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Staff  Report and Proposed Decision - 1967 Ar t i c l e  XIV  Consultation 

Prepa-ed by S t a f f  Repreeentatives f o r  the 
1967 Article XIV Consultation with Korea 

(Reviewed by the Committee on Article XIV Consultations) 

Approved by Tun Thin and Timothy Sweeney 

November 15, 1967 

I. Introduction 

The Art ic le  X I V  Coaeu.ltation  discussions with Korea were held In Seoul 
from August 7 t o  19, 1967. The repreeentatives of Korea included o f f i c i a l s  

Industry, and kgr lcu l ture,  and the  Eank of Korea* The etaff  team also had 
discuosions wi th  the Deputy Prime Minister, the Minister of Finance, the 
Minioter of Commerce and Industry, the  Governor of the Eank of Korea, the 
Govcrnor of’ the Korean Reconstruction B n k  and the Preaident of the Foreign 
Exchange Eanh The staff t e r n  consisted of Me88r8. Joachim  Ahrenadorf, 
S .  Kanesa-Thasan, H.C. Kim,  and P. Valabregue. Mr. Eeue Tann, Executive 
Director for Korea, attended some of the meetings. M r 4  Pandlt, IMF resident 
advieor, attended the discussione as an observer. 

of the Economic Planning Board, the Minis t r ies  of Finance, Commerce and 

111 Report on Dif3CU88iOiM 

1. ‘the economy in 1966-67 

Groes national product a t  conetant prices increased by 13.4 per cent 
in 1966, helped by an unusually  large increaee OS 11 per cent in pri:sry 
production partly due to favorable weather conditione. Manufacturing  output 
ro6e by 16 per cent. There WHG a very substantial increase i n  cap i t a l  
formation and  in saving. The r e t l o  of gross investment t o  GNP roo8 from 
14.7 per cent i n  1965 to 22.7 per cent i n  1946 and the ratio8 of dorneetic 
and foreign saving (the current  account  def’icit i n  the balance of payments) 
t o  QNP (a t  conetant prices) rose from U.2 per cent end 6.5 per cent i n  1965 

13*2 per cent and 9 . 5 per cent, respectively, in ~ 9 6 6 ,  
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in 1966 following an increaae 
rose by 8 par cent i n  1966, or 

Romewhat more than i n  the previous year, while the implicit GNP deflator 
rose by nearly 13 per cent as against less than 7 per cent in 1965. The 
principal factors  in the monetary expansion In 1966 were rtccumulation of 
foreign exchange reserves and credit to the private sector. Fiscal 
operations yielded a cash eurplus and the growth in quasi-monetary  deposita, 
i n  response to the interest rate reform of September 1965, waa oubstantially 
larger than the  credit  expansion to the private sector. Gold and foreign 
exchange reserves rose by $98 mill ion i n  1966 a8 the combined receipts from 
exports, net  invisible6 and private transfers and ne% capi ta l  inflow exceeded 
disbursement6 for Import8 which rose by 62 per cent, 

GNP at constant prices was estimated to rise in 1967 by lC.5 per cent, 
and a growth ra te  of 10 per cent  was proJected for 1968. In view of the 
high growth rates i n  GNP and in saving and investment attained In recent 
years, the Government expected to achieve an annual growth rate of 10 per 
cent in the next few years and to reach 6ome of the major targets of tho 
Second Five-Year Plan within  three and a half yews.  

In implernellting i t a  current f inanc ia l  s tabi l izat ion program the 
GOv@1~~n@nt'8 main concern has been the dep1oymen.t; of policies directed 
toward minimizing the expamion in domestic l iqu id i ty  caused by the 
continuing balance of payments surplus. However, during the first half 
of 1967 political pressures connected with the general elections contributed 
to a large temporary fiscal def i c i t .  The money supply increased by 12 per 
cent, nearly twice the rate i n  t h e  first half of 1 9 6  By mid-year the 
f iscal  d e f i c l t  was eliminated and the growth in the money supply was 
relatively amall  during J u l y  and August. Bank credit to the private 
sector, mainly to t h e  growing i n d u s t r i a l  sector and for financlng exports, 
continued to rise sharply but was more than ma-t;ched by the growth in time 
and eavlngs deposits. Wholesale prices in August were 6 per  cent higher 
than In December 1966 and consumer prices were almost 7 per cent higher. 

The balance of payments pos i t ion  remained strong in 1967 w i t h  expor La, 
n e t  private transfers and n e t  capital receipt8 continuing to increase more 
than Imports. The growth rate of exports In the first  eight mofiths of 1967 
was considerably lo we^ than in the corresponding period of 1966. Gold and 
foreign exchange reserves rose by about $70 million  in  the first five months 
of 1967 to $309 mil l ion  and changed l i t t l e  in t he  following three months. 
Progre88 was made i n  the liberalization of trade and payments. 

2. I n t e r n a l  economic pol icy  

a, Development and price " policies 

'Tho Korean representatives expected a lower growth rate of real GNP 
for  1.967 than for t h e  previous year rnmnly b c c w s e  primary production vas 
eotimated to increase by only 3 per cent  in the Light of the exceptionally 
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high  output i n  1966. They f e l t  t h a t  the increase might  be  higher. Manu- 
facturing  output was estimated  to rise by nearly 19 per   cent ,   par t ly  as ncw 
plants came into  production, especially I n   t h e   f e r t i l i z e r ,  cement, and 
synthet ic   f iber   industr ies .  

me staff  team asked f o r  elucidation of the Government's i2tentiOn to 
implement the  Second Five-Year plan (1967-71) withir, three and a half  years 
The Koreen representat ives   s ta ted  that  the P1.m was b t i l l  the basic frame 
fo r  development policies i n   t h e   n e x t  few years. The Plan had  been  formulated 
i n   e a r l y  1966 and  had set annual growth t a rge t s  of 7 per cent,  approximtely 
equal to  the  average growth rate achieved i n   t h e  preceding  five years. 
Considering tha t  large  industrial   investments i n  1966 had increased the 
productive base of the economy more thar, had  been anticipated when the 
Plan was formulated,   the   authori t ies   fe l t  t ha t  a 10 per cent growth rate 
in   the   next  few years was feas ib le  and t h a t  internal and external saving 
adequate t o  support a higher l e v e l  of capital  formation  could be generated, 
The higher growth rate was to be achieved  through more rapid expansion of 
t h e  secondary and tert iary  sectors  than  origlnally  proJected. The imple- 
mentation  of  the Plan was t o  be f a c i l i t a t e d  through  annual OVer-all re8oWCeS 
budgets which would he lp   i n   r e se t t i ng  each yea r ' s   t a rge t s  and also i n  framing 
appropriate fitcal and other po l i c i e s  for the year. These annual  budgets 
were t o  be prepared i n  a ro l l ing  manner, wlth the  budget for any one Year 
bein@; formulated i n  the l i g h t  of developments i n  t h e  previous year 8nd t h e  
general  prospects f o r  the  following year. In order bL -0hieve a higher 
growth rate than  originally  planned, the Korean au tho r i t l e s  raised the 
Projected  total  investlnent during t h e  P l m  period by 46 per  cent, w i t h  a 
substant ia l  part of the  increase  allocated  for power and transportation 
sectors  where bottlenecks were emerging, To match t h i s  increase  in   invest-  
ment, p r o ~ e c t ~ o n s   f o r   f o r e i g n  saving were ralsed by 11 per cent and f o r  
domestic saving by 67 per cent. The over-ail  resources  budget for 1968 
envisaged investment/GNP and domestic savmg/GNP r a t i o s  of 23*7 per cent 
and 15.4 per cent as compared wi th  18.5 per cent  and 9.9 per cent, 
respectively,  proJected f o r  the year i n  the  Plan. 

The staff  team expressed concern regardmg the abllity of the  Korean 
econorGy t o  absorb fiuch high levels of investment  without  IIliS8llocatlon6, 
ebg., due t o  madequate  project  preparation,  and t o  generate savings on 
the scale  proJected. The Korean representatives stressed t h a t  the projected 
investment and domebtic saving  ra t ios  were only slightly  higher  than  thos 
achieved i n  1966. Korea's a b i l i t y  t o  i n s t a l l  and operate   sat isfactor iJy 
industrial plants and socie.1  overhead faci l i t ies  had been demonstrated ir, 
recent  years. With the available supply of  skllled labor, they were 
Confident t h a t   t h i s  s a t i s f ac to ry  performance could be maintained. As t o  
the  savings proJectior,  they said t h a t  i n  1966 the  amount of domestic  saving 
had doubled, r a i s ing  t h e  domestic saving/CPP r a t i o  from 8 per  cent i n  1965 
t o  13 per cent. The dodblrng had occurred both i n  public and pr ivate  SeCtOrEl  I 
saving--the former as R result of the  60 per  cent  increase  in revenue 
pol lect ions,  and the lat Ler lal ' lecting mostly  the 116 pe r  cent increase  in  
time and qavingg depmi  ts . The f ui I her modest increases i n  the  sav ing   ra t io  e 
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proJected for  
public sector 
had, In f a c t ,  

1967 and 1968 were t o  be achieved primarily through increased 
saving. The marginal propensity t o  save i n  the private sector 
been estimated t o  decl ine from the abnormally high rate 

achieved in 1966 as an immediate reaction t o  the interest rate reform of 
September 1965. The new proJect ions of foreign saving were based on esti- 
mated arrivals  of goods under foreign loans and grants already committed. 
The staff  team poin ted  out  t h a t  the new ProJections of  foreign saving also 
depended on the new export proJections being realized. The rev ised  export 
estimates f o r  the Plan period projected an annual average growth i n  exports 
of 25 per cent  which would be d i f f i c u l t  t o  achjevc from the  increased base 
of 1966. 

Referring t o  the rising rate of price increases  between 1965 and 1966 
the s taf f  team noted that this development wae particularly dangerous in a 
country t h a t  had experienced years of chronic inflation and was bound to 
jeopardize t h e  progress made itl reversing price expec ta t lon~   and  ln enhancing 
the incentive t o  save. The Korean representa t ives  said t h a t  the Government 
was ful ly  ConscLous of such risks and, therefore, had announced i ts  in t en t jon  
to limit the increase in wholesale prices to w i t h i n  7 per cent  .La 1967 and 
5 per cent  i n  1968, through appropriate  financial p o l i c i e s  and import 
l i b e r a l i z a t i o n .  The Government no longer relied on direct price cont ro ls  
in its price policy. ~ 1 1  such cont ro ls  were eliminated except for f l o u r  
which however was inoperatlve because the m s k e t  p r i c e  had been lower than 
the maximum price, 

As regards the Agricultural and the General Price S t a b i l i z a t i o n  Funds 
Set  up i n  the 1967 budget t o  finance with Central E!ank overdraf t s  inventories 
of agricultural products and other s t r a t e g i c  commodities i n  order t o   s t a b i l i z e  
their p r i ces ,  the staff team pornted OUL that while the evening crut of 
temuorary price f luc tua t ions  was a Justifiable obJectlve, t h e  use of Central 
Eank overdrafks for this pur~ose could become large ard  either endanger the 
stabilization program or reduce credi t  available for other PWpOSeSa There 
Was also the  dander that the price s t ab i l i za t ion   ope ra t ions  could result  i n  
hidden consumer subsidies. Moreever, with progressive impor t J l be ra l i za t ion ,  
P r i c e  fluctuations ~ ~ o u l d  be reduced by the changes i n  the flow of importe- 

Korean reprebentativeft  assert-d that  t h e  Lek ?Wid3 bere tc kelI' JKf1uer~ce 
Prj-ce expectations, A mele announcement of t h e  Government's i n t en t ion  to 
use these Funds served to deter specual t ive ect lv i t y .  So far i n  1967 the 
General Price Stabilization Fund had drsm only W 3 b i l l i o n  from the Central  
Bank. !The. Agricultural price Stabilization Fund had so far not  used the 
overdraft facility but  might, dlaw 2 billion to finance t he  purchase of  
barley during  the harves t   mason-  It was the Government's policy t o  operate 
these Funds without  a loas .  They agreed t h a t  as lmport l i b e r a l i z a t i o n  was 
widened the need for special efforts by the Government t o  s t a b i l i z e  prices 
would diminish. 

The staff team referred to the pract lce  i n  recent  years of raising 
s t ead i ly  o f f i c i a l  purchase prices for gr -ns. This practice could result 
in a mdsRllocation of resources and Ind-ilectly could affect adversely Korea's 
exnor% industriea by rein-trlg wage costs. The reply was that t h e  procurement 
Pl'iCeS Were ral c e r l  JIIOI e or 7 CRP In 8 Lep with the increase i n  &he general p r i c e  
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level. The Government's policy was t c  eventually make domestic  grain prices 
broadly  equal LO in te rna t iona l   p r ices  by ra l s ing   agr icu l tura l   p roduct iv i ty  
and by lnn t ing   genera l   p r ice   increases .  Agricultural productivity was being 
improved by wider use of small-sized raechenized t i l lers  and pesticides  and 
the encouragement of double cropping. Early i n  1367, the  Government had 
reduced the p r i ce  of chemical f e r t i l i ze r s   fo l lowing   t he  opening of three 
new f e r t l l i z e r   p l a n t s .  The agr i cu l tu ra l  development program incorporated 
in to   t he  Second Five-Year Plan projected an annual  growth of 5 per   cen t   in  
primry  production  during 1967-71. Self -sufficiency  in  foodgrains wa6 
proJected f o r  1971, implying no net  imports of foodgrains  thereafter.  

Irb view of the importance of exports of manufactured goods i n  Korea's 
economic growth  and the fas te r   increase  i n  wages than i n  labor   product ivi ty  
i n  the manufacturing  sector  in  the  past  two o r  three years, the  staff team 
inquired  about Korea's competit iveness  in  international  markets  and  the 
outlock  for the expansion of exports of manufactured goods. me Korean 
representa t iv5s   s ta ted   tha t  wages had risen more n p i d l y   i n  the new import- 
cubstl tuting  lndustrles  such as f e r t i l i z e r  and cement than i n  export   industr ies ,  
which were s t i l l  largely labor-intenslve. Although no accurate  data were 
available, levels of wages m Korea were believed t o  be st i l l  lower  than i n  
competing countries.  In  addition, wage increases would be o f f s e t  by cost-  
reducing factors such as more e f f i c i e n t  management and econonies of sca le  i n  
production, 

a b. Financial   pol ic ies  

The cen t r a l  problem In the  implementation of the Curen L s t a b l l i z a t l o n  
program was the large expansionary  impact of the  balance of payments SUrplUSa 
In the f i r s t  e ight  months of 1967, net   foreign assets of the  Central  Bank 
increased by W 9.4 b i l l i on ,  as compared with a proJected  lncrease  in   total  
net domestlc and n e t  foreign assets of \rl 11 billion during the year. During 
the flrst h '  f of the year, the  au tho r i t i e s  were hampered i n  talc] ng adequate 
o f f se t t i ng  a c b u n  due t o  po l i t i ca l   p re s su res  asGociated with the  e lect ions.  
While a substantla1 amount of commercial bank l i q u i d i t y  was bsorbed  in the 
newly created  specla1  deposit   sccount w i t h  the  Central E a n L  19 a n d  through the 
issue of Central Bank bonds, the Government h d  a large  cash delicit .  By 
June, t he  f i s c a l  cash d e f i c l t  was elimlnated and t h e  accumulation of external 
re8ervefi had leveled of f .  Between June and August $he au tho r i t i e s  by and 
large contmued t o  implement an cffset  Ling policy. Even so by the end of 
Rugu,lt the money supply was about T.I 10 b i l l l o n  o r  nearly 15 p e r  cent  higher 
than a t  the end of 1966. As important, p l anks  i n  j. ts s t ab i l i za t ion  pol ic ies ,  
the Government L u t h e r   l i b e r a l i z e d   r e s t r i c t i o n s  on trade and  payments and 
also took come steps t o   r e s t r i c t  the rapid growth of foreign  ehort-term jmport 
c red i t s .  It also provided forelgn currency l o a m  for the import of c a p i t a l  
goods .2/ 
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(1) Budgetary policy 

The cash surpluses achieved annually s ince 1964, largely 
through rapid increases in tax revenue, were an important f a c t o r  i n  the 
stabilization pol ic ies .  Tax revenue more than doubled between 1964 and 

$6, m l n i y  as a result of intensified tax co l l ec t ions  backed by the 
strong support of the President .  In 1966 the cash budget surplus amounted 
t o  W 6.4 b i l l i o n ,  helped to Borne extent by a Urger   ca r ryove r  of expenditure 
from 1966 i n t o  1967 than at the  previous turn of the year .  As regards the 
tendeccy i n  recent years to enlarge the amount of carryover of  expenditure 
from one fiscal year to the n e x t ,  t h e  staff' team stressed the difficulties 
f o r  proper financial mangement whlch this p r a c t i c e  entaxled and Urged an 
early reduction in the level of such expenditure cerryovers. 

The staff team inqui red  about the  measures which the Government would 
take t o  avoid a cash deficit considering the p o t e n t i a l  def ic i t  elements i n  
the current y e m  I s  budget, in particclar i n  the Grain Management Account  
and the two Price Stabilization Fundsd The Icorean representatives said 
t h a t  whatever deficits  occurred i n  these accounts would Be covered by 
revenue co l l ec t ions  i n  excess of the budget estimates. For this purpose, 
they intended t o  keep to a minimum new expenditures t o  be included in the  
second susplementary budget for t h i s  year, They were confident of achieving 
over-al l   balance in the budget and were hopeful of even a t t a i n i n g  a caGh 
surplus 
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mostly  through  the  growth i n  t h e  tax baae  and  throllgll fur ther  improvements 
i n  tax administration. The l a rge   increase   in   upendi twe budgeted f o r  1968 
was mainly r e l a t ed   t o  an inc rease   i n   t r emfe r s  t o  l o c a l  government associated 
w i t h  shared taxes and a 30 p e r  cent  general  increase i n  the salaries of 
publi?  servants,  including  defense  personnel, Thie was t o  be the   th i rd  
annual  Increase i n  s a l a r i e s  programmed t o  compensats public servants f r r  
the  substarltiql loss i n  r c c ~ l  wages suffered by thea,   par t icular ly  p r i o r  t o  
1965. Expenditure on capital  formation was increased by 46 per  cent. ~ 

I n  August, the Government announced proposals for  a comprehensive 
tax  reform  with t h e  in ten t ion   to   secure   l eg is la t ion  i n  time t o  make the 
changes e f fec t ive  from Januaiy 1968. In all, two  new taxes  and  thirteen 
major revisions of ex is t ing  taxes were proposed. The new taxes were t o  
be levied on telephones and on c a p i t a l  gtlins  from real astate  t ransfers .  
The revisions  covered all major d i rec t  and ind i r ec t  taxes. In the  cases of 
t h e  d i r ec t  taxes exemption leve ls  were t o  be ra ioed   s l igh t ly  and t h e  r a t e  
s t ructure  was t o  be made more progressive,  In  order t o  encourage preferred 
investment, a new system of investment  allowances was t o  be introduced t o  
supplement the  existing  special  deprecietion  allowances and the  50 per cent 
t ax  exernption appl icable   to  export income, The corporation  tax was t o  be 
modified in order t o  encourage  the  growth of open co-poratlons. A global 
income tax system was t o  be introduced for the f i rs t  time in   p lace  of the 

the  new system was to be f l rs t  applied only t o  taxpayers wi th  a global annual 
Lncome above 'Id 5 n i l l i on .  Such taxpayers were estimated t o  nwber  around 
1,500. Revisione of thc major indirect   taxes ,  i.e., commodity taxes and 
l iquor  and petroleum taxes, vere   to  widen t h e i r  coverage  and to   increase  
tbe tax  rates,   thereby  ralsing  revenues from such taxes substant ia l ly .  

present  schedular system. In view of the  administxative problems Involved, 

As t o   t he  reform of t a r i f f s ,   t he  main objectives were t o  make the 
system more flexible and to   res t ruc ture  it on a more r a t iona l  basis. 
Broadly speaking, the new tarlff  law was to  divide goods into  protected 
items and revenue items. Tariff rates on protected  items would be determined 
on the basis of value added, cost   difference between domestic and internat ional  
products, and the degree of essent iah ty  of the goods,  Nonprotected items, 
on the  other hand, would be subJc'ct, t o  a w-jform r a t e  of  around 20 per  cent 
w i t h  exemptions for i cdus t r i a l  ruachlnery and raw materials.  I n  general, 
protective tariffs would apply t o  mnufactured goods and  luxury goods; these 
l a t t e r  goods would a l so  be SubJect t o  the cormnodity tax. The  new law would 
suthorlze  the  President to change tariff rates within  certain limit8 in the 
l i g h t  of changing  conditione . At; present   t a r i f f  che:lgeEt were subject  to 
approval by the  National Assembly except  those  required by international 
agreements, In the eame context it WBC intcnded t o  gradually widen t h e  
range or exemptions lrom the epecial  custom  duty. 

The Government a lso  intended  to  raise the price of c igare t tes  charted 
by the Monopoliee Office and the  I ~ ~ C Q  of tl number OS government enterprioes,  

e RalLway paewnger fares were t o  be raised by 50 per cent  and freight rates 



- 8 -  PART I 

by 30 per cent, Electricity and wnter rates were also to be rai6ed.- I/ 
The addi t iona l  receipts of government enterprises were to cover the 
operating losses in the case of ~ o m e  en te rp r i se s  and to provide surpluses 
t o  finance enlarged Investment programs. 

(2) Credlt p o h c y  - 
In March 1967, a new spec la l   depos i t  account (S tab i l i za t ion  

Account) was established 3n t h e  Central  Bank. Three reasons prompted this 
step. F ~ r s t ,  the mount of Central Bank bonds issued was very close t o  
the statutory ceilsng; second, t h e  operation of t he  Stabil izat ion Account 
WRS expected t o  provide the  monetary authorlties with a more f lex ible  
instrument of c r e d l t  cont ro l  than changes in reserV8 requirements; and, 
th ird ,  since the  Central Bank could not legally pay interest on the required 
reserves of commercial banks, the high marginal reserve reQuirements in 
effezt since October 1, 1966 (TO per cent against  demand deposits and 45 per 
cent a g a i n s t  time and savings deposits) squeezed the earning position Of 
banks. For these reasons, t he  authorities ellmlnrrted t h e  marginal reserve 
requirements from April 1, but undertook to absorb t h e  same am0ur.t of bank 
liquidity as t h e  marginal reserve requirements did through t h e  Stabi l izaz ion  
Account and t o  8 small e x t e n t  througl, Central Bank bonds, both of  which 
earned i n t e r e s t  of 5 per cent and 10 per cent per annum, respectively.  The 
Korean representatlves said that the earnlng pos i t ion  of banks was s t i l l  
under pressure on account of the narrow margin between t h e  average i n t e r e s t  
ra%e paid on bank deposits and that charged on bank c red i t  as well as an 
lncI-eRse i n  wages of bonk employees of 20 per cent from April 1967. The 
4O-clay Treasury bills lssued wcre t o  provide t h e  banks with  an assst yieldlng 
18 per cent and thereby ease the banks' earn ing  problem. 

