

(2,105) 
(2,066) 

(223) 
(1,573) 

44,510 

5,009 

4,247 

5,619 
(2,534) 
(2,722) 

(363) 

l:_/ External borrowing of Korean branches or subsidiaries residing abroad, not 
included in total external debt. 

1987 

32,453 
30,773 

( ... ) 
( ... ) 
( ... ) 
( ... ) 
( ... ) 
( ... ) 
( ... ) 

1,680 
( ... ) 
( ... ) 
( ... ) 
( ... ) 

9,096 

( ... ) 
( ... ) 
( ... ) 
( ... ) 
( ... ) 
( ... ) 
( ... ) 

41,549 

( ... ) 
( ... ) 
( ... ) 
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Table V-12. Korea: External Iebt by Creditor, 1980-87 

(In millions of U.S. dollars) 

Total debt outstanding 

Medium and long term 

Public and publicly guaranteed 

Official creditors 
Covernnent 
International organization 

Private creditors 
Financial institutions 
Oth=r 

Without public guarantee 
Financial imtitutiom 
Other 

Smrt-term debt 

Source: 

1980 1981 1982 1983 1984 1985 1986 1987 
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Table V-13. Korea: Debt Service, 1983-87 1/ 

(In millions of U.S. dollars) 

Interest 2/ 
Medium--and long-term debt 
Short-term debt 

Amortization 3/ 
Financial institutions 
Public sector 
Private sector 
Other 4/ 

Total debt service 

Debt service ratio 5/ 
Interest payments-ratio 5/ 
Amortization payments ratio 5/ 

Memorandum items: 
Average interest cost (percent 

per annum) 
3-month LIBOR (percent per annum) 
Exports of goods and services 

Projected amortization payments 
on debt at end-1987 4/ 

(In percent of MLT debt-at 
end-1987) 

Projected interest payments 
on debt at end-1987 

1983 

3,187 
(2,226) 

(961) 

3,164 
(401) 
(493) 

(1,129) 
(1,141) 

6,351 

20.9 
oo. 5 > 
(10.4) 

8.2 
9.6 

30,382 

1988 
Proj. 

1984 

3,820 
(2,532) 
(1,288) 

3,850 
(582) 
(660) 

(1,108) 
(1,500) 

7,670 

22.8 
(11.4) 
(11.4) 

9.2 
10.8 

33,651 

1989 
Proj. 

Source: Data provided by the Korean authorities. 
1/ Includes IMF. 

1985 

3,687 
(2,692) 

(995) 

4,192 
(810) 
(704) 

(1,128) 
(1,550) 

7,879 

23.8 
(11.1) 
(12. 7) 

8.2 
8.4 

33,106 

1990 
Proj. 

1986 

3,686 
(2,913) 

(773) 

6,700 
(1,983) 
(1,006) 
(1,526) 
(2,185) 

10,386 

24.8 
(8.8) 

(16. 0) 

7.9 
6.8 

41,765 

1991 
Proj. 

1987 

1992 
Proj. 

2/ Estimates of interest payments exclude management fees and charges on new 
commitments; interest payments on rediscounted export credit; promissory notes are 
included on a net basis. 

3/ On medium- and long-term debt only. 
~/ Includes bonds, foreign currency deposits, IMF, medium-term trade credits, 

and estimated 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 

Public Sector 

Private Sector 

Banking Sector 

Total 

Source: 

(In millions of U.S. dollars) 

1986 1987 1988 
Proj. 
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Table V-15. Korea: Principal Assumptions for Medium-Term 
Projection, 1988-92 

Domestic economy 

Aggregate domestic demand 
Net exports of goods and 

services 
Gross national product 

GNP 
Aggregate domestic demand 
Real GNP 

Manufacturing 
Fixed investment 

Real aggregate domestic demand 
GNP deflator 

Exchange rate (won/US$) 

International economy 

World trade volume 
LIBOR ( 6 months) 
Oil (US$/barrel) 

1988 1989 1990 1991 

(In billions of won) 

(Percent change) 

Source: Data provided by Korean authorities. 

1992 
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Table V-16. Korea: Medium-Term Balance of Payments 
Projections and Assumptions, 1988-92 

Trade balance 

Exports, f.o.b. 