Noting some inc l ina t ion  on the part  of the Korean authori t ies  to relax 
C r e d i t  restraint somewhat i n  order t o  ease the bank6' earning posi t ion,  
the staff team noted that this problem could be met without Jeopardizing 
the  utabilizatlon program by reducing b o t h  the appl icat ion of preferential. 
loan rates of i n t e re s t  and t h e  excess of the Interest  rate on 10-month 
deposits (30 per cent  p e r  annum) over the maximum loan  r a t e  (26 per cent). 
The staff team also expreosed t h e  view t h a t  it was d e a i r a b k  t o  rationalize 
t h e  present In te res t  rate atructure,Z/but that  it would be premature to 
effect any significant downward adjustment of the general level of in tdree t  
rattee until rcaaonable price rstability wa8 firmly established. The Korean 
representatives said t h a t  the  Governmenb had recently reviewed i t s  i n t e r e s t  
rate policy and had come to the same broad c031cZusion, The high I n t e r e s t  
rate policy had been very successful In promoting saving and t h e  Government 
did not  wish to take  any s t c p e  which would damage the savinG incentive; any 
reduction ehould be effected s t e p  by ntep over u1 extended period. 

7JTinInGtober railway ?ares were ruiaed L a  t 3 c 1 ~ e ~ X n i T  prices 01% 

aeveral brands of clgarcLtes were increased. I n  November electricity 
rates were raised by J 5  per ccn I;, except for  export Industries. - 2 /  See Part XI, p I  3b and Appendix Table I1 
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The staff team inquired  about  the  reasons  for  the  continuing  rapid 
increase  in time and savings  deposits i n  1967. Such depoaits bad r i s en  
a t  a r a t e  of 43 per  cent  during the f i rs t  half of 1967, compared wi th  r a t e s  
of 53 per   cent   in   the first, half of 1966 and of 42 p e r  cent in the  second 
half. In   fact ,   the   increase in the first half of 1967 has been roughly 
twice  the  rate  anticipated at  the beginning of the  year. The Korean 
rppresentatives said that they had expected a more marked slowing down 
i n  the growth ra te   In  1967 than i n   f a c t  occurred because  they had  Judged 
t h a t  a considerable  part of the increase  in  quasi-monetary deposits  during 
1965/66 was of a once-for-all  nature  reflecting  transfer t o  the banking 
system of funds which  had  been circulat ing i n  the  unorganized money market. 
The main reaaons  for  the much be t t e r  performance than expected were the 
large Inflow of personal remittances from Korea eoldiers  and workers 
abroad  and the continued  positive  responee t o   t h e  Goverm,ent's e f f o r t s  
t o  promote SaVingfir mey  considered the large growth i n  lnetallnrent 
savings  contracts as particularly  significant  bccausc  the  depositors 
contracted  to  deposit  monthly a apecified 6um over a period of two years.  
This served as a bui l t - in  growth element i n  quasi-monetary deposits. 
Generally,  they  expected  that  the  growth  rate i n  such deposits  achieved 
i n  the f irst half of 1967 would 'be maintained i n  the second half. 

Cornerstic f inanc ing   fac i l i t i es  fo r  imports of specified comodit ies  
were made avai lable  from July 1967 a6 a s t ep  toward curtai l ing  the  rapid 
growth of foreign import credjts.  Importera were t o  receive won financing 
a t  an i n t e r e s t  rate of 24 per cent  per annum up t o  W 140 per dollar of 
imports i n  place of the  foreign import c r ed i t s  which they were obtaining 
a t  much lower r a t e s  of i n t e re s t   bu t  often st disadvantageous price quotations. 
For raw material  imports for foreign exchange earning purposes an i n t e r e s t  
rate of 6 per  cent  continued  to be applied. Mhile t h i s  measure would 
increase bank c red i t  on the one hand, i t  would also r e su l t   i n   fo re ign  
exchange payments equal t o  nearly twice  the  increase  in banlc c r2di t  f o r  
that purpose and thereby  exercise some contractionary impact on domeatlc 
liquidity, 

Conciderlng the financing problems  connected  with f e r t i l i ze r   ope ra t ions  
which had ar isen i n  the past, the  otaff  team asked about the f inanc ia l  
implications of increased  domestic  output of f e r t i l i ze r  and the relatively 
redmed rel iance on imports.  The reply was that the Government contracted 
to buy the  entire  output of t h e  domestic  plants. I n  the case of production 
exceeding domestic demand t h i s  could  result  In a large f inanc ia l  burden. 
The Government t k r e f o r e  was revlewing i ts  procurement policy and a160 
explor ing  possibi l i t ies  for export of f c r t i l i z e r .  

3 4  External economic pol icy  

a. Balance of' payments 

Gold and foreiw exchmge reserves rose by $174 million since  the end e of 1964 t o  $306 lnil l icn a t  the end of ~ u g u s t  1967, The main factors 
accouhting for  this development were increases   in  exports a t  an average 



annual rats of 42 p c r  cent in the p a s t  f i v e  years, a sharp increase,  
particularly i n  1966 and 1967, of invis ible   earnings,  and a large inflow 
of  foreign capltal which combined more than compensated for the  dec l ine  
in gran t  aid and the increase in imports. 

Tn 1966, exports  increased by 43 per  cent  over the ;Irevlous year and a 
fu r the r  increase of 40 per cent to $350 mill icn wa8 s e t  as the target for 
1967. I n  the first s ix  months of 1967, export receipts amounted t o  $140 
mill ion,  o r  only 40 per cent  of the target f o r  the whole year. However, 
t h e  Korean representa t ives  were hopeful that  the target would be reached 
since exports ir, the second half of the year generally averaged aromd 60 
per cent  of the  annual t o t a l .  Imports rose by 62 per c e n t   t o  $680 mi l l ion  
i n  1966, as a result of the rapid rise in  incomes and trade l i b e r a l i z a t i o n ,  
and were expected  to rise by 21 per ccnt  i n  1967. The impact of t he  
liberaliz8tion measures taken i n  July an2 August 1967 WRS still uncertain. 
A t m d e  defici t ;  of $530 million waa expected for 1967 as compared to $430 mil- 
lion in 1966 and $245 million in 1965. m e  i n c r e a s e  i n  the trade def ic i t  
was par t ly  compensated by a snarp increase in invisible e a r n ~ n g ~  due in 
large measure to special f a c t o r s   r e l a t e d   t o  deve2opments in Viet-Nam. Net 
invis-tble receipts   and sales to forces  were expected to reach $156 mil l ion  
i n  1967 against $107 million i n  1966 and $46 rmllion i n  1965. ' ke  d i r e c t  
impact of the c o n f l i c t  in Viet-Nam on Korea's foreign exchange r e c e i p t s  was 
estimated a t  $53 mil l ion  in 1966 against only $16 million in 1965. In the 
firs5 SLX ~oonths of 1967 direc t  v l s ib le  and Invisible Da-oceeds from V i e t - N a m  
were already $53 million, of which $31 million was in Ghe form of personal 
remittances by Korean so ld i e r s  and workers, 

The staff team inquired about prospects of mt-lntaining U g h  growth 
rates in exports considering that t h e  continuing rise i n  donleatic p r i c e s  
and costs woilld tend t o  affect adversely in te rna t iona l   cumpt i t fveness  of 
Korear, industr ies .  Moreover, any f u r t h e r  p r o l i f e r a t i o n  of the numerous 
expo=tl lncentlves that  had cont r ibJ ted  materially to the  remarkable export  
perf'orman~-z In  the past d g n t  render progressively diminfohing returns 
because of increasing administrative complexities. The Korean representatives 
Said t h a t  they were aware of the increasing diffiCUltieB that would be 
encountered in expanding exports. Kowsver, the Korean traders and  manufacturers 
Irere acquirlng greater experience and were bui ld ing  up t rad ing  contacts  abroad. 
Eeuides, w l t h  a n  increasing scale of production there would be scope for Cost 
reductions. Given declining rates of p r l ce  increfises, which the Government 
cvnsjdered a6 a prime t a r g e t ,  and the relatively l o v  l e v e l  of wages in Korea, 
they were hopeful of maintaining the  export growth momentum, albeit a t  lower 
rates of  increase  than  in recent; years. Re for export incent ive schemes, 
the Korean representatives s8ld tha t  they were Gradually changing t h e  nature 
of the i r   incent ives .  Hereafter they would rdilnarily be directed t o  tho 
producer rt t h e r  than to the trader. Most of the recent changes in export 
incentive acherncs Were connected w i t h  this s h i f t .  

The increased d e f i c i t  on cur ren t  account wa8 more than matched by a 
large inflow of foreign aid and c a p i t a l  i n  1966 and in the f i re t i  half of' 
1967. The proportion of grant& in the total inflow of' foreign resoumen 
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generally decliued. The inflow of grant8 remained around $160 mi l l ion   in  
1965 and 1966, but  was expected t o  decline t o  $145 million or about 16 per 
cent of estimated  imports  in 1967. On t he  other hand, there w88 a large 
inflow of c a p i t a l  in the form of public and private loans i n  1966. The 
net inflow of foreign loans amounted t o  $205 million, compared with a ne t  
outflow of $2.5 mill ion in 1965 and an annual average net  inf low of $40 
mill ion during 1962-64. Off ic ia l  loans increased by $68 mil l ion   in  1 9 6  
re f lec t ing   pr inc ipa l ly  a shift 1: U.S. o f f i c i a l  aid from grants t o  loans, 
drawings on pr iva te  long-term loans mainly from Japan and Germany were 
higher by $77 million, and there was a sharp increase i n  short-term  trade 
credl t a. 

With the rapid increase  in  the amount of foreign loens contract2d, 
Korea's t c t a l  foreign debt has risen sharply in   recent  am. In 1966, 
new off ic ia l  loans contracted amounted t o  $143 millionJ!9a&nst $77 million 
i n  1965, while new private  loans amounted t o  $137 mill ion  against  $78 million 
i n  1965. In 1967, new off ic ia l   loane  were expected t o  amount t o  $150 million 
and private  loans t o  $110 million. As of December 31, 1966, the t o t a l  of 
outstanding  foreign loans with a matur i ty  period of over three years Wa6 
$873 million, about equally dis t r ibu ted  between o f f i c i a l  and private loansr 
During 1966, debt se rv ice   pacen t s  on 8uch loans amounted t o  $15 million, 
or  about 3 per  cent of current  balance of payments r ece ip t s  as compared 
t o  $7 m d l i o n  or  2.5 per cent  in 1965, me Korean representatives estimated 
t h a t  debt service payments on such loans would grow s teadi ly  from $29 milf ion 
in 1367 to $67 million in 1971, but could be contained within the Government's 
self-imposed limit of 9 per cdnt of annual cui'rent account receipts. Foreign 
loen  authorization had been requested fo r  a la rge  number of projecte,  but in 
selecting projects  the Government would keep the foreign debt burden i n  
l i n e  with the l imlt   adopted,  Generally,   greater  at tention t h a n  in the paat 
would be paid to   the  terms of loans and the se lec t ion  of projects t o  be 
financed  through foreign c red i t s  would be more discriminating. The Govern- 
ment was also making grea ter   e f for t s  t o  attract d i r e c t  foreign inVestnEXlt and 
t o  obtain off ic ia l   loans .  The authorizat ion  given  in  1967 t o  several 
foreign banks t o  open branches i n  Korea was expected  to be helpful i n  
attracting private investors.  It was elgected that commercial credit 
approved i n  1967 would be less than irr 1966. 

w 

Short-term foreign obligations,  defined as the t o t a l  amount of l e t t e r a  
of c r ed i t  and "doc~mt~nL6 on acceptance" (D/A) settlements outatanding and 
cash loans of leas than three years maturity,  increased by about $169 million 
during 1966 and ~n t h e  first half of 1967 t o  $251 million, equivalent t o  
29 per  cent of eetimated  imports  in 1967. The e ta f f  team observed tha t  the 
increase in such short-term foreign c red i t s  had been very sharp, especially 
in 1967, en$ well i n  excess of the auounte estimated by the Korean au tho r i t i e s  
ea r ly  i n  1967. Even if the outs tanding   le t te rs  of c red i t  and D/A sett lements 
below 90-day maturity were excluded ELB norm1  trade  f inancing, t h e  remnining 
iriCrea8e in such l i a b i l i t i e e  equaled $57 million i n  the first h a l f  of 1967, 
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or over 90 per cent of the increase in gross foreign exchange reserves during 
the same period. Inadequate recoenition of this r a c t  could r e s u l t  in 
excessiv-2 corflrlence about the balance of payments, Moreover, the rapid 
growth in short-term l iabi l i t ies  could   en ta i l  sericus d e s t a b i l i z i n g  effects 
on t h e  domestic financial. eltuation and the balance of payments. The 
Korean representatives said that they were aware of the risks involved i n  
a sharp increase i n  private short-term l i a b i l i t i e s ,  and that measures had 
been taken to r e s t r a i n  it. Since July a l l  shippers' umnce cred i t s  were 
prohlbi tecland restraint would be exercised by th? Mln,atry of Finance i n  
appro -ne; D/A s e t t l e m e n t s  over 90-day maturity. Therefore, 8 reduction 
in short-term U s b i l l t i e s  outstandsrag could be expected. Partly as a result, 
t h e  Korean representatives expected reserves to increasc only slightly during 
t h e  remainder of 1967. I 

In the  l i g h t  of increasing foreign exchange holdlngs,  the Government 
i n i t i a t e d  in December 1960 a scheme f'or the g ran t ing  of loans denominated 
i n  foreign currencles at the p r e f e r e n t i a l  i n t e r e s t  rate of 7,5 per cent  to 
quallf'ied industrles and government e n t e r p r i s e s  from %he of f i c i a l  foreJgn 
exchange reserves. mese loans were to reduce the cost of imports of 
machinery and raw materials for export  Industries and to reduce recourae 
to foreign supp l i e r s  ' credlts. The Government announced its willingness 
t o  grant  such loans up to $120 mill ion.  the end of June, $31 million 
had been a l loca ted .  The staff team pointed out that  such foreign exchange 
loans did n o t  a b s o r b  domestic l i qu id i ty   and  the exchmgL holdings  used for 
thls scheme had been accumulated aubstantially through the build-up of * 
short-term liabilities. The Korean repreaentatlves said that the Govern- 
mcnt would l i k e  t o  proceed cautiously i n  this respec%, especially since 
t h e y  d id  not consider t h e  present l eve l  of reserves (four months of imporks 0 
a t  the 1367 l eve l )  as #dequate t o  meet sharp reversals of the balance of 
payments position. 

b e  The re s t r i c t ive  system 

Further  progress was made In the policy of Import liberalization that 
was i n i t i a t e d  in 1965. The number o r  commudities that could be l i censed  
au tomatLca l ly  ro8e from 1,495 by t h e  end of IXcember 1965 t o  3,549 by 
June 30, 1967, while prohibited items were decreased from 620 t o  24.3. 
Importe under the trutcmatic licens!ng category accounted for u3 per cent 
of imgorts financed with Korean toreign exchbnge in 1966 and 87 per  cen t  i n  
the f i r s t  half  of 1967. However, there remained a large number of unepecified 
iteme, i.e., commoditiee which were not Included un the import l ist .  Import 
of  an unspecified commodity required appl ica t ion  t o  the MiniRtry of Commerce 
and Industry which decided in which category that  commodity should be 
claf3uified. 

A fur ther  Rtep i n  import l i b e r a l i z a t i o n  wae t aken  i n  July and August 
1967 with the in t roduct ion  of the so-called "negative-liet" system. Under 
this system, which eliminated the category of "unspecified" commodities, 
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a l l  commodities may be f ree ly  imported (I ,e , are  liceneed  automatically), 
unless they are on a negative l i s t ,  which distinguishes between prohibited 
and r e s t r i c t ed  items. Imports of r e s t r i c t ed  commoditlee were made subject  
to   the  prlor approval of t h e  Ministry of Commerce and Industry, or, i n  Some 
instances, t o  the  approval of another  Ministry more particularly  concerned 
w i t h  t h a t  commodity. Out of a t o t a l  of about 30,000 items irL the  Standmd 
Industrial Trade Classification, 19,902 items were placed on the  automatic 
approval list, 5,859 items on he r e s t r i c t e d  l is t ,  and the remaining 4,239 
items on the  prohibited l i s t  .- 14 %is classification  cannot be compared with 
the previous  import programs because of the inclusion of previously  unspecified 
item6 and changes in definitions, The Korean representatives said t h a t  8 
second stage In   l ibera l iza t ion  was to  take  effect  i n  January 1968 af ter  the 
introduction of 8 new ta r i f f  system, so that  loca l  induetry could be given 
some reasonable degree of tariff protection. I n  a t h i r d  and final stage of 
liberalization, the  Government intended t o  reduce the negative l i s t  t o  a 
SDlall number of items prohibited fo r  noneconomic reasons, with a l l  other  
imports being under automatic approval, 

Restr ic t ions on payments for  cer ta in   invis ible   t ransact ions,  such 8 s  
banking charges,  insurance premium and subscr ipt ion  in   per iodicals  were 
removed i n  1966, and travel allowances were increased. In  Ju ly  1967, 
several   res tz ic t ions were fur ther  reduced. The reqlliremcnt f o r  nonresidents 
t o  reg is te r  their  foreign  currency  holdings upon entering Korea WBB eliml- 
nated provided  they  carried only specified  currencies. Overseas branches 
Of Korean t raders  were allowed to maintain under certain  conditions  accOUts 
in foreign exchange up to epecified limits, Allowances f o r  t r ave l  and 
Gtudents were fur ther   ra ised,  The objective of tks remaining  controls On 
PWInentG f o r  inViBible8 was t o  prevent  unauthorized capital tranSfer8. 

C. Exchenge rate and exchange c e r t i f i c a t e  market 
" 

!Ik exchange c e r t j  f i ca te  market was introduced i n  March 1965 In 
Order t o  Sllow t h e  exchange r a t e   t o  be deterrnjnerl. i n  response t o  market 
forces. Following a short  period during which the exchange rate f luctuated 
it stabilized around 272 per us$Z from August 1365, reflecting the 
eXCWtionally favorable developments i n   t he  balance of payments and the 
pol icy of accumulating  foreign exchange reserves followed by t h e  au thor i t ies ,  

'Ihe exchange c e r t i f i c a t e  market waa n o t  vexy active u n t i l  recently. 
Sales of exchange earnings t o  the Central E m i r  against  won rather than 
against edchange ce r t i f i ca t eo  had increased  in 1966. YL '~vernment 
therefore took tt number  of meaeures i n  order t o  bwaden c - certificate 
market and to render it more responsive t o  chungca in the economyI 
Government-1 un enterprises were rcquiled from Aur,ust 1966 t o  buy certif ' i -  
c a k e  i n  order t o  defray their foreign obligations. The va l id i ty  of 
ce r t i f i ca t e s  wao extended from 15 t o  30 days in January 1967, and t o  
45 duye in June The margin between the Etznlr of' Korea pos Led buying and 
se l l ing  rates wa8 widened jn  January 1367, and  since March the rates 

'Q1SeeXrt-lC, pI  -71. - "" 



applicable t o  exchange t ransact ions between the Eank of Korea and the 
foreign exchange banks were s e t  closer t o  the posted rates i n  or&= t o  
reduce the prof i t s  of t h e  foreign exchange banks from exchange *ransactions 
w i t h .  the Bank Korea and thereby t o  induce them t o  operate I n  the cerfi-  
ficate market., a4 In July, the foreign exchange banks were permitted to 
Operate in the market a8 dealers, subject to ce r t a in  maximum L i m i t s  oL 
their holdiA1gs of exchange certificates. Furthermore, these beaks were 
allowed for t he  f i rs t  tir t o  hold balances up to ce r t a in  l i m l t a  with 
correspondent banks abroad. The certificate karket ha6 become incmasingly  
active and the proportion of c e r t i f i c a t e s  lmued against export receipts 
increased from 59 per cent at  t h e  end of 1966 t o  97 per cent in June 1367. 
The proportion of exchange receipta on lnvlsibles account agains t  which 
exchange certificates have been obtained also roBe markedly since the end 
of 1966. 

IlX* Staff Appraisal 

With the achieved momentum i n  economic a c t i v i t y  and the associated 
growing self-confidence, there may be a tendency t o  set grow+;h t a r g e t s  
the attainment of whlch may n o t  be feasible in the l i ght  of available 
refmurces. The KorearL a u t h o r i t i e s  are aware of the  dangers of renewed 
rapld inflation that are likely t o  result from effor ts  to achieve targets 
that are out of line w i t h  resource availabllity. The technique of an 
annual over-all resources builget centered on the &&year of a three-year 
period, should f s c i l l t a t e  a flexible implementation of t h e  FiVe-Year Plan 
i n  the light o€ cllangbng conditions. 

I n f l a t i o n  remains a matter of concern, constdering that from 1965 t o  
1966 price8 rose at an increasing rate, following markedly declrning rate6 
of. jnCrefiiS@ in the previous two years. Unless the rates of price increases 
decline pragreGsivcLy the abatement 09 inflatlonary psychology i n  r ecen t  
years is likely to reverse itself. Price developments will also have a 
crucial bearing on the continued role of expori;~ a6 a, leading growth factor 
i n  the econorqy, particularly considering t h h t  exporte in 1966 a t i l l  financed 
only about 37 per cent of to ta l  imports. 

The increaoes in ce r t a in  public u t i l i t y  charges i n  order t o  makc pub l i c  
ehterprisee f i n a n c i a l l y  celf-sustaining uhould help im1moT-c the pattern of 
rcsoU~?cC allocation. Oh t h e  other  hmd, agricultural price support i'inanced 
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by c red i t s  from f i n a n d a l   i n s t i t u t l c n s  pubsorbed f i n a n c i a l  resources a t  the 
expense of other sec tors  of  the economy. A review of pa l i c i e s  in t h i s  asea 
will become increasingly important. The steff belicves that  tnis consider- 
a t ion  should  guide the management of the tvo newly established Price 
Stabilization Funds, 

The rapid expansion of liquidity emanatlng frola the external sector 
until mid- 1967 I n  large part was re la ted  t o  an inflow of ehort-torm c a p i t a l  
and created diff icul t ies  f o r  ftnancirtl management, The staff   recognizes  
t h a t  the  use of new techaiques of c red i t  control helped meet some of  these 
difficulties which however were compounded i n  early 1367 by fiscal deficits .  
It believes t h a t  e f f o r t s  Ehould be mde t o  again achieve a cash surplus in 
the  fiscal sector i n  1967 and t o  reduce carry-over ewenditures i n t o  the 
next fiscal year, and generally r e s t r a i n  growth of bank credi t  so as to 
keep pressures on resources  within a rarge compatible with t he  objective 
of reducing the  rate of price increases. 

The present  structure of i n t e r e s t  rates has become sti l l  more complex 
than it was and d i f f e r e n t i a l s  between T&tes a t  the upper end and r a t e s  at 
the  lower end have been widened fu r the r ,  There is a st rong ca6e f o r  simpli- 
fying the rate s t ruc tu re  by narrowing rate d l f f e r c n t i a l s .  IIonever, f o r  the  
time being a lowering of the general l e v e l  of' i n t e r e s t  rates appears 
premature,  considerxng  that p r ice  s t a b i l i t y  s t i l l  is t o  ue firmly es tab l i shed ,  

Korea's balance of payments has changed from d e f i c i t s  i n  t h e  early 19~0's 
t o  wowing surpluses . ' Jhile  fortuitous factors,  e . g r  , thcse related t o  the 
confllct in Viet-Nam, have contributed jn part, the Government has sUcCe68- 
f u l l y  promoted exports and divers i f led  the sohrees of foreign assiStanc2. 
However, export incentives have become very complex and any furtmr 
p r c l i f e r a t i o n  is  likely t o  produce d i d n i s h l n g  re turns .  Over t h e  last 
year or two, foreign borrowing has lncreased a t  a very hlgh rate. Ilhile 
the external debt burden is s t i l l  relatively small it w i l l .  grow and 8 
continued rapid accumulation of debts e t  such high rates le bound t o  lead 
to difficulties when certain special fac tors  affecting the balance of 
payments cease to operate. In part ic lLar ,  the rapid growth of short-term 
foreign l i a b i l i t i e s  can quicltly become a des tab i l iz ing  f a c t o r  cnce a swing 
occurs i n  the current  and long-term capital, accounts of the balance of 
payuerlts and the scope for rolling over  a large short-term indebtedness 
quickly dmdnishcs. The steps taken recently t o  reduce  short-term f03ejgn 
borxowings should help dlminxh such da3'le;ers. 

As a result of the  s t rong balance of paynlenLs Fositioh and the au thor i t i e s '  
pol icy c~f' scrumulr-l t1ng pxphanp xeserves, the exchnnge rate in the exchange 
cer t iSicate  rnarke L has been very s t ab le  since t he  t ' t l i l d  quarter of l yb5  The 
s teps  taken by the aut;horlties t o  widen and ac t iva te  the certiflcak market 
should make t h e  market moLe reaponsive to chenges in the  econoqy. Progress 
hac been made i n  the   l ibe~Hl i7 ,a t ion  of res th lctions on cumer,t peyment,s and 
t r ans fe r s  . Eliminn tLon of renwi t l i  nr< 4i  7 ec t restrictions on imports should 
help improve efficiency and V m b i J i t y  of the Kwean economy. AdJuoLn~ents 
i n  the tariff uncl comrnoclity tax struc Lure are con61 de led  conlplemenle to the 
completion of t h e  import liberaltzat~on pro,<rarn. The s t a f f   be l i eves  however 
t h a t  excessive protectJan of. domestic ind\1strlew through l a rge   i nc reases   i n  
tariff rates should be avoided. 
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IV. Proposed Cecision 

The following draft decision i s  submitted for  consideration by the  
Executive Board. 

1. This decision is taken by the Executive Directors i n  

concluding the 1967 consul ta t ion  with Korea pursuant to 

ArtxcLe XIV, Section 4 of the  Articles of Agreement, 

2. Korea's economy grew i n  1966 at an exceptionally 

high rate and the targets of the second development plan f o r  

1967-71 have generally been rev ised  upward. The Fund welcomes 

the technique of xmplementing the plan flexibly through annual 

over-all resource budgets and believes that caution should be 

observed i n  implementation of the plan in order  to succeed In 

reducing the rate of price  increases. 

3 .  Adaptations in credlt policies from 1966 have generally 

helped mitigate expansionary pressures f rom the e x t e r n a l  sector 

and In early 1967 also from the fiscal  sector. The Fund welcomes 

the tax measures Lo be introduced with the budget for 1968 and 

notes t h a t  there remains scope f o r  improving f iscal  management 

to allow growth i n  bank credit  to the prlvate sector witliqut an 

excessive monetary expansion. 

4. RapLd growth i n  exports  of manufacturea has been a dynamic 

element in the economy and should contmue tm be 8 c e n t r a l  factor 

1'01 future econon;ic growth. The balance of payments surpluses 

111 1966 und the first half of 1967 were in 8 large measure re- 

lated t o  s p e c i a l  factors and subs t an t i a l  c a p i t a l  in€lows.  The 

Fund be l ieves  however that f u r t h e r  raprd  inczcaseo in foreign 

private loans of a short- tPlm nature should be res t ra ined .  
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5. The Fund welcomes the advances made In liberalization 

of restrictions on current payments and transfers and i n  

activating  the exchange certificate market and belleves that 

continued progress in these areas w i l l  help enhance the 

viablllty and growth of the economy* 
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- Fund Relations v i t h  Korea 

Korea becarne a member of the Fund on August 26, 1955. pie  O r i $ i n d  
quota of $12.5 million was raised to  $18.75 mi l l ion  i n  January 1360, and 
to $24 million in February 1966. Twenty-five per cenb of the quota was 
paid in gold. In July 1967 the Board of Governors approved an increase 
i n  the uota to $50 a i l l i o n  under the compensatory financing decision 
(EBD/6'7765, Sup. 1). The Korean authorities expect to mhe the necessary 
gold and won subscr ipt ions i n  respect of the new quota ear ly in 1968. 

Korea requested the Fund in March 1965 to agree to 8 stand-by a r r w e -  
ment f o r  a period of one year ?r, an amount equivalent to $9.3 million, or 
50 per cent of its quota (EBS/65/39). me Executive Borrrd approved this 
request, e f fec t ive  from March 22, 1965. Modification of  the terms of this 
stand-by arrangement was agreed on September 22, 1965 (Em/65/53). On 
March 22, 1966 the eecond stand-by arrangemeat for  $12 million, or  50 per 
cent  of the quota, became e f fec t jve  (EpM/66/18). In March 1367 the Fund 
approved the t h i r d  stand-by arrangement f o r  Korea in an amount of $18 nul- 
lion, or  75 per cent of its present quota ( ~ ~ ~ / 6 7 / 1 9 ) .  No drawings have 
been made under any of the  stand-by arrangement6. 

No par value has been agreed for the  won. For t h e  stand-by ar rangeKent6  
Korea was r equued  to complete the payrcents of it6 subscr ipt ion at a m t e  Of 
exchance proposed by Korea and agreed by the E'u!d, Korea proposed the 
provisional rate of 255 per us@. me Fund agreed t o  t h i s  provisional 
rate ln Executive Eoard Eecielou Fo. 1045-(65/14), adopted on Elarch 19, 
1965* Korea completed payment of' its subscr ipt ion on the basis of this 
agreed provisional r a t e  of exchange (E~~/65/40) 

Tbe Fund has been consulted on several exchange r a t e  changes made by 
Korea In the past. On May 1, 1964, the ](orean Government proposed the 
adoptlon of a f luc tua t lng  Exchange rate, and the  Fund ag,eed to the Change 
and clld not object to the temporary rcalntenance of the  multiple currency 
Practices (EEM/64/23). After delays in the implementation of the main 
f e a t u r e a  of the exchenge reform of May 1964, the f l u c h a t i n g  excllculge rate 
system becalce effective on March 22, 1965, and was accompanlad by an 
abol i tavn of multiple currency practlceb and a substantial r e l a x a t i o n  of 
Import restrictions ( s ~ / 6 5 / 7 6 ) .  At the request oi the Korean Government, 
t he  Fund has provlded technlcal asslstance almost continuously s m c e  
October 1964, and for this purpose a otaff member has been stationed in 
Seoul . 
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2. The record of econormc growth in Korea has been 
remarkably good during the past two years, and the imediate 
prospects appear favorable. The second five-year development 
plan fcr the perlod of 1967 t o  1971 places appropriate  emphasls 
on policles  to contlnue growth in an environment of f i annc ia l  
s t a b i l i t y .  

3 m  The adoptjon and  implementatlon of annual ruonstary 
programs has been successful in slowlog the rate of prlce rise 
i n  Korea and rn  fos te r ing  greater confidence in the  currency+ 
The measures which have prcduced near balence i n  t h e  Government's 
cash budget have been an important contributory fac tor .  There 
has, however, bee.. a sharp rise in domestic liquidity during the 
l a s t  year as a result of c e n t r a l  bank financing of agricultural 
programs, a rapid inc rease   i n   c r ed l t  extended by comerclal banks, 
and the accxmulatron of exchange reserves. The Fund believes 
t h a t  f i s c a l  and credit  policies should be used t o  reduce further 
the rate of price increase.  It welcomes the  introduction 3f new 
techniques of central bank control  and the  more r e a l i s t l c  structure 
of i n t e r e s t  rates and the Government's intent ior .  to strengthen 
the Lax system,  and  believes that these should make possibk 
effective control  of inflatlonary prewnes.  

4. The balance of payments has improved considerably owing 
m h l y  t o  a shary, r i s e  i n  earnmgs from exports and l nv l s lb l e s ,  
and subs t an t i a l  fur ther  progress has been made in liberalizing 
trade and payuento. The Fund commends this progress in RlaxLlld 
r e s t r r c t ions  and the emphasls t h a t  is being placed in a wide 
range of government policies on the pramotlon of exports, The 
Fund believes t h a t  the process cf l l be re l l za t lon  of r e s t r i c t ions  
should be contlnued and tha t  an exchange system subs tan t l3 l ly  
free of r e s t z l c t m n s  w i l l  mill I J h n t P  t o  the aLhlevement of the 
obJectives mcolpoldted L n  the new development plac. 
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Fbpulation: 29.2 m i n i o n  (at mid-3966) 
~ n n u d .  growth rate: 2.5 per cent (1966) 

Central Government budget (W En. ): 

General budget 
Receipt a 
Expenditures 

All other  spec ia l  accounts 
Surplus (+) or def lc i t  (=) 

Consolldated accounting surplus (+) 
or deficlt ( - )  -1.1 "1.9 -5.5 

Voney and related data, at the end of year: 

Itoslcy supply (W Bn. ) 43.1 56.6 69.2 
Rate of increase (per cent) 15.5 31.3 22a3 

Noney savings (11 Bn, ) 25.9 47.3 102.3 
Rate of sncrease (per cent) 16.7 P2.6 116.3 

Wholesale price index (1960 = 100)- a t  
the and of year: 210 224 242 

Balance of payments (US$ Mn, ) : 

Exports, f.0.b. 4.120 +175 t-250 
Importa, f.0.b. -365 -420 -680 

Trade balance -245 1245 -430 
Net o f f i c i a l  granta and loans received +158 +127 "198 
AJ-1 others  4-34 "123 4-354 

Over-all balance -3 3.5 +L22 

Official gold and foreign exchanfle 
reserves (US$ Mn. ): 132 142 239 

1 m  : - 
Quota: The original quota of $12. 5 mill ion was increased to $18.8 million 
in January 1960, and to $24 mil l ion in February 1966, In July 1967 the 
hard  of Governors approved an increase i n  the quota, to $50 millic,n, 
Fllnrl hrll i l l  nan nf' K n r m a n  q , t n n *  7C; n n m  m n n + .  nP 4-ko - w n e n m +  n r q n 4 - n  



PART XI 

I. Internal  Economic Developments 

1. Population, income and production 

a. Population 

As of 1966, population waa estimated to have reached 29.2 million, 
reg is te r ing  an increase of about 2.5 per cent a 1966 compared with an 
average r a t e  of 2.7 p e r  cent fo r  the previous f ive  yearn. The Govern- 
ment hopes t o  reduce the population growth rate t o  below 2.4 per cent 
in 1.967 and t o  2.0 per cent in 1971, by promotmg a nationwide movement 
i n  family planning practicee. During 1967 the Government plans to 
provide adequate measure8 required f o r  the  effective implementation Of 
a family planning program and, thyough various ma68 communication media, 
t o  enlighten people,  especially those In rural areaI3, on the importaPCe 
of family planning. 

b. Gross national Droduct 

I n  1966, the l as t  year of the First Five-Year Economic Development 
Plan, gross national product In current market prices   regis tered an 
increase of 28.1 per  cent  over the level of 1965 and reached W 1,032.0 
billion, In terms of 1965 constant mRrket prices ,  CNP rose by 13.4 per 
cent over the 1965 level and the annual average growth rate of 8.3 per 
cent  for t h e  period 1962-66 exceeded the t a rge t   r a t e  of 7.1 per cent 
envisaged i n  che original Fi r s t  Five-Year Economic Development Plan 
(Table 1). The per capita GNP rose from W 28,398 i n  1965 t o  W 31,418 
($116) i n  1.966, or by 10.6 per cent. The rapid increase i n  GNP i n  1966 
was associated with s igmficant   increases   in  gross c a p i t a  formation 
and in exports of gocds and services. 

Total  consumption expenditures increased by 7.6 per  cent i n  1966, 
compared with tm annual average growth rate of 5.7 per cent for the 
previous four years. The ehare of total cobsumption expcnclitlll'ea in 
GNP was 87.8 per cent, the lowest i n  t he  en t i r e  Plan period. The marginal. 
propensity bo consume (defined a8 the r a t i o  of a chmge in t o t a l  con- 
sumption Lo a change in  gross national product) for 1966 wa8 0.52 
compared with 0.96 for 1565 ( m e  Chart 1) . 

The high level of gross domestic investment in 1966 wa8 largely 
stimulated by the inflow of foreign capi ta l  and by the Government's 
efforts t o  complete the First Five-Year Economic Plan. Fixed capital. 
foFmati.( L f o r  the economy as a whole increased by 62 per cent, while 
woBs ltvl=.etment inclrtd-lng rhouges i n  iuvcntories rot38 by 75 per cent I n  

is, raising the ratio of gross capita3 formation t o  gross ntltional 
duct from 1 5  per cent jn 11965 t o  23 per cent in 1966. Investment i n  

ventories increased by W 16.8 b i l l i o n  in 19G6 at  1965 conetant market 
prices reflecting an increuaed production of g l a t n s  and larger importe, a8 
compared with arr increase in inventories of W 0.8 blLLion in 1965 (Table 2 )  



Table 1. Gross National Product, 1962-66 

(In bill ions of won: a t  1965 market prices) 

.Wual Average 
Growth Rate Growth Rate 

1962 1963 1964 1965 1966 1965 -66 1962-65 

Corlsumption expcrditures 
Private 
Public 

Gross domestic f lxed c a p t d  
fo rmt ion  

Increases Ln stacks 

Expor-cs of goods and s e r v i c e d  
Less: Imports of good and 

ycrvices 

Statistical discrepancy 

Expenditures on gross national 
product 

745 e10 , 801,175 
669 .OS 716.99 

76 . 02 84.76 

805~85 913.82 

(In per cent) 

7.6 5.7 
7.2 6.1 
11.5 2 *2 

75.0 17.5 

I 

ru 

I 
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KOKlISA 
RELATlVE SHARE OF MAJOR COMPONENTS OF 

GROSS NATIONAL EXPENDITURE, 1960-66 ' 
1 
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Table 2. Composition of Inventory  Investment, 1960-66 

(In bi l l i ons  of won, a t  1965 market pr icee)  

Agricultural   products 
O f  which: Rice 

Other cereals 
Livestock 

Mineral products 
blanuf'actured goods 
Imported raw materiala 

Total  

Source: Data provided by the Korean authorities. 

The pa t te rn  of  investmeot i n  the latter p a r t  of the Plan period 6eem8 
t o  have been zons is ten t   wl th   the  major object ive of the Plan t o  build an 
industrial base w i t h  expanded secondary and t e r t i a r y   s e c t o r s .  AB shown 
in Table 3, iu 1965, some 12 per cent of the total fixed investment took 
place in the agrjculture, fo re s t ry  and fishery sectors ,  while the amounts 
of investments i n  secondary and ter t iary sec to r s  accounted f o r  roughly 
32 per cent and 56 pcr cen'c of the year ' s  to ta l ,  respectively.  Xn 1966 
the weight of investment  in the secondary industry increased markedly, 
especially i n  the manufactwing sector .  The skar1-s of primary, secondary 
and tertiary sectors i n  t o t a l  fixed investment were about 12 per cent, 38 
per cenb and 50 per cent,   respectively.  € 3 ~  types of investment, private 
fixed lavestment increased by 62 per cent I n  1966 and accounted for r O U @ ; h l y  
78 per cent of the t o t a l ,  while d i r e c t  government  Investment and invest-  
ment of guvernment corporations increased by 58 per cent and 70 per cent, 
respectively, during the year , 

If the ragid growth i n  gross c a p l t a l  formation in recent  years 16 to 
he mpittained, substantial incleases  i n  szvinga m u ~ t  take place in order 
to finance ~nvestment i n  a nonint la t ionary manner. This is particularly 
60 i n  t he  light of the  qenma'lly decl-intng ratio of foreign assjatance t o  
total investment in recent  yeare. The f i m n c l n g  of gross inveetment for 
t h e  period 15362-66 i s  ahown in Table 4. The gross nat ional   savlng is 
defined LS the ~ u m  cf dross domestic swing and net forelGa saving, In 
1966, the  rate of jncreme i n  gross domestic  saving  in curxent market 
pr ices  was 100 per cent a6 compared with nearly 24 per cent tn 1965; as 
a result the degree of dependence of gross capital fo rmt ion  on foreign 
saving WRB rehcecl from 44 per cent   to   about  40 per cent. In the in i t ia l  
year of the  E'irsL Five-Year Plan, f oretgn sav jng iJuanced 83 per cent of 
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Wble 3. Gross Domestic Fixed Capit8L Formation by Major 
Industrial Sectors, 1960-66 

(In billions of won, at 1965 mrkct prices) 

1960 lgGl 1962 1963 1964 1965 1966 

A g r i c u l t u r e ,  forestry, 8nd 
fishery '7.0 8.4 6.7 10.3 10.7 13.7 23.2 

Mining 

Manufacturing 

Cons t ruc t ion  

Electricity and watez 201 5.5 8.8 13,2 7.4 7.1 9.5 

All others 

Total  

A s  per cent of GNP lO.5 10.6 13.2 15.3 12,4 14.6 20,9 



Table 4. Composition of Nst ion~l  Saving a t  Current Market prices, 1960-66 

(In ,b i l l ions  of won; 

Gross Domestic Saving 
a. Government sector 

Provision f capital consuraption 
Net saving, 

Provision f o r  capital consumption 
Net saving 

b e  Private sector 

Total (a+b ) 

Net Foreign Savin& 

Statistical IXtscrepancy 

Gross Netlonal  Saving = Gross Oomeetic 
Capital Formation 

Of which: stocks 

Gross National Prnduct 

5 1 + 3 In per cent 

4/5 in per cent 

1.92 2.18 2.58 

2.4 5 2.2 

3.62 3.14 

7a6 7* 5 

18.4 14 e 6  

118.48 223.11 
(0.84) (17.12) 

8.2 13.0 

Sources: The Bank of Korgo., Monthly Statistical Review, Seoul and data provided by the Korean authoritlee, 

1/ Excess of current receipts over expenditures. Counterpart funds are included in net  foreign saving, 
P/ - No adjuetment i s  made i n  these figures for undervaluation of the exchange rate. 
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the econoIPy'6 gross iaveatment. Main factore reEponsibls for thls marked 
increaee in groee domestic aavlng were the growth of both prlmte and 
government eavlage. Government saving wae negative until recsntly and 
turned poftitive for the f i r s t  time ia 1964. Prlvate eavlng on the other 
hand did not ehow any clear-cut tread slnce 1960, although It Beem8 l i k e l y  
that inflationary developmsnte in the early lg60te undermined houeehold 
eavlog and impaired the efficiency of baa& ae finmcirrl lntermsdisrle6. 
In 1966, e very large fncreaee in private saving occurred fozlowing the 
lntereet rate refom introduced in September 1965. 

Both export6 and imports of goods and eerkicee koee markedly in 1966, 
Exporte of goods and services increaeed by 54 per cent compared wl*b an 
annual average growth rate of 19 per cent for the period 1962165, ?wile 
bpOrtt3 of goode em3 aerv5ces r o ~ e  by 59 per cent am compared w i t h  an 
annual average of only 12 per cent f o r  1962-65, The margin4 grqmnsiw 
to m o r t  defiaed au the ratio of a change in import6 t o  b change in ONP 
w w  0.70 for ls6, compared w i t h  0.27 for 1965. 

C. Groee national product by industrial origin 

Table 5 shows the emountB of value adaed by three meJor in&atrld. 
poups In the economy f o r  the First Plan period. In 1962, primnry 
rIldustry*n share of GNP was 40 per cent, while thoee of secondary and 
tertiary Induetries were 20 per cent and 40 per cent, respectively. By 
1966--tha end of the Firet Five-Yew Pl8ri--the a w e  of secondary bduetry 
had grown t o  26 per cent, while thoae of primRry and tertlary seclxm had 
dropped t o  38 per cent and 36 per cent, respectively. Tbe table ?eveah 
that primary lacluatry grew at a rate of U per  cent, while secohd& aPd 
tertiary industries expanded at rates of 17 per cent and 14 per: c a t ,  
respectively. The performance of the primary sector l e  strlkla in view 
of an annual average growth rate of only 4 per cent in the previoue four 
yeare, Oood weather conditione aad extensive w e  of fertfiizers and 
improved seeds contributed to  this rapid growth. 

Within the primary industry, ngricultural Production increased by 
7 per cent to contribute cround 89 per cent of %he growth of this eector 
In 1966, while forestry output grew by nearly 17 per cent and contributed 
7 per cent. m e  contribution of  the f i 8 h 8 4  industry in lg66 was 4 per 
cent. 

The manufacturing sector comprisee about 73 per centi of secondary 
laduetry. Vdua added in the manufacturing sector grew by 16 per cent 
and contributed 70 per cent of $he growth of total  secondary Industry in 
1966. Within the manufacturing sector, productlod of electrical machinery 
Increased by 56 per cent, followed by transport equipmen$ with 38 per cent. 
However, i n  terms of the contribuklon of varioue sectore to the growth 01 
aecondary Industry, t e x t i l e  goods ranked f iret  by contributiag 13 per cent, 
while food and transport equipment contributed eech 7 per cent, and 
electricel  machinery sectors 5 per cent, The over-all rates of growth of 
these varioue sectore during 1962166 seem to reflect the development pol icy  
of the Goverameut to enhance the imgortance of the manufacturing sector, 



'hble 5, Gross National Product by Value Added, 1962-66 

( In b~ l l i o n s  of waa; at; 1965 mar 1 et p r i - n  ) 

AnnUel 
Growth Average 
Rate Growth Rate 

1962 1963 1964 1965 1966 1965-66 1 62-65 
(In per cent? - 
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pa;rtfculmly those eectors wh-ch are considered to be key Industries such BB 
transport eqvipEent, petroleum and coal products, glass, clay a d  stone 
producte. I@ View of the importance aesigned to chemical and basic m e t a l  
lnduetrlee In the Second Five-Year Plan, the welghts of these t w o  are 
l i ke ly  to increaee i n  the future. 

Within tho tertiary Industry, wholesale and retail trades and transport, 
e%orage and comnunications eectora comprised about 50 per cent of the t o t a l  
value added. These two eectore grew s h l l a r l y  at 17 per cent dong  with the 
rspld expanelon In secondary industry and aZeo'the increases in foreign 
trade 

d. Production 
1 

The outpub of foodgrains increased by 5 per cent, in 1966, ~8 compared 
with only 2 per cent i n  the previoue year (Table 6 ) .  Rice production 
reached 3,919,000 metric tons in the year t o  regleter an increase of U. 
per cent  over the  previous year's level, but still about 1 per cent le68 
thau the recbrd rice harreet  of 1964. In  view of the fact that the area 
uader cultivation remained almoet ther 8ame in the l a e t  two years,  the 
increase in rice production wholly reflected en increase In yields.  The 
output of 8-r grains totaled 2,375,000 metric tons in 1566, a gain of 
U per cent over the 1965 level. Xn 1SS the barle3 crop had been advereely 
affected by poor weather conditions. The production of patatoee decreased 
in 1966 t o  reach 3,378,000 metric tons,  or about 6 per cent below the  level  
of  the previous year. The output of other cered8 and pd.Be6 also declined 
in the year to 3O2,OOO metric tone, o r  by about 7 per cent, Imports of 
cereals and cereal preparations declined in 1966 and were equivalent to 
about 6 per cent of the t o t a l  output of foodgrains as compared with about 
7 per cent for 1965. No estimates are available for 1967 foodgraiae, excaps 
that barley production is eRtimated to reach 2,250,000 metric tons in the 
year. In the first half of 1g7, the  Government Imported 40,000 metrlc 
tons  of rice from Taiwan and planned t o  Import about 87,000 tons of rice 
from t he  Un1"ud States In the second half. 