Imports, f.o.b. 
Oil 
Non-oil 

For domestic use 
For export production 

Trade volume 
Exports 
Imports 

Oil 
Non-oil 

Unit prices 
Exports 
Imports 

Oil 
Non-oil 

Values 
Exports 
Imports 

Oil 
Non-oil 

1988 1989 1990 1991 

(In millions of U.S. dollars) 

(Percent change) 

1992 
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Table V-17. Korea: Service and Transfer 
Account Projections, 1988-92 

(In millions of U.S. dollars) 

Service receipts 
Freight and insurance 
Investment income 

Of which: Direct 
investment 

Overseas construction 
Travel and transportation 
Other 

Service payments 
Freight and insurance 
Investment income 

Interest 
Other 

Of which: Direct 
investment 

Travel and transportation 
Other 

Net services 

Transfer 
-Private 
Official 

1988 1989 1990 1991 1992 
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Current accOlmt balance 
Trade balance 
Service balance 
Transfers balance 

Long-term capital 
Public an:l coon:ercial 

loans 
Public loans 
Comrercial loans 

Direct investnent 
Export suppliers' 

credits 
Suppliers' credits 
P/N sales 

J:eveloµrent banks 
Loans 
:Bonds 

Swaps 
l-'.erchant banks 

Loans 
FRCI) 

P.ond 
Private bends 
Overseas subsidiaries 
Long-term trade credits 
"Cooh loan" (1-3 years) 
Overseas investnent 
Otrer debt 
Ctrer nondebt 

Soort-tern: capital 
Trade credit 
Oil bill 
Export on credit 
Ctrer 

Errors and omissions 

Overall balance 

Financing 
h,sets 
Ii.abilities 

l-'.edium an:l long term 
M 
Loan 
P.ond 
FRm 
A a/c 
Swap 

Short term 
Refinance 
A a/c 
Ctrers 

Others 

1988 
Credit 

Table V-18. Korea: Balance of Payn-ents, 1988-92 

(In millions of U.S. dollars) 

1989 1990 
J:ebit Credit J:ebit Credit Debit Credit 

Source: Cata provided by the Korean autrorities. 

1991 1992 
f-el::it Credit J:ebit 
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Table V-19. Debt Service Projections, 1988-92 1/ 

(In millions of U.S. dollars) 

Total debt service payments 
Amortization 

Above the line 
Below the line 

Interest 

1988 1989 1990 

Source: Data provided by the Korean authorities. 

1991 

1/ On the basis of debt outstanding at end 1987, including IMF 
credit. 

1992 
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Export enterprise 

furrestic enterprise 

1984 

Table V-20. Korea: Export Profitability, 1984-87 

( In percent) 

Normal Profit to 
Net Sale 

1985 1986 1987 1984 

funnal Profit to 
Total Assets 

1985 1986 1987 

Source: The Bank of Korea, Financial Statenents Analysis. 

1984 

Total Assets 
Turnover 

1985 1986 1987 
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1984 
Ql 
Q2 
Q3 
Q4 

1985 
Ql 
Q2 
Q3 
Q4 

1986 
Ql 
Q2 
Q3 
Q4 

1987 
Ql 
Q2 
Q3 
Q4 

Table V-21. Korea: Development in Unit Labor Cost, 1984-87 

(Export industries, L980 = 100) 

Wage Index 
Labor Productivity 

Index 
Unit Labor Cost 

Index 
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Table V-22. Korea: Trend of Restrictions on Major Exports 
to the OECD, _1982-86 

Textile products 

Steel products 

Footwear 

Fishery products 

Electronic products and 
parts 

Silk products 

Cutlery 

Tires and tubes 

Television -sets 

Total selected products 

Memorandum item: 
Share of selected 

products in total 
exports 

(In percent) 1/ 

1982 

55.8 

43.0 

78.4 

26.6 

16.2 

79.3 

30.7 

5.2 

28.3 

42.8 

(27.5) 

1983 

59.1 

39.0 

79.5 

26.3 

16.3 

71.9 

79.6 

7.0 

51.2 

39.8 

(26.5) 

1984 

64.3 

47.3 

85.2 

28.8 

12.2 

67.3 

72. 7 

50.0 

40.8 

41.2 

(28.5) 

Source: Data provided by the Korean authorities. 

1985 

64.6 

27.1 

87.5 

23.S 

13.4 

66.7 

24.2 

3.6 

35.7 

36.1 

(25.5) 

1986 

53.7 

30.1 

17.7 

26.5 

36.4 

65.9 

39.9 

6.2 

31.0 

(23.4) 

1/ Value of Korean exports under restrictions to total exports of the 
selected products. 