The pr iuc ipa l  rneagures taken by the Government tc Increase agricultural 
production during 1966 and 1967 were expanded diffusion of improved seeds, 
distribution of pesticides, expansion of all-weather farming fscil it lee,  
encouragement f o r  double crops, and reduction of f e r t i l i z e r  price8. In 1966, 
the Government distributed to farmers 14,000 metric t o w  of improved rice 
seede and 5,000 metric tone of seeds of other cereals, while a t o t a l  of 
20,000 metric tone of improved seeds, including 16,000 metric tone of' rice, 
2,000 metric tons of barley and wheat, and 2,000 metric tons of Qther c e r e d ,  
were already supplied to farmers in 1967, The implementat,ton of an a l l -  
weather farming program In 1.966 reeulted in ~ u 1  increaee of 26,OCO chungbos 
(1 chUngb0=2.45 acres) in the acreage irrigated and the  expmsion of the 
progzm In 1967 is expected t o  Increase irrigated acreage by about 60,000 
chUngbo8. In addi t ion,  about 58 per cent of t o t a l  arable larid i n  the 
Routhern part  of the  country was w e d  for double crops In  1966 and t h e  
Governmmt Intends to increaee t h i s  percentage t o  74 In 1967. The reduction 
In the prices of nitrogen and potaeh fertAlizers by 15 per cent and 10 per 
cent, re8p@CtlVely, in January 1967 I s  ale0 expected t o  increaee the UBB 
of fertilizer and hence agricultural production. 
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Table 6. Wbut of Foodgrains and Imports of Cereals, 1964-67- I/ 

196lt 1 9 6 6  
UIll 1965 1967 ( mrge t ) 

Area Total Area Total Area Total Area 
II 

T O ~ l  
under Yield cutput under Yield output under Y i e l d  output under Yield output 
cul t i -  per i n  c u l t i -  per in eulti-  per In c u l t i -  Per in 
vat ion ambo 1,000 vation tmbo 1,000 vat ion  tambo 1,000 v a t i o n  tambo 1,000 

i n  1,000 in  metric in 1,000 i n  metric in 1,000 in metric i n  4030 in metric 
chungbo k,ge tons chungbo kag. tons chungbo keg. tons  chungbo keg. tone 

Rice 1,205 328 
Summer crops 1,119 166 
Other cereals  and 
pulses 557 57 

Subtotal 2,801 

To t a l  3,062 
Potatoesg  

" 

181 1,780 

Imports of cereals 
and cereal  pre- 
parations 

Imports as per  cent 
of t o t a l  cutput 
of foodgrams 

Nholesale prices 
(monthly average ) (1960=100) 
Foodgrains 
Other commodities 

3,954 
1,839 

647 

1,238 283 3,501 
1,211 176 2,136 

585 55 323 
3,034 " 5,960 

214 1,669 3,577 
3,246 9,537 

7.2 

247 
217 

5 * 9  

260 
234 

340 4,267 
164 2,061 

Source: Data provided by the  Korean authori t ies .  E 
Outgut data for  lC154 -66 are provided by the Ministry of Agriculture and Forestry, while the 1967 t a rge ts  p,re 

H 

made by the Economic Planning Board. H 
2f Inclcdes the production of barley, naked bkwley, wheat and rye, - 3/ Production seriee f o r  potatoes  up t o  1966 were revised i n  JULY 1967. 
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The eeven-year foodgrsin production plan (1965-71), which the Govern- 
ment launched In 1%5 with the objective of self-sufficiency in  foodgrelna 
in 1968, wae ,incorporated into the Agricultural Development P lan  i n  Mey 
1967. The nqw five-year agr lcu l turs l  plan, whlch cavers not only foo3- 
grains but U e o  raw s i l k  and other caBh crop, enviaages aelf-eufficlency 
i n  faodgrainq by 3.971 and does not foresee any net export or net import of 
foodgralne after the plan period. The plan envieages an Increase i n  r l c e  
production by 37 per cent between 3.965 and lm, barley end wheat by 33 
per cent, 'pul8ee by 78 per cent, potatoes by U 2 per cent, and other cereal6 
by about 46 per cent. The t o w  foodgrain production l a  t o  increaee by 
4.4 per cent durlng the same period, 

The output of fishery producte fncreased by 8 per cent in 1966, 
compared with an increase of 7 per cent in the prevloue year. Fish end 
ahel l f i sh  catchee role by 8 per cent and 58 per cent, respectively, in 
1966, w h i l e  the output of seaplant8 and other marine producte Increased 
o w  moderately. Exports of marbe producta roBe t o  $39 e l o n  in 1966, 
an increase of about 38 per cent over the previous yearre level, t o  aCCOuOt 
for about 16 per  cent of the yearls t o t a l  exports, ; The progrem in d e e p  
sea fishing WRS noteworthy in lncreaaiag the exgorta of mariae products, 

power) increaeed by 17 per cent in 1966, ae compared with 18 per cent in 
1965 or 8 per cent In 1964 (Table 7) . In the f lret  half of 1967, induetrial 
production was about 15 per cent higher thm i n  the em@ period of 1966. 0 
Bowever, the l a te s t  estimates indicate that lnduslwlel production may! 
increaee by about 20 per cent during the entire 1.967, 

Over-aJJ. Indwtrial production (including mining, maauf'acturing, and 

Table 7 a  Ldicea of Industrial Production, 1962-Jue 1967 

J ~ L F  June 
1962 1963 1964 1965 1966 1966 1.967 

Mining 76.6 87.4 96.2 100.0 u o a 8  114.1 118.8 

Manufacturing 6806 77*6 82.9 LOOaO 11789 124.J. 1a.3 

Electricity 60.8 67.9 83.1 ~00.0 u g . 6  117.3 140.8 

T o t a l  69.5 78.6 84.9 100.0 117.3 122.6 141.4 
i 

Source: The Bank of Korea, Monthly Statietical Review, Seoul, Korda. 
3 

I 
I 
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Manufacturhg production expanded by 18 per cent In 1966, sa compared 
with 21 per cent i n  the previous year and an annual average  increaee of 12 
per cent during 1962-65, The average  capclcity u t i l i za t ion  rate of the 
manufacturing  sector wae 74 per  cent in 1966, cornpared with 71 per cent  in 
the  previous year and 50 per  cent in 3 964, Improved management, lnc~eaeed 
domestic demand and the effort of the Government t o  promote export8 were 
largely resp.>nsible fo r  the increase in the u t i l i z a t i o n  r a t e  in 1966. 

Within the  manufacturing sector, the  production of transport equlpmerrt 
recorded the highest growth r a t e  of 61 per cent In 1g66, followed by 
e lec t r ica l  machinery (35 per cent) , wood and cork (33 per cent)  petroleum 
and c o a l  products (24 per  cent), food (24 per cent), and printing and 
publishing (23 per  cent) (Table 8). In the firbt six months of 1s7, 
manufacturing  production wa8 about 16 per  cent  higher then in the correr 
spondlng period of 1366. The largest expansion took place i n  food (33 per 
cent), fplloved by electrical nackdnory (28 per cent ) ,  t e x t i l e s  and 
r r l n t i n g  and publishing (25 per cent)  beverages (24 Fer cent and pctrole- 
um and coal products (22 per cent) .  Tho production of chcuicals i n  the 
first half of 1967 was 17 per cent h i g k r  than I n  the Bme period of laet 
year, due prjmarily t o  the operations nf the three new fertilizer plants 
with the combined production  capacity of 859,000 metric tons. I n  the 
f ? e l d  of petroleum and coal products, the Government expanded the  capeci$y 
of the Ulmu oil refinery from 35,000 barrels per day t o  55,000 barrels 
per day I n  7-967 and plans t o  raise the processing  capacity t o  215,000 
barrels by 1971. 

Mining output  increased by 11 per cent i n  1966, compared with an 
increase of 4 per cent i n  1965 and 10 per cent in 1$4. The sharpest 
increape in productjon was recorded  for  zinc  concentrGte (65 per cent),  
followed by Kaoline (55 per  cent), t a l c  per cent),  and ailver (16 
per cent) (Table 9)  . The outpdt of c-  ..danded by 14  per cent i n  1966 
to reach 11.6 million  metric tons, of wnich about 263,000 metric tons 
were exported. The output of iron  ore amounted to 0.79 mjUion metric 
tons i n  1966 tc  regis ter  an annual ra te  of growth of 7 p r r  cent. Becmse 
of the shortage of r e f i n k g   f a c f l i t i e e  I n  the country, mst of t he  iron 
ore outpLt ban been exported in   r ece r t  y e a s .  In the  % m e  of tungsten, 
which occupies a large weight i n  Korean mining, the output has continuously 
declined i n  recent years due largely t o  the poor  reserve^ i n  tungsten 
mines, but export earnings from t h l s  product h v e  increased on account 
of higher prices t o  ab-ut $9.5 million i n  1966, Because of the absence 
of any ref ining  faci l i ty  8nd the existence of undzveloped  machinery and 
metallic  industrierr in the econory, there is almost no domestic demand f o r  
tungsten. The sharpest decline i n  1966, however, occurred in the production 
of salt (-41 p e r  cent) In the first eix monthe of 1967, the  over-all 
output of mining producto was 4 per cent more than i n  the Bame period of 
the previaw year. 

Total. power generation expanded by about 20 per  cent In 1946, although 
t h e  power-generating capacity has remained the erne i n  the last two yearci. 
Therefore, the Increase i n  the output of e lec t r ic i ty  i n  1966 w a ~  eolely 
due t o  the increase i n  the capuciLy u t i l i za t ion  from 48 per cent i n  3.265 t o  

I 
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Food 

Beverages 

Text l l e  s 

Tobacco 

Wood and cork 

Paper and paper 
products 

Printing and 
publishing 

Leather and Leather 
products 

Rubber products 

Chemicals 

Petroleum and coal 
products 

Glass, clay and 
stone products 

Basic metal 

Metal products 

Machinery 

Electrical machinery 

Transport equlpment 

Miscellaneous 

~ 0 8  79 

71 1 75 

70 

62 

103 

93 

69 

86 

84 

86 

48 

63 

93 

115 

97 

93 

62 

119 

100 

100 

100 

LOO 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

I90 

100 

LOO 

100 

124 

120 

111 

104 

133 

116 

123 

120 

101 

120 

124 

118 

119 

113 

102 

13 5 

161 

123 

Source: The Bank of Korea, Monthly S3a t i s t i ca l  Review, Seoui,Korea. 
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Table 9. Production of CoaS. and Selected MLnereLLs,' k962-Jue 1967 

Silver, refinedl (1,000 kg.) U.8 13.8 12,6 13.5 15.6 1.3 

Zinc concentrate 
(1,000 M/T) 

1.1 

1.6 

124.7 

Source: The Bank of &mea, Nonthly Statistical Review, Seoul, mrea. 

c 



58 per  cent In 1*. In the first five months of lS7, the capmity 
ut i l izat ion  ra te .  showed a continuow upward trend to xeach 69 per  cent in 
May, reflecting a sharp increase In demand for industrial power. Durlng 
January-Jus 1967,. t o t a l  power generation was about 20 .per cent  higher thaa 
In  the  corresponding  period of 1%. Duriag 1967 the production  capacity 
l e  t o  be increaeed from the 1g66 level of 769,000 kw. t o  1,007,000 h. 
Moreover, a8 the'second Five-Year Plan  anticipates  rapidly  increasing demand 
for, electric power, the Government plans t o  expand the..lnstalJ.ed power- . 

generating  capacity  further  to 2,816,000 kw. by 1971. 
e. Economic development plans 

A coupaxleon of actual achievements with major eelected  targets of' 
the m e t  Five-Year  Economic  Development Plan (1962-66) I s  pravided i n  
Table 10. The actual average annual growth in ONP of 8.3 per  cent was 
higher tl?sn projected In the Plan. MaJor factore  associated  with this 
higher rate of growth vere a larger growth in  agr icu l tura  output  than 
had been lanned.  hhnufacturing  output expanded a t  the planned rate.  
Outputs o t  such products as o i l  and cement in 1966 excee.dsd the- plmned. 
production  tar&et,s for the year ,  but the production of e lec t r ic  power, 
coal, qnd fer,tilizer . .  felL,. shor,t of, the targets. .. 

The actual  ratio of gross capital  formation to  GNP of 17 per  cent. .. 

for  the Plan period fe l l  short of the planned target of Rbout 23 per  cent. 
Likewise, ' the  actual  ratio of gross domeetic eavlng t o  GNP for  the  plan ' 

period was 6.3 per  cent 86 opposed to  the planned 9.2 per cent. However, 
both the investment and saving  ratio8  realized in 1566 were more or less 
In l ine  with the  Plan  projections  for  that year. In the external  sector, 
annual exports  rose strikingly t o  reach $250 milliou In 1966, exceeding 
the  target by 81 per  cent,  while  net  invieible  receipts and the inflow  .of 
foreign loans and capi ta l  were 99 per  cent and 83 per  cent,  respectively, 
of t h e  plauned targets, ,  

The Second  Five-Year  Economic  Development .Plan (1967-71) was originally 
drafted in July 1966 aqd  *approved by the  National Assembly in the la t tey  
p a r t  of t h a t  year (see SM/66/108, P a r t  11, pp. 12-15). The basic prior i t lee  
In the  Plan  included self-sufficiency In foodgrains, a rapld expaneion o f  
merchandise exports and promotion of Import eubstitution  lndustrlee 
including  petrochemicals, machinery and integrated  steel mills, An 
annu average ra te  of growth In GNP in rea l  terms of 7 per cent wa8 
planned for the rlau period, with  the agricultural  sector growing annually 
by an average rate  of 5 per  cent, the mining and manufacturing sector by 
11 per cent and the  rest of the economy by about 7 per  cent. The t o t a l  
planned investments for  the  plan  period amounted t o  W 980 billion, imply- 
an annual  average increase in Investment of  10 per  cent and an increase In 
the ra t io  of investment t o  GNP from 15 per  cent I n  1965 t o  20 per  cent in 
1971. Domestic saving we8 estimated t o  f inmce 62 per  cent of total  invest- 
ment, while  foreign  saving, which  would  amount t o  $1.4 bill ion, would 
account f o r  38 per cent of the  total  Investment. The domestic eaving 
estimates were based on the assumption t h a t  marginal propen6lty t o  aove 
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Table 10. Selected Economic Indicators: First Five-Year 
Development Plan Targets and Performance 

First Five-Year Plan 
Planned Targets Actuals 

(A) (a) 

1. Annual average rate of 
increase in GNP (1962-66) 7*1 (at 1961 mar - 8.3 (at 1965 mar- 117 

(Of which: manufacturing 
ket prices ket  pri Ces ) 

sector) 15 .O 15.0 100 

2. Total power generation (MI) 4,509 (planned year- 3,886 (1966) 
end 1966) 

Coal production (1,000 M/T 
O i l  refinery (1,000 barrel! 
Cement (1,000 M/T) 
Fertilizer (1,000 M/T) (Urea) 
Rice (1,000 suk) 
Industrial railroad con- 

Diesel engine imports 100 1362- 66 ii 1962-66 
Passenger car Imports 100 il.962-66j 115 (1969-661 
Freight car Imports 1, GOO 1962- 66 I ,471 1962- 66 
Urban telephone c l r c u t  

@ struction (~m) 271 1962-66) 

lines (1,000) 158 (1962- 66) .* 

86 

" 

3 ,  Exports, f.0.b. ($ Mn.) 181 
Imports, c . i , f .  it ~ n . )  146 

Inflow of foreign loans 
fnnslble recolpts, net ($ Mn.) 99 

and c a p i t a l  ($ Mn.)g 426 (1962- 66) 3 52 (1962- 66)  83 

4. Gross capital f ormation/GNP 
(In per c e n t )  75 

Gross domestic savlng/GNP 60 
Foreign savlng/GNP 77 

Source: Data provided by the Korean authoritles. 

Produced by Korea Or1 Corporation. 
Exdludes foreign off ic ia l .  grants-in-aid. 

3/ Gross domestic savlng/CNP and foreign saving/GNP do not add up t o  grose 
c a i i t a l  formation in per cent due to s t a t i s t i c a l  discrepancles (at 1965 con- 

e stant marlret prices) e 
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d.ispomab3.e income would amount to 30 per cent during the period, 
compmed with 23 per cent durlng 1963-65. Merchandise exports were 
proJected to Increase from @75 million In 1965 t o  $550 million In 19'71, 
an increase of 214 per cent, while merchandise imports were estimated to 
rise to $912 million in 1971. 31th the net invisible receipts estimRted 
at; $169 million for the last yeaz o f  the Plan period, this implied an 
increase in the deficit In the current account from $199 million in 1965 
to $243 million in 1971. 

In the l ight  of the favorable economic developments in 1965 and 1966, 
the Government expects to complete some of  the mafor targets Of t h e  Plan 
possib~y by mid-1970, l e e o 0  within three and a half years. Although the 
Second Five-Year Economic Development P l a n  Itself remias the basic frame 
of developwnt priorities, new projections have been made for the Plan 
period endlng 1971 (Table 11). Groee national product is now projected 
to grow at an -ual average rate of 10 per cent during the P l a n  period 
and consequently GIJP should be 50 per cent higher than In 1965 by the 
first half  of 1970 and be 83 per cent higher than i n  1.965 i n  the target 
year of 1971. The new proJection for total investment requirements amounts 
to W 1,430.3 b i l l i o n  for the five-year period t o  exceed the previous 
investment target by about lc6 per cent. Dmeatic saving in the new pro- 
jections was expected to account for 71 per cent of the tot81 Investment 
and to reach a total of W 1,009 b i l l i o n  durlng 1967-71. WltNn the external 
sector, merchandise exports for 1371 were estimated to reach $750 million 
instead nf $550 million, while merchandlee imports were t o  be $1,372 million 
or some 43 per cent higher than the O r i g i n e l  estimate for the last year of 
the Plan period. tlith net invisible receipts of $325 million prodected 
for 1971, the def ic i t  In the current account of the balance of payments w a s  
expected to total about $297 mill ion In 1971. 

Outlook for the Korean economy for 1967 and 1968 

Beginning from 1967, the Government adopted the concept of an Over-All 
Resources Budget (ORB) as an annual program designed to facilitate effective 
implementation of the Second Five-Yesr Economic Plan. The ORB w i l l  be 
formulated i n  advance of the year to which it is to apply atla w i l l  (1) analyze 
current economic conditions and trends, (2) establish supply and demand 
targets for mjor sectors and commodities for the Plan year, and ( 3 )  contain 
appropriate ecoaomic policy measures to achieve the tergets set forth, 

The ORB for 1967 envisaged a growth rate of 10.5 percent for 1967 t o  
reach 41 1,010 billion of gross national product at 1965 conatant market 
prices (see Table 12). 911s growth rate is higher than the original target 
rate envisaged In "he Second Five-Year Plan, In order to achieve the 
projected growth rate, major emphasis is  t o  be placed on the expaneion of 
exports, f u l l  util izatjon of both new and existing productive facilities, 
and a further expansion of social and economic overhead capital, such as 
transportation and comunicationa. 

More then 52 per cent of the projected increase in GNP in 1967 ia to 
be accomtcd for by t h e  increnae i n  exports o f  goods and Gerv3cea in that 
year, thereby Increasing the ratio o f  elrporte to ONP to  17 per cent In ls7 
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1. 

2. 

0 

34 

Table 11, Second Five-Year Development man (1967-71), Selected Targets 

( A t  165 constant market prices) 

Gross National Product (1971) (En. won) 
Agriculture, forestry and fishery 
Pdning and wmuf'acturing 314.2 382.8 
Social overhead and other services 458.2 659.2 

A n n u a l  Average Rate of Increase in GNP (Q367-71) 7.O 10. 0 

Rate of Increase in Fer Capita GNP (1S65-71) 31.3 60.5 
Soctor/Industry Target (1971) 

Total pwer-generating capacity (1,000 kw) 
C o a l  production (1,000 X/T) 
O i l  refinery (1,000 barrel) 
Cement (1,000 d/T) 
Fertilizer  (1,000 8/T) 
Prtssenger railway transportation 

(~b, passenGer/h) 
Freight transportation (AL ton/lun) 
National hightray (lun) 
Exports, f.O.bD (3 X& 
h F O r t S ,  C . i . f .  ($ I &  1 
Invisible receipts (4 i h  ) 

1,650 2,816 

35,094 56,100 
4,520 5,180 
374 374 

13,769 17,000 

lo,g15 13,218 
7,264 9,208 
5,849 

Gross Domestic SavlnGs/Total Inverstrnent 
(1967-71) (In per cen t )  61.5 70.6 

e Source: Data provided by the Korcan authorities. 



Table 12, 0Var-Al.l. Resources Budgets for 1967 and 1968- Il 
(In b i l l i o n s  of won; a t  ls5 market prices) 

1966 1967 1968 - " - 
Increase lncreaue- 

Amount Per cent Amount Per cent rate Amount Per cent rate 
(i-1 

Gross national product 913 82 100*0 1,009.77 100.0 10.5 1,110*75 1O3,O 104 O 

Consumption expenditure 801 75 07.8 867.86 85*9 0.2 939.83 

Goverrunent 84.76 9.3 102~68 lobi 21.1 115 21 
Private 716 . 99 78.5 765.18 75 . 8 6.7 823.62 

Exports of goods and 
services u7* 57 12*8 167.87 16*6 42 .a 198.20 

Imports of goods and 
services 204.65 22.4 254,20 25,l 24.2 290.53 

Statistical discrepancy -823 -0. 9 " " - 9  " 

84.6 8.3 

23.7 15.3 

17. 8 18.1 

26.1 lbb 3 
9- " 

I 

Source: Data provided by the Korean authorltles, 
Derived from the  monthly report on ecunomic trends made in June by the Economic Planning Board. z 

c3 
I4 
I4 
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froat 13 per cent Fn the previous yew. m t a  of goods and clewices are 
expected fo increaes by about 43 per cent t o  reach W 168 b i l l i o n  (et 1965 
canatant marRet prices) in 1967. Groae investment i e  expected to be 23 per 
cent of GNP in  1967, with 8 2  annual growth rate of about 10 per cent. lb 
finance 8 substantial p a r t  of the increase in domestic investment, domestic 
caving of W 142 bi l l ion  is expected for  1967. Net foreign saving i s  expected 
to be about W 86 bill ion,  a decline of about W 1 bi l l i on  from the 1966 level. 
AB a result, the   ra t io  of domstic saving t o  total inveetaent I s  to increeec 
from &bout 58 per cent i n  1966 to about 62 per cent i n  1967. Total con- 
sumption I s  t o  increase by 8 per cent in 1967, Government consumption I s  
expected t o  r i se  by around 21  per ten% &e primarily to increases In salaries 
of government employees, while private consumption is tb increase by 7 per 
cent in 1967. The marginal propeneity to consume is estimated at 0.69 fm 
1967 compared with 0.52 id 1966. 

T h  ORB for 1968 estimates that gross nationel  product in 1965 constant 
market price8 will increase by 10 per cent i n  1968. Total consumption i s  
prodected to Increase 8 per cent in 1968 at the same rate as in  1967, The 
Wginal propensity to consume for 1968 is P8t i1~%ted  a t  0.71. Gross inveet= 
a n t  is  expected t o  increase by 15 per cent in 1968 to reach f.J 263 bi l l ion .  
About 65 per cent of the  t o k L  investment is to be financed by domestic 
tlavlng, which 18 proJected to Increase by 20 per cent during the year. Tha 
rate of expusion in exports of goods an& services is estim8ted a t  18 per 
cent f o r  1968, compared wlth Q yro3ected increase; of about 43 per cent for  
1967. Imports of goods and services are expectad t o  hcreaee by 14 per 
cent in 1968, compared with 24 per cent i n  1967. 

2, lhployment, wages and labor productivity 

The rate of unemployment t o  economically active population declined 
s l ight ly  to 7.1 per cent in 1966 f rom 7.4 per cent a year before (see 
Appendix Table I). There WBI also a s l igh t  decline in the proportion of 
employment i n  agricultural, forestry and fishery eectors from 59 per cent 
i n  1965 t o  58 per cent i n  1966, reflecting an underlying  structural change 
in the economy. The proportions of employment i n  other sectors of the 
economy changed l i t t l e ,  except an increase  in the re lat ive size  of employ- 
ment in the government sector. 

Real wages i n  the mining and manufacturing sectors increased i n  1966 
sliEi;htly more and nominal wagee considerably mole than labor productivity. 
The rate of increase In labor productivity in the manui'acturlng sector was 
a modest 2.0 per cent as compared with an average rate of 8.8 per cent for 
the period 19624; i n  the mining jector the increase was only 1.6 per 
cent in 1966 as opposed tc an average  increase of about 4.3 per  cent i n  
the previous four years (see T&Le 13 ). Nominal wages increased in these 
sectors by about 16-17 per cent in 1966. Conoequantly, with the increase 
in  wholesale prices by about 8 per cent during the year, real wages in 
the mining and Iranufacturing eectore rose by about 8 per cent compaxed with 
an annual average decline of about 3 per cent for the previous four years. 
B8fore 1965, changes in mney wagee tended t o  la& behind the movemant o f  
prices for fairly long periods and real wages had declined even when labor 
productivity ro8e eignif icent ly.  



Table 13. Treads in Production and Labor Productivity i r  p i n g  and Manufscturlng Industries, 1$1-66 

(1$0 = loo) 

Growth Rate 
I 1965-66 

1g61  1962 1963 19@+ 1965 1966 (In per cent) 

2. Industrial production 
Mining 
Manufacturing 

3.bnthly earnings of production 
workers 

Mining 
Manufacturing 

4, Labor Productivity 

112.8 124.6 136.4 159.5  196.9 228.7 16.2 15 .L 
109.2 115.0 127.3 154.6 180.8 210.8 16,B 13.6 

1 

I 

1 

- a  

H 
Sources: The Bank of Korea, Monthly Statistical Review; Korean Productivity Center, Labor Productivity - Index, Seoul, Kbrea, El 



During 1966, wholesale prices rose by 8 per' cent compared with 7 per 
cent in 1965. There had been an annual average increase of 19 per cent 
during the 1962-65 period (see Table 14). 'holesale prices of grains rose 
by 10 per cent during 1966 compared with a dec l ine  of 3 per cent a year 
before, while wholesale prices of nongrsin commodities increaoed by 8 per 
cent in 1966 in contrast to an bcrease  of 9 per cent in 1965. tholeeale 
prices of some goods increased considerably more. For example, wholesale 
prices of machinery and machine parts ro8e by 15 per cent, fue l  and power 
by 12 per  cent, lumber by 9 per cent, fiber products by 9 per centb , 

' i i b l e  14. \d'hlholes;le and Condumr Prices, 1962-~une 1367 - 

Wholesale Price6 ( ~ % o = ~ o o )  Consumer Prices (1965=100) 
A l l  aom- Xmported All 

~ 

rnodlties Grain8 Other6 good6 cities Seoul 

1964 
December 

196 5 
March 
June 
September 
December 

1966 
March 
June 
September 
December 

1967 
January 
February 
March 
April 

Zune 

LOO 
U.1 

98 
100 
102 
100 

107 
u2 
115 
116 

116 

U P  
123 
124 
122 

118 

100 
132 
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Seoul C O ~ ~ U I I Y ? ~  prices Increased by 16 per cent dur- 1966 compared 
with 10 per cent in 1965. The Economic Planning W r d t s  newly conetructed 
consumer price index for a l l  cities showed an increase slightly lees tbaa 
that for Seoul c i t y  in 1966. The consumer prices of houeing rose by 10 
per cent (13 per cent in 1965), fuel and light by 28 per cent (7  per cent), 
other serviced by 19 per cent (19 per cent), Zood and beverages by 15 par 
cent  (5 per cent), and clothing bv 16 per cent (17 per cent I n  1965). m e  
price increase in food and beverages contributed about 46 per cent to the 
over-all rise in conaumer prices in 1966 as compared with 26 per cent in 
the preceding year. The contribution of the category of m e r  and Ltght to 
the over-all price change in 1966 was 9 per cent compared wlth 4 per cent 
in 1965, w h i l e  that of clothing in 1965 snd 1966 were 20 per cent and 13 
per cent, respectively. Public ut i l i ty  rate8, notably electricity, trans- 
portation and conrmunicationa, were raiaed in 1966 to lngwove the flrnnncial 
position of the respective enterprises. 

In the first half of 1967, WholeS8le prices increamed by 5 per cent 
compared with 8 per cent in the correepondlng period of 1966. Wholeaale 
prices of grains increased by 23 per cent compared w i t h  15 per cent in 
the same period of 1966, while wholesale prices of noagrala i t e m  rose 
2 per cent i n  1967 as opposed t o  7 per cent a year before. The gmater 
increase in the prices of grains w 8 8  largely attrlbute~le  fo a 27 per cent 
increase in the price of rice during the perlo&, while declines in the 
prices of fert i l izers ,  fiber and fiber products contributed to the emaller 
rate of lncreaee in other prices. Ihe recent price development8 ~eem to 
suggest that the lncome elasticity of demand for rice I s  high since people 
prefer rice to other cereals such as barley with Increaeing incomes. Vhols- 
Bale pricee of imported goode declined by 6 per cent in the first halt o f  
1967, compered with a decline of 0.2 per cent in the correeponding period 
of 1966, reflecting the effect o f  fur ther  import l iberal izat ion and the 
stable  foreign exchange rate, The Seoul consumer price index, estimated 
by the Economic Planning Board, increased about 4 per cent in the first 
half of 1967 compared w i t h  12 per cent in the corresponding period o f  1966. 

The principal measures used to check price increase6 are policies of 
financlal restmint, gradual liberalization of imports, ,and the improvement 
in domestic dlstributlon facil it ies.  In 1967, the Government plene to limit 
the rise i n  wholeeale prices within 7 per cent and in consumer prices within  
10 per cent. The Government also w i l l  use the price stabilieation Funds to 
moderate fluctuetlone In prices of etrateglc producte, such as loge, news= 
print paper, cement and cotton yarn. The Governmect l ifted its direct price 
cont ro l  on briquets in 1966, with only its control on wheat flour remaining. 



. 

(~fl per cent) 

19651June p7, and Retea of Contribution 
Categorlee 

1965 196’7 (June) 
Rate of contri= Rate of contri- Rate of Rat8 Of COnCri- 

Rete of bution to the Rate of bution to the change hation t o  the a 

chsrsge change c-e change change 

Total item 

Food and beverages 

EOU6 

Fuel and l ight  

Cloth- 

Other goode and 
servkces 

100 - 16.5 1oc - 4.2 - 

18.7 41 19.3 28 7.6 

Source: The Bank of Kcroe, Ko3thI.y Statistical Reviewt Seoul, Korea. 

1;! Changes from year-end t o  year-end, (Figure6 may not add up due t o  rounding.) 

I 

ro 
W 
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4@ - Finsnclal developments 

As in previous years,  a fairly compreheneive finaacisl stabilizatic@i 
program was in operation in lg66, providlng for Umita on the 0 v e r - U  
permiseibla increase in'moaey supply. Under the etaad-by W2'aWemsnt 
between Korea and the Fund, the stabilization program placed C O W 8  011 
the expansions of net  domsstic aeeets of the Ceatxcal Bank end 013 CeEbl- 
Pnnk credlt to the Government, coneistent with the deelrable order of InCrSme 
in money supply. 

Under the second stand-by arrangement between Korea and .A m d ,  
credit expansion was subject to two Unite aurin& the period froInMarch 22, 
1966 t o  March 21, 1967: (1) a ceiling of W 48.0 billion over net do~ra6tic 
assets of the Central Bank, and ( @ ) a ceiling of V 52.4 billion on CentZd 
Bank credit bo the  (3avernment up t o  November 1966, md'W k6.9 bi l i ion  for 
the remain- period of 'tba stand-by arrehgement. ceil ings ente i l sd  
a maw Increase lq the Ceatrsl. Fknkt6 net domstic oeseta of W 8.5 bill&= 
during 1966 arid by another W 1.0 bilLion in the remEdnlng period o f  f h S  
stand-by arrangement. Such an expeneian in primary liquidity, aloag with a 
moderate increase in foreign sesets end a rise in guasi-mmetary deposit8 
wae expected t o  generate a growth in money eupply o f  about 15 per c a t  duriner 
a period of I$ monthsr 

The Central Brsnkls net domestic asseta including fertilizer credit 
expanded in 1966 by only  W 1.7 b i l l i o n  and declined in the first three mantha 
of 1967, althcugh the rmney supply expanded by mre than 30 per cent during 
the period, due largely to the increase in foreign assets. As of Mmch 25, 
1967, the net domestic aaseta of  the Central Bank t o t a l e d  W 40.5 bi l l ion ,  
W 7.5 billion below the ceil ing of W 48.0 bi l l ion  provided for under the 
1966 stand-by arrangement, The ceil ing on the credit to the Government w a ~  : 
also obeerved with the exception of e marginal excess for a few &ye In the 
second half of 1966. As of March 25, 1967, It amounted to W 46.6 bil l ion,  
slightly below the ceiling aUowed under the stand-by arrangement. 

Xorca entsrzd h t o  a third stand-by arrangement for the period of one 
year fsom March 22, 1967. I~I light of the experience of 1966; a ceiling 
has been s e t  on tiie growth of to ta l  primary liquidity defined as the total 
net domestic and net foreign aeeets of the Central Ear&, The obJsctive was 
thereby to limit the growth io money supply to 15 per cent during the stand-by 
period. " 6  cellifig allms through December 1967 an incream in primary 
liquidity of' f.t L L i O  b i l l i o n  over the level outetanding a t  the end of 1966 
of W 80.1 bi l l ion ,  and 8 further increafis of W 2.0 bi l l i on  for the remaining 
period of the stend-by arrangement. In 8drUtioa, a ceiling l e  placed on tot81  
Central Bank credit t o  the Government, and t h i e  is set  kt W 52.9 bi l l i on  at 
the end of 1.967 and at W 46.9 b i l l i o n  for the remaining period of the atand-by 
arxangement. 

1 
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Developments under bhe overmall f l nanc la l   s t ab i l i za t ion  program are 
summarized I n  Table 16, hmey supply increaEed by 22 per   cen t   in  1966. 
This monetary expanbion ww asaun,lated with a much larger   generat ion of 
l i q a i d i t y  from the externsJ m c t o r  than had been expected a t  the  beginning 
of the year, a rise i n  back credit t o  the pr iva te   sec tor  of 44 per  cent, 
and a r i s e  in f e r t i l i z e r  credi t .  Quasi-monetary  deposits, however, rose 
by about 116 per  cent following the sharp upward adjustment I n  deposit 
in te reEt  rates in September 1965, and fiscal operatlons reg is te red  EL cash 
surplus of W 2.6 billion. The rise i n  quasi-monetary  de2osits was much 
l a rge r  than expected a t  the  beginnlng of the year, but the f i s c a l  surplus 
f e l l  considerably short  of the proJected amount of !J 5.3 billion. This 
occurred princl2ally because counterpart  fund receipts lagged behind 
schedule and because government purchases of 1 3 m e ~  and fall  grain produced 
an unplanned de f i c i t  of W 3.1 billion In the Graili Euiagemeni Speclai ACCoLlnt. 
Net credi t  t o  l oca l  governments also Increased by IJ 1.2 b i l l i o n c  The 
increase in quasi-monetary  deposits of W 55 b i l U o n  during 1966 exceeded 
the rise i n  bank credit  to the private sec tor  of 11 32 billion during the  
year, anc! net c red i t  t o  this sector  declined by tl 23 billion from the level 
outstanding at the end of 1965. The increase in fe r t i l i zer  credit  of 
W 6*7 b i l l l o n  in 1964 included W 5.3 billion which the  NACF borrowed from 
the Central Eank to repay i t s  liabilities t o  the Counterpart Fund account 
(see Chart 2) .  

l'he large generation of liquidity from the  external s ide  was related 
to the increased receipts of foreign exchange on current and capit& 8CCOUIl tS  
of the balance of  payments. The expancioaary impact of the  foreign sector 
on the money supply was 'I! 31.6 b i l l ion  i n  1966. At; the end of 1966, the 
monetary cystem's foreign assets i n  terms of won were 6 l igh t ly  larger than 
the outstanding money sucply, A t  t he  end of 1965 they had been equivalent 
t o  about 73 p e r  cent of t h e  outstanding money supply. 

Curing the first eight months of 1967, t h e  money supply rose by 
W 10*2 b l l l i u n  to register an increase of nearly 15 per  cent  over the 
l e v e l  a t  the en6 of 1966, as compared w i  th_ c-", i x i - & b @ 5  03; IU per cent  
i n  t h e  _CEZCC ~ ; e ~ i u i r  01 the previoL,s  year. The ne% c r e d l t   t o  the f i s c a l  Sector 
remained the same a t  \ I  14.4 billion during the period, while the  fertilizer 
sector added PI 2.9 b i l l i m  t o  the money supply due primarily t o  a seasonal 
FnCreaSe Jn f e r t i l i z e r  credit. The foreign sector again played a maJor role 
i n  exyanding the money supply by addiag W 1L4 billlon during the f-Lrst 
e igh t  months of 1967, These Increases in money supply, however, were 
par t ly  offset  by the net c r e d i t  posl t ion of the prlvate  sector.  p r lva te  
credi t  expanded during the  period by W 58.7 bi l l ion ,  an increase of 57 p e r  

T 



Table 1.6, Eactors Affecting Mngr Suppw, 1964 - A w t  1967g 

1366 1367 
1st 2nd August 3rd 4 t h  1st 2nd August 

June) June) 
1964 196) l%G qtr qtr (Change over qtr qtr qlr qtr (Change over 

-21 4 -55 0 

A +  3 412 3 t3 5 t1g 2 t24 2 +le, 2 
T T  7 5 3  +1-6 + 2 $  -50 4-2 5 

4-5 9 4-11 0 +3,7 t.15 3 t.27 1. 416 3 
+0,2 +0.5 -1 8 +1 4 42 1 -0 6 

- 

-13 0 

t1,6 

Source Data providcd by t h e  Kmcan authol LtLes, 

- 1/ Chnngrs cluing each perlod Tptd l  c.hangcs t m y  not add U ~ I  t o  changes III money supply due t o  rounding. 
3 [let d f  cash halnncc held by PtACr fe r t i l l ze l  accoullt, 
3~ Includes savings of g o v s ~  mcnt corporations. 

I 

1 '  
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cent as compared with an increase of 32 p e r  cent in the same period of 1966, 
but this wtrs more than off s e t  by an increase of W 62.8 b i l l i on  i n  tune and 
swings deposits,  resulting in a W 4.1 billion contract ion  in  money supply. 

b. Government finance 

(1) mdge tary performance i n  1966 - 
The administrative  budget of the CeKtral Government consists 

of t h e  "general budget" and the  "special  accounts . 'I The former refers 
mostly t o  the transactions of t he  Government performing tradit ional  public 
functions, while the l a t t e r   r e f e r s   t o  the transactlons of the public 
agencies producing and se l l ing  goods and servlces generally on a commercial 
bafiis. Major accounts included in  the  category of specis1  accounts are: 
railways, communications, tobacco  and ginseng monopoly, g r a i n  management, 
anu office supplies, 

A s  shcwn i n  Table l7$ the original 1966 general budget passed by tke 
National Assembly In December 1965 provjded for expenditures of W 121.9 
bil l ion,  a11 increase of 29 per cent over  that  of 1965, an6 the consolidated 
t o t a l  budget including special accounls totaled $1 208.9 bi l l ion.  The 
original budget was expected t o  generate a surplus of W 1.3 billion i n  
the general budge'c but, a deficit, of 11 2.4 b i l l i on  i n  special accounts, 
thereby resulting In a consolidated d e f i c i t  of W 1.1 billion for f i s c a l  
year 1966. However, the National Assembly Fsssed two suppleuentary budgets 
i n  A p r i l  and i n  October, primarily t o  provide f o r  ~nc reases  in economlc 
development expenditures  necessary for the completion of the f irst  Five- 
Year Plan. The f ina l  revision  brought the sixe of the general budget t o  
t l  142.6 bi l l ion,  an Increase of 41 per cent mer the actual leve l  of  1965, 
and o f  17 per cent over the original 1966 budget. A s  a result, the   ra t io  
of t h e  budget, t o  GNP rose from 1-2 per cent in 1965 t o  14 per  cent  in 1966. 

!llth the second supplementary budget, economlc development  expcndi- 
tures came to 'I/ 41.4 bill ion,  an mcrease of 93 per cent over the  actual 
1965 Level, while ordinary and  nat ional  defense expendlturcs  totaled 
\ I  59.4 b i l l i o n  and V 110.5 billion, rcspectively, recording  increases of 
46 pe r  ceut and 35 per cent, respectively, over %he actrlal  levels of 196.5. 

On the revenue side, the  final ad mini st rat^ ve budget f o r  1966 provided 
for t ax  reyenues of : I  63.2 b i l l i o n ,  a Gem of  52 per cent  over the  previous 
year Is level, and i n  e i ld i t i on  bubdtant la l  increases in monopoly p r o f i t s ,  
t r u s t  fnndc and interest  reve-n-ues, and other nontrzx revenups. The ratlo 
of  t a x  revenues t o  CNP i n  current prlcch was t o  imrease from 7 per cent 
in 1965 to 9 per cent i n  1966. Xn i t s  final form, the 1966 admlnistrative 
budget was expccTed t o  11dve a ~ ~ " r p ? u s  of tl l,3 b j l l l o n  i n  the  general 
budget but a d e f ~ c i t  of ',I 14.9 billion in the special accounts, thereby 
having a net d e f i c i t  of TI/ 13.6 billion in the consolidfiled budget, of 
which bl 8.9 b l l l i o n  was to be fjnanred hy foreign bolrow-lng. 



lhble 17, Summary of National Government Budgets, Fiscal years 1963-68L/ 

(In b i l l i o n s  of won) 

FY 1966 Approved Approved Proposed 
1963 1964 1965 1966 Original Revised FY 196731 m FY 1968 

General Budget 
Receipts (a + b) 69.8 
1. Taxes 31.1 
2. Monopoly p r c f l t s  4.6 
3. Other revenue 7.8 

tt. Total revenue 
(i+2+3) 43 *5  

b . Counterpart funds 26 . 3 
Expendl ture (l+2+3) 7147 

1 Ordinary 30.7 
2 . XefenseY 20.5 

(150.0) 
3 . Economlc development 20.5 

Surplds (-1 ) or d e f i c i t  ( - )  -1 .g 

Surplus  { +)  or  DefLclL ( - )  -0.4 

Cef1cit ( - )  -2.3 

1\11 Other Specla1 Accounts 

Cunsollddted Surplus (t) o r  

Financed by: 
Cash balance (Increase ( -  ) or 

Counterpart fund balance 
Borrowing from t h e  Nnlc o€ 

Korea (increase (+)  or 
decrease ( - ) ) 0,s 

Net sales of bonas 1.0 
Eorrowlng from abroad 2 b o  

decrcuse ( 1 ) ) -2b7 

144.2 
87.6 

7.5 
18.3 

163 7 
107 . 1 

9.0 
21.5 

221 . 5 
159 4 
14.8 
25.2 

101.3 
54.7 
3.6 
9.5 

121.9 
66.2 

7.5 
17.3  

4Td1 
2 1.2 
74.2 
33.7 

1.99 * 4 

221 . 5 
107.1 
60.3 

22.1 
91 e o  

30.9 
120.6 
52.6 
38.5 
(24.5) 
29 .5 
11.3 

16.7 
12.1 

-1.4 -10.0 -7*4 

t-7.8 -7*4 -1.1 -5 *!J -1.1 

-3 -9 -4.3 -1.0 

H 
H 

3.4 
-1.3 
7.5 

5.4 

0.6 
-1.0 

0.1 
-1.1 
7 * 4  

Source: Lata provided by t h e  Korean authorltles. 
1/ Fiscal e a r  corresponds to c lendar year, however, accounts for  any one year are closed toward the end of 

JaFary of t i e  iollowlng year, - 29 Figures In brackets relate t o  port ion flilanced by counterpart funds, 
I 3/ Firs#upplementary budget * 
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a The actual. performance of the  1966 adminis t ra t ive  budget L/ ehows t h A t  
almost all planned expenditures in the general budget were made during t h e  
budget period, while ac tua l  rece ip ta  i n  the geneyd budget lncreaeed more 
than ant ic ipated.  As a result, t he  general  budget yielded a surplus of 
about W 4,5 billion. Expenditures i n  the special account8 f e l l   s h o r t  Of 
the expected arrount, due l a r g e l y  t o  d o w e r  importa o f  the prc;perty claims 
Iund irom Japan. Recelpts of the special accounts, in s p i t e  of W 7.5 
billion of borrowing from abroad, W 3.6 b i l l i on  of bol*rowing from the 
Bank of Korea, and revenue increases i n  t h e  monopoly special. account, f e u  
shor t  of the ant ic ipa ted  amout ,  t o  generate  a def i c i t  of around W 10.0 
bl l l ton .  A 6  a result, t h e  actud. amount, of the ccneolidated budget def i c i t  
came t o  about W 5.5 billion, 

Cash operations of t h e  consolidstcd government  budget, which bear a 
more direct l i n k  w i t h  t h e  O V ~ T - R ' ~  -Ilnrmr,ial s t a b d i z a t i o n  program, are 
Blunmn.rized in Teble 18 for t!w 1,eriod 19Ch-6'7. The table shows that cash 
operationfi i n  1366 genemtecl EL s u r p l u s  0; W 6.4 1,:3_1,ion compared with W 2.0 
b i l l i o n  in 1955 m d  t k t  this r e c u l l 2  frcm a a u r p ~ v s  in the general budget 
and a net  pos i t i ve  bcdancc in spec l s l  accounts including external borrowing, 
Cash r e c e i p t s  02 gcficral account d u  -!.ne 1966 tota.l.t>d W 138.2 b i l l i o n ,  a gain 
of 46 per cent ovor the 1965 level, due largely t o  s lgni i lcant  hcreeeee in 
tax rdvemes, cudtom dkties ucc; monopoly yrof i ta .  Cz;b expenditures roBe 
by 50 per cent  i n  1566. The rronetnry im2act of the caoh surplua i n  the 
budget aDpeared In the S o m  of a decline i n  the ( y n t r n l  Rank's credi t  to 

Government by W 4,O b i l l i o n .  
* the  Government by abcut W 2.4 billio:1 and increases in cssh balances of the 



Table 18 . Cash Transactions of t h e  Consalldated Natxonal. 
Government Budget, 1964-J~m 196721 

(In b l l l l o n s  of won) 

" 

1964 1965 1966 1966 1367 
January-June 

General Budgot 
Receipts 74 - 1 ~  

Internal  taxes rn 
Customs duties 8 *4 
Noncjpoly 4 -5 
Counterpart lunds 27 62 
Others 6.8 

Expendltur es 71.0 
Ordmary 3mi 
Defense 24.1 
Investment and loans 15.3 
surplus (+) or 

def l c l t  (-) +2.6 

Speclal Accounts, Net 0.4 
Gram management n 
Monopoly enterprlse -0.1 
Railway and c omnunlcat lons -0.1 
Others 0.1 

Carry-over and A'onbudgetary 
Accounts, Net -0.5 

" 

Consolidated Surplus (+) 
or Defxl t  (-) +2 *5  
Overdraft, increase(+) +1.7 
Cash balance, increase (-) 4 . 2  
Industrlal bonds " 

Financed by: 7 

61.2 m 
8.0 
3 . 7  

1 7  *3 
6.1 

55.3 rn 
17 a 3  
12.2 

+5.3 

+1.4 
X I  
0.1 

0.7 
0-7 

+o .4 - 
+7*1 - 
-3 .O 
-Ir .1 
" 

73 *2 rn 
20.6 
14.6 

-0.1 e 
+? .6 
37 
-0.3 
-0.8 
3 0  

-6.2 - 
+1.3 - 
-0.5 
-0.8 
-I 

Source: Data prcmded by the Korean autborl t les .  