1987 
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Table V-23. Korea: Trends of Restrictions Imposed by 
OECD Countries, 1982-87 

Exports to OECD countries 

Exports under restrictions 

Share of exports to OECD 
countries under 

restriction (percent) 

Memorandum items: 

(In millions of U.S. dollars) 

1982 1983 1984 1985 1986 

(As of December 31, 1987) 

No. of countries 1/ No. of items 2/ 

Under restriction 

Restriction anticipated 

Source: Data provided by the Korean authorities. 

1/ List of countries. 
2/ List of items. 

1987 
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Country 

Source: 

Table V-24. Korea: .Trade Measu_!es Affecting Exports 

(As of December 31, 1987) 

Commodities Affected 
(Value of exports in 
1987 (millions of US$) 

Main types 
of Measures 

Year of 
Intro­
duction 
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Table V-25: Korea: Inport Lil::eralization Schedule 
·by Industry, 1-983-88 

ltnnl::er of Restricted Itens 
Total 1983 1984 1985 1986 1987 
IteIIE Irnplerrented 

Iairy prcx:iucts, food 1,386 363 336 302 280 275 
and drinks (73.8) (75.8) (78.2) (79.8) (80.2) 

Chemical products 2,182 117 109 94 49 19 
94.6 95.0 95.7 97.8 99.1 

Steel am rretal products 797 68 58 35 5 0 
91.5 92.7 95.6 59.4 100.0 

Machinery 1,414 421 311 240 149 94 
70.2 78.0 83.0 89.S 93.4 

Electrical and mchinery 494 204 186 129 64 22 
appliances, and electronics :13. 7 62.3 73.9 87.0 95.5 

Textiles am leather garrrents 1,089 210 105 75 42 33 
80.7 90.4 93.1 96.1 97.0 

Other 553 99 98 95 79 65 
82.1 82.3 82.8 85.7 88.2 

Total 7,915 1,482 1,203 970 668 508 
81.3 84.8 87.7 91.6 93.6 

SourceEl: Thlta provided by the Korean authorities; and staff estimates. 

fute: I. I terrs in the 8-digi t classification of the CustoIIE Cooperation Council 
funenclature (CCGJ). 

2. Figures in parentheses indicate share of unrestricted iteIIE 
in total at the end of the year. 

1988 
Anmun:::ed 

270 
(80.5) 

0 
✓ 

99.6 

0 
100.0 

0 
100.0 

0 
100.0 

23 
97.9 

65 
88.2 

~7 
95.4 

3. Total numter of CCCN 8--digi t itens was changed from 7,560 in 1983 to 7, 915 in 1984 due to the 
reclassification of ccrn K. 
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Table V-26. Korea: Import of Liberalized Items, 1983-88 

(In millions of U.S. dollars) 

Tot al imports 

Imports of 
liberalized items 

1983 1984 1985· 1986 1987 1988 
Proj. 



I<RC--cqt8kr5-27 2/29/88 

Table V-27. Korea: Average Unweighted Tariff Rate, 1985-88 

(In percent) 

Total 

Agricultural products 1/ 

Chemical products 2/ 

Textile, leather, wood, and 
paper products ii 

Steel and metal products 4/ 

Machinery and others 5/ 

1985 1986 

Source: Data provided by the Korean authorities. 

1/ CCCN ch. 1-24. 
2/ CCCN ch. 25-40. 
3/ CCCN ch. 41-63. 
4/ CCCN ch. 64-83. 
5/ CCCN ch. 84-99. 

1987 1988 
Proj. 
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Table V-28. Korea: Overseas Construction, 1982-87 

New contracts 
Middle East 
Other countries 

Work agreements 
Middle East 
Other countries 

Korean labor force 
overseas 

Middle East 
Other countries 

1982 1983 1984 1985 

(In millions of U.S. dollars) 

13,383 10,444 6,502 4,691 
12,674 9,023 5,910 4,285 

1,991 1,421 592 406 

(Number of agreements) 

262 236 237 170 
216 180 183 132 

46 56 54 48 

(Number of workers at end of period) 

171,170 
160,002 

11,168 

159,368 
147,810 

11,558 

130,906 
121,156 

9,750 

96,016 
91,013 

5,003 

Source: Data provided by the Korean authorities. 