- 1/ Forelgn loans are mcluded In both secelpts dnd expondltures. 
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On the expenditure dde, the 1967 general budget allowe considerable 
I 

Increases in all expendiares cRtegorles except those for  economic develop- 
ment. As compared with bhe 1966 budget eetimates, ordinary apd nationd 
defense  expenditures are expected to increase by 32 per cent and 19 per 
cent, reapectively, reflecting mainly increases in salaries of government 
employees (by 23 per cent). The amount cf economic development expenditures 
in the general budget is expected t o  reach W 37.1 b i l l i o n  du rug  1967, 8 
decline of W 3.6 b i l l i o n  from the actual. 1966 level, but aucb expenditures 
a l l oca ted  in opecid.  accounte t o t a l  W 31-1 bffllon, a gain of W 2.4 bi l l i on .  
Total development expenditwee w i l l  therefore amount to W 68.2 bi l l ion  In 
1967, a8 compared with W 69,4 t l U i o n  in 1966 (Table 19). 

Tab le l9 .  National Goverrment Development Expenditures, 
Fiscal Years 1962-67 

( I n  b i l l i o n s  of won) 

Source of funds 
General goverrment sector 23.9 20,5 16.7 21.4 40.7 37.1 
A l l  other specla1 accounts 3.3 6.8 7.0 8.1 28.7 31.1 

Total 27,2 27.3 23.7 29.5 69.4: 

Source: Data provldcd by the Koreun authorltles. 

Includes W 5.5 b l l l l o n  ~n lgGG and W 6 , O  b l l l l o n  In 1567, for 
education. 



- 32 - PART I1 

The pattern of developmeat expenchtures shown I n  Table 19 reveals 
that t h e  development of tertiary industry is given added emphasis in 
1967 w i t h  a view to accelerating the expansion of t ransportat ion and 
comunicatioas faci l i t ies .  About 58 per cent of the  total development 
expenditures i n  t he  budget are allccated to t e r t i a ry  i n d w t r y  a6 compared 
with 51 per cent i n  1966. The share6 of primary and secondary indusWie6 
are 24 per cent and 18 per cent in 1967, w h i l e  they were 28 per cent and 
22 per cent, respectively, in 1966. 

On t h e  revenue s i d e ,  tax receipts in  the 1967 budget amount to 
W 107.1 bi l l i on ,  accounting for 65 per cent of the t o k d  budgetary 
revenueB for the year (Table 20). mi6 m o u n t  of tax receipts reflects 
an increase of W 19.5 b i l l i o n  or 22 per cent  aver the collectione in 
the previous year. Thin increase ie to be brought abmt through improvement 
i n  tax collections,  expansion in Lhe tax base End effective prevention of 
t t E X  evasion. In view of further import liberalization to be carried o u t  
during 1967, reve~uee f rom customs dutiez are expected to increaae consider- 
ably. Aawever, counterpart fund receipt8 are expected to decline by 
w 4.6 b i l l i o n  Prom the previous level of W 30.7 billion, A6 kt r e a d t ,  
the share of domestic revenue8 in the budget would rlae to 84 per cent 
in 1967, compared with 79 per cent in 1966. The ra*,io of t o t a l  tpx revenues, 
i n c h d i n s  monopoly profits And l o c c l  government taxes, to GNP was 10.7 per 
cent In 1966 cmpared with 0,7 per cent a yea: ber’ora, l ’hie ratio 1s 
expeetee to remain at about t he  505118 rate in 1967. 

Cash operatious of t he  consolidated government budget reaLieed a 
surplus of W 1 . 3  billion In the first half of 1967, as compared with a 
Surplus of h 7.1 b i l l i o n  in the same period of t h e  previous year. Cash 
operations of the general budget, real ized a deficit of  W 0.1 b i l l i on ,  
compared with a surplus of w 5.3 b i l l i o n  in t h e   f i r o t  half of 1966, due 
primarily to an increase i n  ordjnary expenditures of the GOn?rnment and 
rece ip ts  of the Counterpart Fund Acccunt lagging behind the scheduled 
amount. Operattons of the epecial accounts, on the other  hand, produced 
a 6urplu.- of W 7.6 billion In the first s l x  months of‘ 1967 (a surplus 
of‘ W 1.4 b i l l i o n  in the same period of 1966), reflecting largely increases 
in rece ip ts  from the sale of rice by the Grain Management Special Accouat, 
but t h ~ b  was offsct  by a d e f i c l t  of W 6.2 b i l l i o n  of carry-over and non= 
budgetmy expendltures. These carry-over experd,tures are u s u a l l y  made 
in t he  f L r G %  half  of a year w-lbhout; having matching carry-over revenues. 
In addition, unumaally large outlays had been made in 1967 by non- 
budgetary accounts, e . g . ,  by locti l  authorities and public en t i t l ee  not 
covered by t h e  ndt inneJ  g{)ve~turzut, budget, drawing temporal ily on central 
government  resource^ . AG the non’tu~rlge tary a r c m n t n  receipts increase in 
the second half., these drawings are expec: tcd to be lefunded, 
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Table 20,  Major Compcnentc of Genprsl Budget Receripts, 

Fiscal Yeare 1962-67l/ 
(In b ~ U I o a 6  of won) 

1962 1963 1964 1965 1966 1967?f 
(Approved) 

2. Indirect taxes 
Comodity 
Bmineas 
Liquor 
P a v e 1  
P e t r o l e m  products 
Other internal 
C u s t o ~ s  

3. Total taxes (1+2) 

4. Monopoly pro f i t8  

46.1 
12.6 
10.4 
8.1 
3.9 
4.9 
6.2 
18.4 

5.  Other aontax revenceo 9 13.4 7.8 7.1 9.5 18.3 21.5 

6. Tota l   recc ip ts  (3.4.1-5) 45.6 43.5 49.1 67.8 113.4 137.6 

Source: Data provided by the Korean autlrrorlties. 

rl/ Excludes counterpart  f'uad recei2ta. 
2J w r e t  e.ugl l e m a  ,ary budget 

Includes mainly t ronsfere  from government-owned enterpr i ses ,  pub3 ic 
Echool fees, property saleu, tru& f t t ?d  income and loan rep&yJnents R8aCC.- 
iated with the  paat  f i sca l  lending fulldo. 
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After establbhing noma1 diplomatic relations with Japan i n  1965, the 
Property Claims W d  Special Account was established within the government 
budget for the  f i r e t  time In March 1966 t o  ensure the most effective u6e 
of such funds (s~/66/108, Part 11, PPe 27-29). This special account has 
two components: a local currency collection account for ealea of goods 
imported with property clajme funda, and a loan repayment account for loan 
reFaymeate by those importing capital goods with o f f i c i a l  credits. In 
1966, a c t u a l  revenues of the former amounted to W 5.39 bi l l ion,  while those 
t o  the lat ter totaled about W 28 mill ion* A c t u a l  expenditures of the 
Account reached W 4.99 billion, all. for economic development, thus reeulting 
in a surplus of about W 0.43 b i l l i o n  i n  1966. The bulk of economic develop- 
ment outlaye under t h e  program went t o  the agriculture and fishery s e c t o r s  
an2. t o  small and mediun: hdue$rieR. In the  approved 1967 budget, won 
couec t ion  and loan repayment revenue8 a r e  expected t o  reach about W 8.2 
b i l l i o n  and W 487 million, re6p@CtiVely, while expenditures, exactly matching 
the revenues, will t o t a l  w 8,69 b i u i o n ,  

For many yeara the Government haa been conducting procurement and 
e a h s  of foodgrains through ite Grain Management Spec ia l  Account, par t ly  
to secure foodgrains f o r  military forces, priaonera and some government 
inetitutions and par t ly  to minimize seasonal fluctuation6 of foodgrain 
prlCe8. The amount of foodgrain procurud for the fumer ha6 been relatively 
stable for the paat f ive years, whereas that for the lstter has ehom erratic 
changer; i n  responee t o  the condittons of crops. In 1966, domestic procurement 
of foodgrains t o b a l e d  499,000 metric ton& includiug 238,000 n e t r i c  tone of 
r i c e  and 201,OCO Letric tons of  other cereale, while foodgrain Imports 
smounted to SJ,OCO metric tons. Of the t o t a l  pracurcment, about 225,000 
metric tons were uGed during the year f o r  the purpose c?f price 8babiliZatiOL 
In Contraot ,  in 1465 the t o t a l  amount of foodgrains domeet i ca~y  procured 
ard Import,ed by the Government; had amounted t o  336,000 metric t o m  and 
131,000 metric tons, respect ively,  I n  these operations, the price applied 
to grain procurement waa baeed on estitmLes of the C o G t  of farm production, 
while the  sale price or" gcverruuent-held grains was on the basis of procurement 
price plus l n c j d e r r t d  C O S ~ B .  However, some d e f i c i t s  have occurred i n  cash 
operatlcns of t h e  Grain Managenent Special  Account of the budget i n  the past, 
partly because the incidental  expenaes were not  f u l l y  covered in the s a l e  
pr ice  and p a r t l y  because part of procured foodgra;r,s remained in inventories. 
In 1966, Cabh operations of t h i s  special. account produced a deficit  of 
W 3.1  b i l l i o n ,  

In t h e  aFproved budget fo r  1967, the Gratn Mnrmgemeat Accourt Rhows 
a balanced position. However, i n  the first h a l f  of 1967, the GMSA real ized 
a cash surpluo of W 5.7 b i l l i o n ,  due primarily to the oales of rice i n  
April to the public in an amuunt of W 6.4 billjon for bhe p r p o b e  of 
s t a b i l i z i n g  the r i ce  price,  The Accouut, however, ifl sxpected to produce 
a defl-it i n  an order of W 9.'7 b113ion during the seconc half  of the year 
In which purcbabes of Burner and f a l l  foodgrains are to be made with increased 
purchme p r i ces  (rice price by 7 per cent and bar,ley pyice by 8.3 per cent), 
Yhe Government iutendb to seek additional revenues to adjust the def ic i t  of 
the Account i n  a necond suL,pXementary budget Lo be submitted t o  the  National 
Assembly. 
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In  connection  with  approval of the budget f o r  1967, the National 
Assembly authorized  the  establiehment of two p r i c e   s t a b i l i z a t i o n  funds, 
One, i n  an amount of W 6 b i l l i on ,  is t o  supplement the operations of 
the Grain Management Special Account and of the  NACF in smoothening 
seaeonal  f luctuations in pr ices  of agricultural   products,  The other, i n  
an amount of W 5 b i l l i on ,  is t o  help s t~ ib i l ize  the   p r ices  of eone X2 hey 
dmnestic and imported  commodities,  including  cotton yarn, building 
materials, and  petroleum  products, No budgetary  appropriations were made 
for  these two funde,  Rather,  their  operations were envisaged t o  be financed 
from realized  revenue eurplues  in other  accounts and, within the framework 
of t h e   s t a b i l i z a t i o n  program, by Central  Bank overdraftti, During the second 
half of 1967, the  Agricultural. Pr ices   S tab i l iza t ion  m d ,  t he  size of which 
is t o  be r a i e e d   t o  W 20.0 billion within five yeare, is expected t o  finance 
addi t ional  government purchases of bar ley  In an amount of W 2.7 b i l l i o n  
and the  required  expenditure, if necessary, w i l l  be met by bor,*owings from 
the  Baals of Korea, As for the  General Price S tab i l i ze t ion  Fund, the  out-  
standing borrowinge of the Fund frcm the  Eank of Korea amounted t o  W 803 
mL1Xion as of the  middle part of July 1967. The commodities purchased under 
the program were cement, neWSp;int, wood and lumber. The borrowing ie t o  
be repaid by t h e  end of 1967, 

Jn addition t o  these funds, the Nat ioml  Assenbly also passed a b i l l  
in March 1967 authorizing t he  establishment of a Foreign Exchange Equalizetion 9 3bnd designed to   r egu la t e   t he  amount of l iqu id i ty   genera ted  o r  contracted in 
the   ex te rna l   sec tor  of t he  economy, No appropriation wae made for the FLnd 
in -Lhe approved 1967 budget. 

The general budget f o r  f i s c a l  year 3 968, as propoeed t o  t h e  NaGional 
Assembly i n  the   ea r ly   pa r t  of September 1967, balances  expenditure8 and 
revenues a t  \d 221.5 billion, representing an increabe of W 57.8 b i l l i o n  cr 
35 per cent over the current  1967 budget level. Economic development 
expenditures Ln the  proposed budget f o r  1968 amount t o  W 54.1 b i l l i o n ,  an 
increase of  46 per cent  over  the leve l  of the 1967 budget, while nat ional  
defense o u t l t ~ ~ s  w i l l  t o t a l  W 60.3 billion t o  register  an  increafie of W 32.3 
b i l l i o n  or 26 per cent  over 1967, Ordinary expenditures of the Gcverment 
will t o t a l  W 107.1 b i l l i o n   t o  reflect  an increase of W 28.5 billion or  36 per 
cent over the level  of the   cu r ren t  year, of which about W 9.4 billion or 
33 p e r  cent w i l l  represent, increases In salaries by 30 per cent of all 
government  employees. 

On the revenue side, interucKL taxes will amount t o  W 128.0 b i l l i on ,  
an increase of W 39.3 b i l l i o n  o r  44 per  cent over the amount f o r  1967. About 
W 7 b i l l i o n  of the  increase i n  in t e rna l  tax rewnues is  e x p c t e d  t o  come from 
the  planned introduction of the  n w  tax reformo Morlopoly p ro f l t s  of the 
Government w i l l  t o t a l  W 14.8 b i l l i o n  i n  1968 compared with W 9.0 b i l l i o n  for 
1967, while t a r j f f  revenues, t o t a l i n g  about W 3X,4 billjon, a r e  expected t o  
increase by about 70 per cent  in 1968 due t o  the plenued reform of t he  existing 
t a r i f f  s t ruc tu re  aad t o  expected increases i n  import8 as a result of import 
Liberalization. By contraet ,  the counterpart  fund will decl ine in 1960 to 
W 22.1. b i l l i o n ,  a decline of about 15 per cent from the l eve l  of 1.967, t o  
terlclce the  proportion of budgetary txvenuee from foreign 8ources t o  IO per 
cent  i n  1968 from the present level of 16 per cent. 
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No budget  data  are ava i lab le  at this time on the spec ia l  accounts, 
except t h a t  t h e  budget for these accounts wtll t o t a l  about W 146.3 billion 
to r e f l e c t  an increase of about 27 per cent from the 1967 l e v e l ,  and Will 
be balanced taking account of the foreign a i d  received by same a c C O U t S .  

BLabetary r e c e i p t s  and expenditures for 1967 and earlier years i n  
r e l a t i o n  to estimated GNP are presented in Table 21. The ratio of re- 
ce lp t s  t o  GNP reached a peak in 1962 and declined thereafter, reaching 
7.0 per  cent in 1964, t h e  lowest  fn recent years. It I s  expected to 
reach 11.3 per cent in 1967 compared with 11.0 per cent In 1966, 

(3 )  National government debt 

G r O S E  i n t e r n a l  debt of the nat iona l  Government declined by 
tJ  3.8 b i l l i o n  i n  1966, whereas external debt rose by 7.3 b i l l i o n  in the 
same year (Table 22). As of the end of May 1967, Internal debt, however, 
increased from the 1966 l eve l  by I-/ 2.4 b i l l i o n  to reach a total of W 48.9 
b i l l i o n .  External debt in the  same period reached W 72.3 b i l l i o n  to in- 
crease by W 6.5 billion. The r a t i o  of the national government's gross 
internal debt to GNP was about 5 per cent i n  1966, as compared with 6 per 
cent in the previous year. 

c . Bank f inance  

(1) Credit  po l icy  and developments 2__ 

14onetary and c r e d i t  pol icy during 1966 and in the early part 
of 1967 was largely  dictated by the   necess i ty  ci' absorbing  r istng l iqLjdity 
generated by the ex terna l  secLor of the economy. For this purpose, the 
monetary authorltles issued Central Rank bonds, raised reserve  requirements 
aga ins t  bank deposits, ancl established a Currency Stabilization Account wtth 
the Central Bank. Marginal reberve  requirements aga lns t  t h e  bank deposits 
Of ccmmercial banks were in e f f e c t  between September I, 1966 and March 31, 
1967, and the Currency S t a b i l i z a t i o n  Account was esCYablished in the  Central  
Bank on March 1, 1967. Notwithstanding these measures of restraiot, domes- 
tic bank c rcd l t  increased by 44 per  cent during 1966, extended mobtly LO 
export and other  preferred Indus t r ies  at  ?referential in te res t  rates. The 
Goverrment also approved t h e  recourse by preferred industries to foreign 
sources for working c a p l a l .  These policies contrxbuted bo the l a rge  
growth i n  liquidity by f ac l l l t a t iLg  an inflow of short-term funds from 
abroad, whlle a t  t h e  same time mi t iga t ing  t h e  restraining effect of high 
ordmary bank lending rates on the demand €or ban!r cred i t ,  

After t h e  revision of the Interest Rate Restriction Act on September 14, 
1965, the interest structure remd~ned the  same w A t h  only some minor changes 
bemg made i n  1566 ancl r n  the first half of 1967 (Appendix Table 11) 
Frrst, e f fec t ive  February 1, 1966, the i n t e r e s t  rate on commercial bank 
GVerdraft8 was raised t o  28 per cent  a year frcm the previous l eve l  of 
26 per cent.  Second, e f f e c t i v e  March 13, 1967, the Centre1 Dank's rate 
on loans f o r  promoting export iudubtries vas lQtrered frcm the  previods 



3 Experditures 2J RecciptoJ Counterpart Funds 
Money Rzcio to Ratio t o  Ratio to 
GNP- h O W l t  GNI? Amount GNP Amount GNP 

28.9 

28.5 

45.6 

43.5 

49.1 

67.8 

113 . 4 

137 6 

16.7 13.6 

18,8 22.3 

23.5 28.7 
* 

14.7 26. 3 

10.6 27.2 

l l .4  33.5 

13.9 27 .1 

5.5 

7.5 

8.2 

5.4 

3.9 

4.2 

3.0 

2 b 2  

I 

w 
4 
I 

Source: Date. provlded by t h e  Korean authorities. 

Excludee cow"berpart Eund recelp-ke . 
Excludes mall daunt of debt redemption. 
GNP data represent an o f f t c i d  f o r e ~ a ~ t .  Budget data are on the basis of the f irst  supplementary z 

Sudge t . H 

H 
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Table 22. National Government Debt, 1963"qr 1967 

(.In b i l l i o n s  of won, outstanding at end of period) 

I n t e r n a l  Deht 

National construction bond& 6.0 5.0 317 2.4 2 .3  

Industri 1 recmst ruc t lon  
bonds 27 32.8 12.8 

Communica~lon bonds 2/ 0.4 0.4 

Overdraft on BOK k/ 28.0 29.7 

Subtotal  47.2 47.9 
I 

Exte rna l  " Debt21 

Payable i n  won 

Payable Ln foreign exchange 2.8 6 * 9  
(21.9) (27-1) 

Subto ta l  3 . 2  7.6 
(24.9) (29.8j 

Tota l  50.4 554 5 

12.8 

0.4 

33 - 4  

12.8 

0 . 3  

31.0 

46.5 

12.8 

0.3 

32.6 

48.9 

Source: Data supplled by the Korean authorities. 

- I/ x 2  z/ IEterest bearing 5 per cent a year ,  both m a t u r e  in eight 
years. 

20 tc 40 years f o r  and f r o m  1 year to more than a year for 4/. 

for 1963, W 255 per U.S  . dollar  for 1964 and 1965, and W 275 per U. S. 
dollar for 1966, Includes only amounts recol-ded as receipts i n t o  t he  
Natlonal Govermwnt nude;&. 

2/ and k /  I n t e r e s t  bearing 2 per  cent a year, makuritv varies f r o m  

Tke e q u i v a l m t  won amounts are ral culated at; TJ 130  per UTS. dollax 

k/ Amount of fo l e j  gn exchange i n  parentheseh In millions CL' U.S dollars. 
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28 per  cent t o  23 per cent per annum. Last ly ,   e f fec t ive  June 29, 1967, 
t h e   i n t e r e s t  rates on commercial bank loans financing  exports and  loans 
f o r   s u p p l i e r s   t o  the U.N. forces were lowered from 6*5 per cent a year 
t o  6 per cent. A t  the same time, t h e  i n t e r e s t  rate on ccmmercial bank 
loans financing imports of raw mater ia ls  f o r  foreign exchange earning 
purposes was set a t  6 per cent per annum, while t h e   i n t e r e s t  rate on bank 
loans financing imports of raw mater ia ls  for purposes  other than earning 
foreign exchange and imports of i n d u s t r i a l  equipment was set at 24 per 
cent a year. The pre fe ren t i a l   r a t e s  on b m k  loans f i ranc ing  imports came 
under the "Regulations  Concerning Import Financing" i n  June 1967, which 
establ ished a new import  financing system designed t o  relax importers'  
burden of financing imports af'ter t h e  system of imports on shippers' usance 
c red i t  and on D/A basis were r e s t r i c t e d ,  

The marginal reserve requirements of 50 per cent of t h e  increese i n  
demand deposits and 45 per cent for time  deposits were applied on deposi ts  
i n  excess of' the respective  average  balances outstanding in t h e  second 
half of September 1966. The imposition of these marginal requirements 
over the regular  reserve requirements  raised the average  requirement  ratio 
and contributed t o   t he   g rea t e r   abso rp t ion  of l i qu id i ty ,   E f fec t ive   Apr i l  1, 
1367, t h e  marginal  reserve  requirements were el iminated,   but  t he  average 
reserve requirements of 35 per cent  against  demand deposi ts ,  20 per Cent 
against  short-term  time  deposits, and 1.5 per  cent  against  Long-tern 
deposits remained in effect .  Funds released as a r e s u l t  of the abo l i t i on  
of margjnal reserve requirements were immediately absorbed  into Bank Df 
Korea s t a b i l i z a t i o n  bonds and i n t o  a special deposi t  with the Central Bank. 
Of 11 8.1 b i l l i o n  re1 eased, W 6.1 billion was i a l t i a l l y   t r a n s f e r r e d   t o  the 
blocked Currency S tab i l i ze t ion  Account with the Central Bank, while H 2.0 
biLlion was absorbed i n t o  s t a b i l i z a t i o n  bonds. The Korean authorities 
have continued t o  absorb i n  t h e  Bank of Korea t h e  same amount of comer-  
c l a l  bank l i q u i d i t y  as under the eliminated margznal reserve  requirement. 
The replacement of legal reserves with tile Central  3ank interest-earning 
l i a b i l i t i e s  of the Bank of Korea, l i k e  Bank of Korez bonds end blocked 
deposits 3n t h e  Spec ia l  Account, has helped t o  relieve the earnings posi-  
t j o n  of commercial banks which had been  squeezed by the  high reserve re- 
quirements against   deposits end the i n t e r e s t  rate paid on long-term  deposits 
i n  excess of t h e  bank lending rates, 

The Currency Stabl l lza t ion  Account Tras establ ished as an addi t iona l  
instrument of credit c o n t l o l ,   p a r t i c u l a r l y   i n  view of' t h e  statutory limit 
on the   i s sue  of CPntral Bank s t ab l i za t ion  bonds, The mount of deposits 
i n  t h e  Arcourlt do not   const i tute  part of required l e g a l  reserves of t h e  
kanlts. The Central &nk pays a n  in teyes t  rate o f  5 per cent per annum 
on t h e  cutstanding average balance of  such deposits i n  each month. As 
of t h e  end of June 1967, the mount  of deposits i n  the Account totaled 
W 20.1 billlon. 

O t h c  measures of cxedjt  cont ro l  applied in 1966 and early 1967 
included t h e  placement of Central Dank s tabi l  j zat ion bonds w i t h  banks 
and t h e  s h i f t i n g  of part of t h e  excess reservts 01 cormnercizl banks t o  deposita 



- 40 - PART 11 

vith the Natioml Agricultural Cooperatives Federation (WCF) cnd t h e  Medium 
Industry Bank (:XCB) i n  order t n  renuce the latter's dependence on Central 
Bank c red i t .  The Central Bank's prac t lce  of se l l rng  s tabi l izatmn bonds was 
introduced I n  Parch 1966. Under its s t a t u t e  the Central Bank can issue such 
bonds up to LO per cent of outstandmg rconey supply. Irutlally, stabilization 
bonds in an amount of  W 1.0 o i l l i o n  wes e issued. These bpqds had a matwity 
of 91 days end c a r r i e d  an effective rate of i n t e r e s t  of 5 per cent per annum. 
Effective October 1, 1966, t h e  nonetmy au thor i t i e s  raised the interest rate 
from 5 p e r  cent t o  10 per cent per annum. The outstanding bslance of  these 
bonds at t he  end of 1966 was W 4*6 b i l l i on .  Upon t h e  e l imina t ion  of marginal  
reserve requirements against t he  deposits of banks, W 2.0 b i l l i o n  was abaarbed 
i n t o  these bonds. As of the end of June, the  outstanding balance of Bank of 
Korea bonds was W 7.0 b i l l i on .  

Beginning from lhy 1966, t he  Central Bank ins t ruc ted  commercial banks 
t o  place p a r t  of their  excess reserves i n  three-month time degosits with the 
NACF and the MCB a t  an  annual rate of I n t e r e s t  of 10 per cent. The measure 
was deslgned to absorb par t  of the l i q u i d i t y  of comercml  banks i n  order to 
curb their potentxd. credit expansion, and also t l  reclucs the dependence of 
t h e  NACF and the MLB on t h e  rediscounting facillty of t h e  Central Bank. The 
amount o f  such deposits totaled W 1.5 b i l l i o n  i n  I@y 1966 end rose t o  W 4.1 
b i l l l o n  at the end of 1966. The system came t o  an end on Way I., 1967 and 
the outstanding balance of W 3.6 billion i l l  the degoslts was repaid by the  
NACF and the MIB and simultaneously absorbed i n t o  the Currency Stabilization 
Account. 

The introduction of addi t ional  mstruments of monetary and c red i t  
cont ro l  ~n 1967 1 s  under corsideration. The National Assembly passed i n  
FebrLary 1567 a b i l l  authorizing the issuance of Treasury b i l l s .  I n  
September 1367, t h e  Coverrment issued 90-day Treasury b l l l s  i n  811 mount  of 
w 4.75 h l l l o n ,  carrylng an I n t e r e s t  of  18 per cent per annum. 

( 2 )  Deroslt and c r e d l t  developments 

Quarterly developments i n  demand doposlts and time and savings 
d e p s i t s  of banlcing jnstl tutions durmg 1966 (Table 23) clearly bring o u t  the 
effe2.t o f  the Interest rate reform of September 1965. At t h a t  time, the annual 
in te res t  rate on tune deFosits was increased f r o m  9.0 per cent f o r  3-rronth 
deposits GO 18.0 per cent, from 15.0 pcr  cent for l2-month dewsits t o  26.4 per 
cent, and from 15.0 per ceut  for l&;nrlth depGs1ts t o  30.0 per cent. 

The objectives of this reform were t o  increase savirgs, t o  transfer 
funds from the curb market i n t o  banks, and t o  effect bet ter  allocEt.t;ian 
of loans. Fol lowing  the reform, the  jncrease in tjme and savinga deposits 
gained momentum. A par t  of t h i s  incxet*se, pari;; cc l la r ly  immediately after 
t he  i n t e r e a t  r a t e  reform, probahly rd lec ted  trcLnsfers frcm the curb market. 
b s t  Of thc Gbb:xquent Lncreme hns been due Lo hi&cr x e d  re tmns 



Table 23. Compoeition of Money Supply and Savlnge Depoeits of Banking Inetitutions, f9641~ur1e 1967 

(In b i l l i o n s  of won) 

1964 1965 1966 , 
3ec. Dec. Mar. June Sept. D e r  Jan. Feb. Mar Apr. May June 

30 Money supply 43.1 56.8 58.7 60.3 66.3 6942 72.9 74.5 73.7 77.6 77.3 77.8 
kLong- te rm savings deposits 17.2 35.8 44.2 55.4 70.8 80.1 84-C 98.7 g6.e 102.2 107.3 113.1 

9.6/7 in per cent 37.5 45.5 50.2 54.5 57.0 59.7 59.7 60.2 62.3 63.2 64.5 65.3 

lo.GI!P (ahaual,&t currmt pricc&G.B 805.9 1,032.0 

11. 3/10 in per c e n d  5.8 6.2 

12.7/10 in per cent- 1/ 9.2 30.7 

6.1 

13.3 

t-J 
I 

E H 

Source; Data provided by the Korean authorities. 
Amounts of money supply and t o t a l  l iqujdi ty  applied are the average of the amount outstac at Lhe 

beginning and the end of the year. 
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on such deposits--due t o  Increased deposit Interest rates and abatement 
of i n f l a t i o n .  The sharp grovbh In time and savings deposlts has been 
sustained throughout 1366 and 1967. During 1966, the increase  w a s  116 
per cent ccmpared m t h  an average amud.  rate of increase of about 26 per 
c e n t   i n  1964 and 1565 prlor  t o  the reform. Long-term deposits rose by 
124 per   cent  in 1966 and short-term deposlts by 93 per cent .  As a result 
of the sharp increases  in t h e s e   d e p o s i t s ,   t h e l r  ratio to t o t a l   l i q u i d i t y  
(money plus  quasl-monetary deposits) increased t o  60 per cent  at the end 
of 1966, from 46 per cent at the  end .of 1965. 

In the  first half of 1967, t o t a l  time and savings deposits grew by 
W 44.2 b i l l i o n  or by 43 per cent as compared wjth W 24.9 b i l l f o n  or 52 
per cent i n  the same perlod of 1966. Long-term time and savings deposits 
increased  during the period by 41 per cent, vhile  short-term t u n e  and 
savings  deposi ts  rose by. 50 per  cent. Thp increase  in time and savings 
deposits i n   t h e  first half of 1967 has been much larger then an t i c ipa t ed ;  
t h l s  was largely re la ted  to t h e  contlnulng lncent lve  of high depos l t  
interest  rates, the ac t ive   sav ings  cctmpaign of the Government, and the 
large Increase i n  exchange earnings, part;cularly frm i n v i s l b l e s .  
Demand depos l t s  increased by 14 per cent i n  t h e  f i rs t  half of 1966 to 
account for ahout 47 per cent of money supply, but declined, i n  the second 
ha l f  of the  year by 8 per cent ,  accounting for  only 38 per cent of the 
t o t a l  morley supply at t h e  end of t he  year. In  the € n s t  h a l f '  of 1967, 
demand deposits rose by 19 p e r  cent, accounting for 40 per cent  of money 
supply i n  June. 

Along with  t h e  Growth of quasi-monetary deposits, bank credi t  kc the 
pr1vaf;e sector expanded considerably during 1966. Over-al l  bank credit 
t o  t h 2  p r l v a t e  sector rose by 44 per cent (Table 24) In 1966 ccmpared with 
43 per cent 1ri 1965. The manufacturing sector, especially export  indus- 
tries, recelved t i l 2  b u l k  of bank c r e d i t s .  'The relative bpor tance  Of 

commercialbanh loans Increased during 1966 t o  account for ahnost 38 per 
cent of t he  total in December 1966 compar?ci ? n t h  311 per cent EL year before, 
although the rate of' expansion in such  credi t  w a s  slower a t  54 per cent 
I n  1966 as ccmpared vlth 02 per cent a year e a r h e r .  Loans of dl1 special- 
l z e d  ban -L 77,so expanded rapidly, b u t  the  rate of expanslon was relatively 
sLover than bhdt ol" ccrrmerclal bRnks .  IACF loans, Including antiusmy 
loans, Increased by 21 per cent in 1966 in cont ras t  t o  a mere 3 per cent 
Increase i n  the year before,  while loaris of the MI13 and Cit izens  Nat lonal  
Bank (CNB) and the Korean Rcconstructioa RGnk (XHB) expanded by 42 per  
cent and 28 per cent, respect:vely. Portfolio investments and credits 
of t z u s t ,  fund accounts oi hanklng l n s t l t u t l o n s  also rose by 46 pel cent 
in 1966 compred with 16 per cent ir, 1965. 

In the first half of 1967, over-all. bank credzt t o  the p r i v J t e  sector 
expanded 5y 41 per c e n t ,  ccmpared with 24 per cent In the same perlcd of 
the prevlclus yea. The lalkresL expansions occurred i n  loans 02 ctmmerclal 
banks and those L- the IYiIB, CND and t h e  Foreign Exchanbe Dank (FEB), which 
lncreasecl by 23 and 28 per cent, respectively. Commercial bank loans ac- 
countmi for 39 per nent or the t o t a l  gross credat  to the private sec to r  



e 

Table 24. C r e h t s  of All Bank0 t o  the h i v a t e  Sector Adjusted for the  Government Lending Funds, l%G3-June 1967 

(a b l l l i c n s  of ron,outstandxat the end of period) 

I 

s= 
W 

I 
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during t h e  period. The ~ncreased r o l e  of cormerclsl banks in extending 
c red i t  to t h e  pr iva te  sector  i n  recent years resulted In a rise i n  t h e  
proportion of working funds i n  t o t a l  bank crcctlts from 64 per cent a t  
t h e  end of 1965 t o  66 per cent in December 1966 end 69 per cent i n  June 
1967, P o r t f c l i o  Investltlents and credi ts  frcm trust fund accounts of 
banks expanded by 17 per cent  ~n t h e  same period, compared with 15 per 
cent In the m e n o u s  six-month period. 

Durlng the perlod of f ive  years from 1962 to 1966, various export 
credlts outstandlng expanded sharply to reach W 8.9 billion at t h e  end 
Of 1966. The rate of Increase appeared to nave acce lera ted  l n  recenb 
months as the t o t a l  outstand1r.g balance of credits amounted to W 11.1 
bj llion dt  t h e  end of June 1967 (Table 25). Outstanding loans for ex- 
ports t o t a l e d  W 3.6 b l l l l o n  at bhe end of 1966, an Increase of W 2'*4 
b i l l i o n  s ince the  end of 1962 but a decline of W 0.3 b l l l i o n  from t h e  
l eve l  of t he  prevlous year, and the rea f t e r  expanded sharply to W 6.2 
b i l  l i o n  at t he  end of June. The Bank of Korea usance  credit,, whlch was 
intrcduced in early 1964, expanded markedly clurrng 1966 bu' Zecllned 
s l l g h t l y  In t h e  first half  of 1967. The flnancial s t z b i L z a t i o n  program 
of 1-76'? places a year-end c e l h n g  of w -~3.5 billion over the t o t a l  of' 
export credits outstanding. The compsrab'Le celllng fur 1966 was W 10.5 
b l l l l o n .  

The m m u f a c t u r l r  - sector rcceived rei-atlvely more credit of com- 
rnercJ.82 banks than other sect,ors In recent years (Table 26). Tn Decem- 
ber 1966, the share  of t h c  manufacturing sector I n  t o t a l  commercial bank 
c r e d l t  was 56 per cent,  as compared 111th 54 per cent a year before, while 
that of commerce, banlnnc, and real estatp sectors declined from 28 per  
cent In December 1965 t o  23 per cent a year later. However, t h s  ten- 
dency ~ r a s  temporarily reversed in the r u s t  half  of 1367, in whlch t h e  
share of the manuiacturin:; sector declined t o  55 per cent rvhlle t ha t  of 
colune; cc, bankm6,  a r d  r e d  estate sect,ors rose t o  25 per cent. 

Table 25. T u t d l  Export Credl ts  by All Ranks, 1362-June 1967 
(rn rnil l lons of won) - 

- 
Rate of 
change 
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( I n  per cent )  
2" - 

1965 " 1966 - 1967 
1963 19611 Sell. Dec. Mar. June SeD,, Dec. Mar. June 

Textile - 14 14 14 14 14  14 14 13 13 13 
Food and beverage 9 9 7 9 8 8 8 8  8 8  
Chemlcals 4 4 4 5 5 5 5 6  6 6  
Others 23 2k 23 26 27 28 27 29 30 28 

Commerce, Banking, and - 
RcaL Ectatc 24 26 33 28 29 26 26 23 23 25 - - """ 

Foreign trade and 
tJho1ecaJ.e 19 19 26 23 25 23 22 20 20 22 

Others 7 7 7 5 4 3 4 3  3 3  

Servlces 6 
I 

- 5 4 - 4 - - 3 4 - 5 - 5 - 5 - 5 - 

Total 100 100 1co 100 100 100 LC0 100 100 100 

Source: Uata providcd by the Korean a u t h o r i t i e s .  

DeLplte an a n t w e s t  r a t e  of 36,5 per cent# per annum on overdue loans, 
such loans of ccmercial banks and specialized banks  averaged about 10 per 
cent of  t h c u  t o t a l  loans dming 1966 ancl in t h e  f irst  half of 1967 (Table 27). 
Overdue loans 01' t he  ccmmerclal banks an4 the  NAC7 rose considerably a t  t h e  
end or 1966, which r a s e d  t h e  r a t l o  of surh loars t o  t o t a l  c red i t s  of all 
banks t o  12 per cer,i . S l n w  1965, overdue lour,s of spec lahzed  banks have 
shim f l y s t  dwllninl :  ancl l d t e r  s table  trecds. GcneraLLy inadequate equi ty  
capital  of mqor bank bolrow;s cunbersctne l e g a l  procedures f o r  f'orecLcsn1: 
mortgages, coupled v i t h  a much higher interest ra te  in the  nonbanK money 
market than I n  ban1 B, and disploportionately la rge  loans t o  J, few borrcwers 
were p r inc lpu l  fclctors m s p o n s l b l e  for  t h i s  hag11 ra t io  of overdue h a u s  t o  
t o t a l  bank credit ,  

Despite t h e  rapid growth in time and savjngs deposits s m c e  September 
1965, t h e  l i q u u h t y  pos i t run  of c c m e r c i a l  banks and spccml ized  bunks as 
measured by their  f l ee  excess reserves has retnamed t i G h t  In recent years 
(Appendix Table XI$* Factors responsible fo r  th i s  were the   re la t ively e 



(In b i l l i o n s  - @f won, outstanding at the end of period) 

1963 1964 1965 1966 1967 
SeDt. Dec . Msr, June Selst. Dec. Mar. June 

22.8 23.1 27.2 37.4 
3.3 2.2 5.6 

40.4 h5.1 50.1 
3.2 7.7 4.3 
0 17 9 

Commercial banks T o t a l  loans (A) 
Overdue (B) 
E/A in per cent 

63.7 74.6 
5.5 13.4 
9 18 

57.9 
9.2 
16 

3.7 
16 14 6 1 5  

NACF T o t a l  loans (A) 
Overdue (B) 
B/A in per cent 

T o t a l  loans  (A) 
Overdue (B) 
B/A in per  cer?t 

TGtrzl loans (A) 
@vel due (a) 
2 / A  in per  cent 

19.7 
6.3 

23.1 25.1 23.3 
6.0 2.5 3.3 
29 10 14 

27.1 
5.0 
18 

MIB 6.5 7.7 8.4 
0.6 0.6 A.4 
9 8 5 

8,8 9.3 9.6 
0.7 0.8 0.9 
8 9 9 

5 e 9  
0.7 
12 

ll.1 
0.7 
7 

CNB 1.0 1.2 1.4 
0.1 0.1 0.03 
10 8 2 

1.4 1.6 2.2 
0.05 0.05 0.06 
3 3 3 

0.9 
0.2 
22 

2.7 
o .05 
2 

KRB T o t u l  loans (A) 
Qverdue (13) 
B/A i n  per  cent 

27.6 31.7 34.6 36.8 
3.4 2.6 1.8 
11 8 5 

46.6 
2.1 
4 

3.3 
12 

A l l  banks Total loans (A) 
Overdue (B) 
B/A in per cent 

156.3 180.7 
14.0 22.4 

9 12 

- " 

H 
Eources: Bank of Korea, Monthly S ta t i s t i ca l  Review, S e o u l ,  and data provided by the Korean authorities, E 

T o t a l  loans of each bank include the credit outstanding only; tberefare, exclude por t fo l io  lnveetments. 
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rapid  expansion in bank c red i t ,  and the increase i n  average reserve require- 
ments in February 1966 and the introduczfon of nmrginal reserve requlre- 
ments in October. Total  deposits of ccmmercial banks subject  to reserve 
requirements  increased by 76 per   cent   in  1966, whi le  required reserves rose 
by 179 per cent. I n  addltlon, as noted  ear l ier ,  the Centlal  Bank issued 
Its  own bonds t o  cormnercial banks and absorbed bank resources i n t o  blocked 
spec la l  account  deposits wlth it. The ne t   l i qu id i ty   pos i t i on  of 
special ized banks deteriorated  throughout 1966, primarily due t o  borrow- 
ings from the  Central  Rank to flnance f e r t i hze r  operations. While t o t a l  
deposlts of tnese  banm expanded by 106 per cent,   required reserves in- 
creased by 248 per cent durlng 1966. Although the system of marginal re- 
serve requrements was abolished at the  end of March 1967, the l i q u i d i t y  
posltion of commercial banks and spcclal ized bunks continued t o  be 
very t i g h t  i n   t h e  first half of' 1967 because of the large amount of bank 
liquidity absorbed i n  t h e  blocked deposits with t h e  Central Fank. I n  May 
1967, free excess reserves  of ccmmercial banks stood at W 7.6 ibl l l ion,  
while those of spsclallzed banks were W 26,7 b i l h o n .  

Follcwing t h e  change i n  f e r t i l i z e r  procurement and l e l a t e d  policies 
i n  t h e  early par t  uf 1965 (EES/6c/l52, p.5), IWCF borrotring from t h e  Cen- 
t r a l  Bank was W 12.3 bl l13 .m a t  the erd crf 1565, primarlly t o  finance fer- 
t l l l z e r  stocks of W 11.1 b l l l l o n  (Table 28). During t h e  f i r s t  half Of 
1966, t h e  borrowing of the KACF from t h e  Central  Bank increased by W 8.0 
b i l l i o n  t o  reach \tJ 20.3 b i l h o n .  Such burrowing was associated mainly 
with an  lncrease In fertilizer stocks and a lazge payment t o  t h e  Counter- 
par t  Fund Account. This r e l a t i v e l y  la rge  increase i n  NACF c r e d i t   t o  t h e  
agricultural sector and hence In t h e  NACF borrowing from the Central Bank 
i n  the first half of a year i n  pa r t  was seasonal. Such credit normally 
dechnes  in t h e  l a s t  qua r t e r  of a year as colJ.ections are made fo l lowing  
the  r l ce  harvest .  I n  t h e  second half of 1966, a sharp uecline i n  inven- 
t o r i e s  occurred as f e r t l l l ze r  sales incleased, The loan repayment of the 
Grain Management Spec ia l  Account t o  t he  XACF In an amount of W 5.2 b i l l i o n  
durlng t h e  period  reduced the amount of NACF borrowlng to W 18.5 billion. 

In the fms t  half of' 1967, t h e  borrowing of the  NACF from t h e  Central 
Bank rose because of seasonaL lncreases   in  jnventor les  during t \ c l  first 
quarter and in accounts receival-le on crecllt sales during t h e  second quttr- 
t e r  . By t he  end of June,  such borromng reached W 22.4 b i l l l o n .  Fer t l -  
h z c r  stocks are prqer-ted t o  increase durlng t h e  remaining months of 1967 
t u  reach W 17.4 bl l lxon  by the  end of the  year. Accovnts receivable on 
c red i t  sales were esLlmated t o  jncrease i n  the  t h m d  qtarter but t o  dec l ine  
i n  t h e  l a s t  quarter. As a r e s u l t ,   t h e  amount of borroving is expected t o  
d e c l l n e   t o  W 21.3 b l l l l o n  by the end of December f rcm the l e v e l  of June. 