1986 1987 
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Table V-29. Korea: External Debt of Overseas 
Subsidiaries, 1983-87 

(In millions of U.S. dollars) 

Total debt 

I. Breakdown by type of 
company 

Trading companies 
Construction companies 
Others 

II. Breakdown by type of 
guarantee 

Stand-by letter of credit 
Parent company 
Unguaranteed 

III. Breakdown by type of creditor 
Overseas branch of Korean 

banks 
Foreign banks 

Memorandum item: 
Repayment of overseas debts by 

Korean parent companies and banks 

1983 1984 

Source: Data provided by the Korean authorities. 

1985 1986 1987 
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Table V-30. Korea: Terms on External 
• Borrowing ,.- 1982-87 J./ 

Interest rate or spread 

Public and publicly guaranteed 
Governments 
International organizations 
Private suppliers 
Financial institutions 
Other 

Private nonguaranteed 
Financial institutions 
Other 

1982 1983 1984 

( In percent) 

1985 

(Number of years) 

Maturity and grace period 

Public and publicly guaranteed 
Governments 
International organizations 
Private suppliers 
Financial institutions 
Other 

Private nonguaranteed 
Financial institutions 
Other 

Source: Data provided by the Korean authorities. 

l/ Debt with maturities of more than three years. 

1986 1987 
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1987 

I . 

Table V-31. Korea: Syndicated Loans of Financial Institutions 
and Bond Issues, 1987-1988 

Date Borrower 
Amount 
(m US$) 

Maturity 
(Grace) 
in Years 

Syndicated loans of financial institutions 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Total 

Rates of Interest (and currency) 

II . Bond issues 

January 
February 
March 
April 
May 
June 
July 
August 
SepteCJ.ber 
October 
November 
December 

Total 



1988 

I. 

- 2 -

Table V-31. Korea: Syndicated Loans of Financial Institutions 
and Bond Issues, 1988 (concluded) 

Date Borrower 
Amount 
(m US$) 

Maturity 
(Grace) 
in Years 

Syndicated loans of financial institutions 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Total 

Rates of Interest (and currency) 

II. Bond issues 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Total 

Source: Data provided by the Korean authorities. 
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Table V-32. Korea: Public Loans New Contract, 1987-88 

Major product 
(Date of 
contract) 

Borrower (Sponsor) Lender Amount 
('000 $) 

Source: Data provided by the Korean authorities. 

Interest rate 
(percent) 

Maturity period 
(including grace 

period) 
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Table V-33. Korea: Foreign Direct Investment--Eligibility by Industry 

Before Juli 1, 1984 Under the Amended CaEital Inducement Act 
Industries eligible for 

Industries foreign investment 
Total eligible Eff. from Eff. from 

number of for foreign Total number 7/1/84 to 10/14/85 Eff. from 
industries investment of industries 10/13/ 85 to 4/5/87 4/6/87 

Agriculture 12 8 140 5 8 8 

Mining 25 23 26 12 21 21 

Manufacturing 400 381 522 449 483 509 

Electricity, gas, and water 4 2 6 3 3 3 

Construction 18 10 31 29 31 31 

Wholesale and retail trade 113 68 139 90 105 105 

Transport and communication 47 7 53 9 16 16 

Finance, insurance, and 
business services 64 11 75 21 31 31 

Community and social services 152 11 106 42 63 63 

N.e.i. 1 1 1 

Total 855 521 999 660 762 788 

( Percent share) (100. 0) (60.9) (100. 0) (66.1) (76.3) (78.9) 

Source: Data provided by the Korean authorities. 
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Table V-34. Korea: Approval of Foreign Direct Investment 
by Home Country and Industry, 1983-87 

(In ~illions of U.S. dollars during period) 

Cumulative 
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 
Europe 23.4 49.8 
Others 23.5 14.5 

By industry 267.8 419.1 
Chemical 7.6 6.7 
Foodstuffs 5.9 18.4 
Pharmaceutical 20.8 6.4 
Metal 1.8 5.1 
Machinery 19.6 131.5 
Electronics 41.4 67.5 
Financial services 3.3 13.3 
Hotels and tourism 155.7 118.4 
Const ruction 3.9 22.5 
Others 7.8 29.3 

Source: Data provided by the Korean authorities. 
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Table V-35. Korea: Inter-office 'A' Account 
of Forei.ng Banks, _1983-8 7 

(In millions of U.S. dollars) 

I. Inter-office 'A' account 

II. Commercial loans 

III. Bank loans 
Revised inter-office 

'A' account (I-II-III) 

Swaps 
Medium-term 1/ 
Short-term 2/ 

Loans in foreign currency 
Long-term 
Medium-term 
Short-term 

Other (short-term) 

Revised inter-office 'A' 
account by maturities 
Long-term 
Medium-term 
Short-term 

Memorandum item: 
Amortization payments on 

medium- and long-term 
'A' accounts 

1983 1984 

Source: Data provided by the Korean authorities. 

1/ 368 days - 376 days. 
2/ 3-6 &1onths. 

1985 1986 1987 
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Table V-36. Korea: KEXIM Promissory Note Inventory, 1985-87 

(In millions of U.S. dollars) 

Increase in holdings 

Eligible for rediscount 
Ineligible for rediscount 

Decrease in holdings 

Rediscounts 
Acquired in previous years 
Acquired during year 

Redemptions 

Outstanding stock (end of period) 

1985 

Source: Data provided by the Korea authorities. 

1986 1987 
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Table V-37. ·Korea: Convet=tible Bonds Prices 

85 rec. 86 l-'f.ar. 86 Jtm. 86 Sep. 86 I'-ec. 87 :tv'.ar. 87 Jt.tre 87 Sept . 87 ~-

Sansung Electronics Co. , Ltd. 

I:aev.oo lliaky Industries Ltd. 

Yokong Ltd. 

98.5 117 

Source: ~ta provided by the Korean authorities • 

168.5 

118 

.___ ____ ____ _ _ _ ________ __ - -

218 

113 

100 

232 

112.5 

103 

280 

122 

126 

323 

148 

160 

425 

173 

172 

392 

154 

153 
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Table V-38. Korea: Convertible Bonds 

Samsung DHL Yukong 

Issue Date 85. 12. 19 86. s. 23 86. 7. 15 

Issue Amount (U$ mil.) 20 40 20 

Maturity (years) 15 15 15 

Coupon(%) s 3 3 

Issue price (%) 100 100 100 

Conversion premimum (%) 30 - 100 so 55 

Commencement of 
Conversion period 87. 10. 19 87. 1 .. 23 88. 1. 15 

Basic stock price (won) 1,149 1,279 3,371 

Listing Luxembourg Luxembourg Luxembourg 
SE SE SE 

Source: Data provided by the Korean authorities. 
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Table V-39. Korea: Regional Concentration of Exports by Categories of Products 

(In millions of U.S. dollars) 

Primary products 

Manufactured products 

Heavy industrial 
Machinery 

Of which: 
Automobiles 
Electronics 
Steel 
Cherri.icals 
Ships 

Light industrial 
Textiles 
Apparel 
Footwear 
Other 

Total exports 

Industrial countries 
Total Australia Canada EC 

Source: Data provided by the Korean authorities. 

Japan U.S. 

Oil 
exporting 
countries 

Non-oil 
developing 
countries Other 
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Table V-40. Korea: Regional Concentration of Imports by End-Use 

Consumer goods 
excluding goods 

For re-exports 
For domes tic 

consumption 

Grains 

Industrial raw 
materials 

Petroleum 
For export 
For domestic 

production 
Others 

For export 
production 

For domestic 
production 

Capital goods 
For export 

production 
Of which: 

Ships for repair 
For domestic 

production 

(In millions of U.S. dollars) 

Industrial countries 
Total Australia Canada EC Japan U.S. 

Source: Data provided by the Korean authorities. 

Oil 
exporting 
countries 

Non-oil 
developing 
countries Other 



KRC: cqt8kr5-41 2/29/88 

Table V-41. Korea: Regional Concentration of Exports by Categories of Products 

(In millions of U.S. dollars) 

Total imports 

Primary products 

Manufactured products 

Heavy industrial 
Machinery 
Electronics 
Steel 
Chemicals 
Ships 

Li ght industrial 
Textiles 
Ai:,parel 
Footwear 
Other 

Tot al expo rt s 

Industrial countries 
Total Australia Canada EC 

Source: Data provided by the Korean authorities. 

Japan U.S. 

Oil 
exporting 
countries 

Non-oil 
developing 
countries Other 