As regards the  cssh lcred i t  sales ratlo unclcr the f e r t t l i z e r  progran, 
t h e  Goverrment hhd plclnned t o  bring IL to 5O:bO i n  1966 bu t  achieved only 
C, ra t io  o l  51;49, as callpared with %:44 i n  1965, The t a r g e t  r e t i o  for 



Table 28. Fertlllzer Operations of the  NACF, 1964n67 

1964 " 1965 1966 1967 
Dee. Cec. lular. June Sept. Dec. Jan, Feb. Mar. Apr. May June Sept. Dec. 

(proJected) 

- 

Liablli t ie8 (supply 
of funds) 

AID Pert i l i zer  3 e 4  5.4 2,o " 0.7 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.1 0.1 I 

KFX f e r t i l i z e r  I" II -- 1.0 -- -a W c .  " 33 " cI1 

Dcmestic fertjlizer 0.5 0,6 0.6 0.6 0.3 0.3 0.4 0.7 0.5 0.3  0.5 0.5 0.5 0.5 
h a d s  received i n  

Accounts p&yable, fur 3.9 6.0 3'4 2.6 1.0 , - 5  0.6 0.9 0.7 0 0 6  0.7 0,7 0.6 0.6 e m 
""""""" 

" "I( LI 

H 
H 

Source: Data provided by the Korean authorities. 
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1967 i s  again 60:40, I n  t h e  f irst  half of 1967 a r a t i o  of 55:45 was 
achieved, as compared w i t h  50:50 i n   t h e  same perlod a year ago. The 
reduct ion   in  the prices of  certain types of f e r t i l i ze r   he lped  t o  raise 
t h e  cash r a t i o  In 1367. 

As s t a t ed  previously, the construction of t h ree  new fertilizer plants 
with t h e  ccmbined production  capacity of 859,000 metrlc  tons was completed 
during  the first half  of 1967 and they   a re  now tn operation. As a r e s c l t ,  
domestic  production  of  fert i l izer is expected t o  supply about 25 per cent 
of t h e   t o t a l   e s t i m a t e d   f e r t i l i z e r  demand i n  1967, as compared with the 
ac tua l  ratio of 13 per cent i n  1966. I n  view of t h e   f a c t   t h a t  the Govern- 
mer,t is under contrsct  :dth  domestic  producers of fe r t i l i zer  t o  buy the 
entire fert i l izer  outpdt,   overproduction of certain types of fert i l izer 
in t h e  economy could r e s u l t  in a potent ia l ly  large financial   burden on 
the f e r t i l i z e r  account. Therefore, the Government is reviewing its con- 
t r a c t  wi th  the  dcmestic  producers and also exploring the p o s s i b i l i t i e s  of 
export t o  reduce  such  potential  financial  burden i n  the  event of over- 
production, 

(3)  Developments in the   secur i ty  market 

The Seoul Stock Exchange handles both spot and fu ture  brans- 
actions with the shares of 2$ companies l is ted and the monthly  average 
volume of t ransact ions has rarely surpassed t h e  W 2.0 billion level during 
the  past few years. Suck market inac t iv i ty  is par t ly   a t t r i bu tab le  t o  t he  
lack of i n t e r e s t  i n  security  investment on t h e  par t  of the general public 
but fundamentally to the fact that   entrepreneurs  i n  Korea are ,  for the 
most p a r t ,  r e l u c t a n t   t o  break away from the   ex is t ing  form of closed family 
corporation.  Recently, however. dealings in scme stocks have beccme ac t ive  
a f t e r  the Government annolrrlced Its second public sa les  of W 0.8 b i l l i o n  
worth of the government-held stocks . I n  1966, W 1.1 b i l l i o n  worth of 
government-owned shares were sold through  the Stock Exchnnge. In addition, 
the tax  refors bill of t h e  Government, which i s  t o  be sent  t o  the National 
Assembly i n  September 1967, contains many provisions designed t o  stimu- 
l a t e  the growth of open corporations. 2hus far, however, the  amount of 
new capital raised through  the stock market has been Omal1. 

(4) Money supp:y, velocity, and prices 

Table 29 suhlgests t h a t   t h e  income veloci ty  of t o t a l  l i q u i d i t y  
continued t o  dec l ine   in  1966 for the second  consecutive  year. The income 
velocl ty  of money also declined i n  1965 but  remained fairly constant i n  
1966 a t  t h e  l eve l  of' t h e  previous year a t  16, which reflects a develop- 
ment that me;y have been related t o  the comparatively  higher rate of pr ice  
r i s e  during most of 1.566 as ccmpared with 1961;. The income veloci ty  of 
moxey rose s l iGhtly in the first half  of 1967, while the income velocity 
of t o t a l  liquidity Cleclmed fu r the r  in the same period (Chart 3) . 
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Table 29. GNP, Money Supply and Prices, 1g62-June 1967 

GNP An current prices (11 bn. ) 348.6 

Annual change (per cent)  17.5 

Noney supply (K bn.)$’ 34.0 

Annual change (per cent) 27. E 

Total l lquldlty (W bn.)g 48.0 

Annual chmge (per cent ) 42.0 

Income veloci ty  of m m y  
(GNF/money ) 10.3 

Income veLocity of tol;al 
l iquidity (GNP/tottJ 
l i q u d i t y )  7.3  

Wholesale pr ice  index 
(1760 = loo) 127 

Annual char.ge (per cent ) 11.4 

696.0 805.9 

42.8 25.7 

40.2 49.9 

8.6 24.1 

64.3 06.5 

11.6 34.5 

17.3 16.2 

10.8 9.3 

210 224 

27.3 6.7 

1,032.0 

28.1 

62.9 

26.1 

137.7 

59.2 

16.4 

7.5 

242 

8.0 

1,219.d 

18.2 

73.5 

16.9 

198.3 

44.0 

16. 6 

6.2 

254 

5.0 

Sources: Compiled from the Bank of Korea, h n t h l y  Statist ical  Review, 
Seoul, and data provided by t h e  Korean authorLties. 

l /  GlUP estimtcs f o r  1967 nre based on the projection of W 1,219.8 bi l l i on .  
2 /  An average of thc amount outstanding at beginning and end of each ye&r 

- 3/ Money supply plus time and savixrgs depoaits4 
for 1962-66, end at beginning and end of JLne f o r  1967. . 
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( 5 )  The Foreign Excharlge Bank o f  Korea 

The Foreign Exchange Bank of Korea (FEB) was c rea t ed   i n  
August 15C6, with a paid- ln   capi ta l  of W 10 t , l l l ion  subscr ibed by the 
Bank of Korea, t o   t a k e  over frcm t h e  Bank of horea  the day-tu-clay 
operaticrls  in  foreign exchange. The Bank of Korea, however, has  kept 
i t s  over-all  acimrnlstrdtive  control over t h e  I'o?:eign exchange operations 
wj t h i n   t h e  framework of t h e   r e g d a t l o n s  set  by the MinistrJ of Flnance. 
The FEB started i t s   ope ra t ions  on January 30, 1967. Its major functions 
include: (1) sales and  purchases of fore igr  esrshapge, holding and oper- 
ation of foreign  currency funds, and  othex foreign exchange t rancact ions;  
(2) loans, discounts of notes, guarantees cf obi igat ions,  a n d  acceptances 
of notes; ( 3 )  rece ip ts  of eepos i t s ;  (4) overseas investments, and ( 5 )  hatldliPg 
letter6 of credit. The ma,cimun limit on (2) above ir! q u a l  t o  scven 
tules the  aggregate of t h e   c a p i t a l  and the  reserves of t3e  FEB. Tnis 
Limltatlon,  hmever, does not  include (1) loans f o r  expcrts, imports or 
an3 other  forelgn  transactlons,  (2)  loans t,D be made in   fore ign   count r ies ,  
and (3) guarantees  for payment obligations wi th   r e spec t   t o  the repayment 
of   pr incipal  and Interest of loans guarbnteed for payment by t h e  Govern- 
ment. The FEB may also issue abroad  foreign exchange financing  dqbentures 
expressed i n  foreign  currencies;   the  amount of such debenture6 (except 
those whose repayment 1s guaranteed  by  the Government or those  issued for 
t h e  purpose of reprrylne the   p r lnc lpa l  and i n t e r e s t  of debentures already 
issued) may not  exceed  twenty times the  aggregate of t h e   c a p i t a l  and the 
reserves of tne Bank. A l l  o f f i c i a l   f o r e i g n  exchange reserves are now 
cieposlted at the Forelgn Exchange Bank. The Bank of Korea receivers  infer- 
est on the   fore ign  exchange deposited  with the  FEB and s t i l l  r e t a ~ n s  i t a  
control  on the use of these reserves. The Forelgn Exchange Bank of Korea 
1s allowed t o  hold up t o  $40 mlllion i n  foreign assets on i t s  own rccount. 

The Ivilnlster of Finance may, under the provisions of the  Foreign Ex- 
change Bank of' Korea Act ,  supervise the  business  and issue orders mcessary 
for  supervlsion of t h e  FEB, although he may delegate in part  t o  t h e  Monetary 
Boara or t o  the Governor of the  Bank of Korea h i s  authori ty  orr authoriza- 
t i o n s ,  ay roval, supervlslon or   other  husiness matters r e l a t ed  t o  t h e  en- 
forcemert of t h e  Act .  

With the  establishment of t h e  Foreign Exchange Rank of Korea, t h e  
Government authorized  ln  1967 the  elevcttlon of f i v e   c c m x r c i a l  banks t o  
t h e  Class-A s t a tus .  These Class-A commercial  banks, like the  Forelgn 
Exchange Bank of Korea, are authorized t o  maintain  international corres- 
pondent agreements wi th  foreign banks abroad and are  allowed t o  hold a 
maximum of $2-5 ml l l lon   in   fore ign   asse ts  on t h e i r  own account. Apart 
f rm these dcmestic banks,   f ive  foreign ccmmercici banks ( three U.3. banks 
and two Japanese banks) have been permitted by the  Govmment t o  conduct 
banking business i n  Korea. Excepting a few r e s t r i c t i o n s  imposed on these 
forelgn banks such as a m i n i m u m  c a p i t a l  requirement and l i r r i t a t ions  on 
certain types of Loans, t h e y  trill be t r e a t e d  l i k e  domestic banks, 
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11. External Economic Developments 

1. Balance of payments 

As shown in Table 30 and Chart 4, the balance of payments situation 
improved continuously in the period lg2-66. The over-all d e f i c i t  of 
about $50 mil.J.ion in 1$2 and 1963 WBB reduced t o  $3.4 miJllon In 1964 
and ahanged into a eurplus of about $5 mil l ion  in 1965. The over-all 
paymente surlplus reached a record level of $122 milrioa In 1966. The rapid 
expansi n in exports of goode dad services, increaees in  both o f f i c ia l  end 
private loans, eepecially the l a t t e r ,  were mJor factors i n  this  development. 
A t  the aame time importe roee sharply ae a reoult of the liberalization of 
trade and the buoyant economic activity in the country. In 1966, imports 
amounted to $680 mil l ion  as corapared to $420 mil l ion  In 1965, an inCrea6e 
of 62 per cent, As a result, the trade de f i c i t  widened from $245 million 
in 1965 to $430 million in 1966. The deficit  In  current account ale0 
increased from $199 m i l l i o r  in 1965 t o  $323 million In 1966, despite a 
marked increaee in receipts from lnvisibles. 

In the capital account, net receipts from private transfer payments 
and private loans blmoet t r lp led  to $243 million in 1966, thus offsetting 
par t ia l ly  the def ic i t  on current account. Net official grant and loan 
receipfe Increased from $127 m i n i o n  in 1965 to $19 mill ion in 19660 mi8 
increaoe resulted from an increase in U.S. clfficial  loane which more than 
offset a decline in U.S. o f f i c ia l  grants, and from an inflow of Property 
and C l a i m s  Funds from Japan. 

In the first half of 1967) there was an over-4.l payment eurplue of 
$61 nl.lion which compares with 8 eurplus of $37 million in the first half 
of 1966 (Table 30). Although the trade deficit Increased to $236 milllion 
from $181 mill ion In the  first half of 1966, net inVi6ible receipts more 
than doubled, net private loan8 Inflow, largely Bhort-term, Increased by 
60 per cent and off ic ia l  grante and loans increased by 44 per cent. 

2. Foreign trade 

Korean merchandise eXPOrt6 virtual ly  tfagnated in the lcste 1950’8 at 
a very low level, During 1957-59 exports averaged $19 million and in IS0 
they amounted to only ebout, $33 million. The rate of growth In exporte 
during the First Five-Year Plan period (1962-66) has been remarkable. In 
1%6, the laet year of the Plan, exporte grew at an annual rate of 43 per 
cent, 88  compared with 46 per ceat  in 1965. The average annual rate of 
growth for the period 1962-66 wat3 42 per cent, which compares with a general 
increase In  world trade of about 9 per cent annually during t,he period, 
The maJor factore responsible for thie trade expansion can be found In the 
growth of domestic jnduetry and In various exchange and export promotion 
measures adopted by the Government. 
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Table 30. Irltermtlonal Transactions , 1962-~une 1967 
(In - millions o f  U.S. dol la rs )  

Expvrts, f . 0 .b .  
Imports, f .0 .b .  

Trade balance 
Sales to foreign mlitary forces 
Freight and insurance on imports 
Ald servlces 
Other servlces 

Total 
B. Pr iva te  Transfer Payments and Mscel- 

Giants of r e l i e f  goods fYom p r i v a t e  

Other transfer pqments 
Drawys on Loans 
Other 

Total 
C a  Net Errors and Omissxons 
D. Total (A through C )  
E. Net Official Grants and Official. 

laneous Capltal 

ins t l tuk ions  

Loans Recelved 
U.S. Government grants  (net)  
Drawings on U. S. Government loans 
Drawi EJ on other official loans 
Other!? 

Tot a1 
F. Total (D + E )  
G. Monetary movements 

IbF hccmmts 
Fayments agreement h a b j l i t i e s  to Japan 
Other short- ,em assets,  n e t  ( inc rease  -) 
b n e t a r y  gold (increase -) 

Total 

54.8 s . 8  120.0 175.6 250.4 316.6 139.5 

-5.4 
" 

3 - 0  34.3 
29.0 

I 
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A0 Table 31 shows,&/ &though the over-all export6 Increased rapidly 
during 1966, rate8 of growth varied greatly from product to product. Whereae 
dried laver, rice, veneer sheets and plywood, clothing and raw silk showed 
8mutii. increaeee above the average, there were products such e6 eteel plates 
and eheete, Iron ore and concentrates and anthracite coal, exports of which 
declined during the year due to change6 i n  external demand. 

Gne !mportant development in the recent expansion of Korea's exports 
is the marked increase in the share of manufactured goods in t o t a l  exports. 
In 1960, the exports of manufactured goods (defined t o  indude SITC 5-8) 
totaled only $5 million; they increased to $l1 million in 1962, and the 
eharee of theee Brc'ucte In t o t a l  exporte in these two years were 17 per  Cent 
and 19 per cent, respectively. In 1966, the amount of euch export6 totaled 
$154 rnlJLlon, accounting for roughly 62 per cent of the t o t a l  exports of the 
year. This qualitative change in the composltion of Korea's exports in such 
a short period reflects the development policy of the Government t o  promote 
a large manufacturing aector in the economy. The growth of exporte of manu- 
factured goods has been aseociated with an increase i n  the imports of raw 
matenials. The Goverment*a export policy has been directed toward Increasing 
the  net value added by the manufacturing sector. 

The Government envisages a growth in merchandiee exporte at an enKlud 
average rate of 25 per cent during the Second Five-Year Economic Development 
Plan. Although thie  expatlsion is COm3lder8bly lower than during the last 
five years, it may e t i l l  be an ambitious target In the la t t er  part of the 
1960'8, when viewed In the context of poasible changee in special externd 
circumetances such as the war in Viet-Nam. For 1967, the export t w g e t  is 
s e t  at $350 million, or 40 per cent over the 1966 level. In the first half 
of 1947, however, exporte amounted to $140 million, or only 20 per cent over 
the amount registered during the correepondlng period of 1966. The target 
includes $249 m i l l i o n  t o  be earned from the export13 of manufactured goods t o  
enlarge the ehare of the exports of secondary Industry t o  71 per cent. 

The maJor export promotion meaeures have remained bae icd ly  the  68lne 
since the prevloue  Consultation (see sM/66/108, Part 11, p. 49). These 
include: preferential bank 10- financing for exports; a 50 per cent tax 
reduction on income earned f roa  export^; automatic approval for in;ports of 
raw materials to be ueed for exports; and preferred licensing treatment of 
capital goods imports to be ueed by the export industry, together with t o t&  
or partial exemptions from tariffs 8nd advance deposit  requirement6 for 
imports of commodities to be used by the export Induetry. Modifications 
made since the 1966 consultation include the following: imports of capital 
Aoods for export induetries were permitted on a deferred payment b w i e  
(1-3 years); complete exemption from business tax for  producere of expart 
goods (beginning June 8, 1966); exportere having a a m u d  exchange earning 
record of $50,000 or more were permitted to jmport raw materials into bonded 
areaB up t o  the amount equivalent t o  that used l a  the preceding s ix  monthe 
(beginning Auguet 4, 1.966); End complete exemption from CUBtbm6 duties of 
machinery imported fo r  the production of export praducta (effective hpfember a, 
1966); payment guarantee feee for w o r t s  of raw materials t o  be ueed 

?LJ Tsble I f in  the-Appxix <%%axexport values of varioue commodities 
-" 

claselfied on the baeis of the United Natioae Standard Induetrial Wade 
Claaslfication. 
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Table 31 . Principal Exports, 1962-ply 1967 

(In mill ions of U. S. dollars) 

Fish and fishery products 

Dried laver 

Rice 

Raw waste silk 

Iron ore and concentrates 

!tungsten ore and concentratas 

Anthracite coal 

Veneer sheets and plywood 

Cotton fabrics 

Clot hin3 

Steel plates and sheet6 

Others 

Tot a1 

16.3 

163.6 

112.4 

68.9 

-10 3 

48,4 

-21.1 

66.1 

14. O 

61.4 

-30 4 

Source: The Bank of Korea, Ynnthly StatiRtical Review, Seoul, Korea. 
II_ 



in exporte and for cuetoms clearance of such raw xuter1a.b were reduced 
from 3 per cent t o  1.5 per cent (beginning January 1, 1967) From the 
Bame date, the requirements of export6 of $50,000 3r more and of the 
etorage of raw materiale in banded warehousee until the arrival of export 
letters of credi t  or export contracte were dropped, and the amount of 
raw materials that could be imported prior to exports wae changed to  25 
per Cent of the raw materid.8 used in production for export i n  the previous 
year . 

In addition, continuous we was %de of the export loan syatem i n  
1966. The rate of i n t e r e s t  f o r  export loans waa lowered t o  6.0 per cent 
per annum from 6.5 per cent on June 29, 1967 and the l o rn  ceiling wae 
increased from W 7.5 billion for  1965 t o  W 10.5 b i l l i o n  In  1966, and to  
W 13.5  b i l l i o n  in l S 7 .  The qualifications required far export loans 
were liberalized during the year and loans were -de t o  exporters havlng 
an annual exchange earning of $5O,OOO or more, cr $100,000 worth of export 
letters of credit  in t he  previous year. This prerequisite for receiving 
export financing waa aboliohed on March 13, 1967. Since January 1g7, 
the  amount of loan6 authorized for export6 on the baeis of D/A, D/P, 
consignment sales, and exporte on bonded warehouse transaction ter?.rB, Wa8 
raieed from W 120 per US& to W 200 per US$& the amount already applicable 
t o  other exporte. 

For the purpoee of attaining  the export target  i n  1967 through 
expanding the capacity of export induetries, and in order t o  reduce reliaUCe 
on suppliers' credits ,  the Korean authorities have been granting leans in 
foreign currency from the of f i c i a l  exchange reservee. A first i n s t d . h e n t  
of $30 mill ion was announced on December 29, 1966, in order to finance 
import of equipment needed especially f o r  31 export Item, including raw 
silk, veneer sheets and plywood, sweaters, dried laver, etc. The list was 
increased t o  33 export items on May 6, 1967 by addling wrapping mEtteriaJ.8 
and vemels. As for the settlement of these importe, forelgn exchange 
certificates equal to 25 per cent of the L/C must be eurrendered at the 
time of opening the L/C and another 25 per cent at the time of relleaBing 
the B/L. For the  remaining 50 per cent, credit denominated in foreign 
exchange is given by foreign exchange banks with an intereet rate of 7.5 
per cent per annum (lowered to 6.5 per cent per annum from March 9, 1967) 
B a l f  tb mount of the credit must be repaid within a year from the date 
of rt - + f the B/L and the remainder within two yeara. 

On d u l y  22, 1967, another tranche of $30 million of such credit6 was 
aubhorized. The amount of foreign exchange cert i f icates  to be surrendered 
at the time of opening L/C was lowered on the same date from 25 per cent 
t o  10 per cent of the L/C (but raised from 25 per cent t o  30 per cent i n  
ca8e of imports from those coun5rles where standard translt  tlme t o  Korea 
does not exceed 10 days) Ftnd the amount t o  be surrendered a t  the time of 
releaee of the B/L we8 also lowered from 25 per cent t o  10 per cent of the 
L/C amount (but raised from 25 per cent t o  40 per cent in the case of 
imports with a standard tL*ansit time not exceeding 10 daya), For the 
remaining 80 per cent (or 30 per cent for importe wlth a standard trmsit 

h 
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the of leas than 10 days), a bank creel t  I n  foreign currelac3 is gi3 en by 
the foreign exchange bankn at an interest   rate of 6.5 per cent per annum. 
H a l f  the amount of the credit must be repaid  within  eighteen months and 
the remainder within t h l r t y  month6 from the date o f  release of the R/L 
(within a year and two years, respectively, in the case of Inports with 
8. standard traneit time not exccedi.n& 10 days). 

For the import of equipment and f ac i l i t i e s  recognized t o  be needed 
for foreign exchmge emninge or  for the production o f  importeubetltutea, 
loans In foreign currency with 8 maturity of five years were a l e 0  intro- 
duced ob May 18, l$67. Two tranche0 of $30 raillim each 41we been 
announced under this scheme. In the settlement of them i s p o A e ,  foreign 
exchange certif icates correeponciing t o  20 per cent of the L/C amount must 
be surrendered st the tlm of opening the L/C. For the remaining 80 per 
cent, a bank credit i n  fore'rgn cWrency l e  given by the foreign exchange 
banks at an in te res t  rate of 7.5 per cent a year. This 10- matures in 
five years includhg a two- year grace period, with repayment on an annual 
instoJlment babie. 

bo Imports 

Table 32 showe the value of principal imports during 1962 and 1966, 
vhi le  Appendix Table V shows claeelfied imports in term of' the Stadtwd 
Udustrial. Trade Claesificatlon, Total Imports (c.1.f.) increased by 
55 per cent t o  rsach a racord level, of $7i6.4 million i n  1$6, compared 
with an increase of 15 per cent in 1@5. Textfie mchtnery and parte showed 
the highest r a t e  of growth due largely to the  G~vernment~s effort8 to expand 
the capacity of t ex t i le  export induetry, while the rapid lncreaeo in imports 
of transport equipment was due largely t o  the imports of ships for the 
fishery industry, 

The qual1tat:ve change i n  the composition or  imports is shown in 
Appendix Table V In 2960 more than 63 per cent of t o t d  imports were 
wufactured goods, but in 1965 t h e  share of mufactured products dropped 
t o  around 53 per cent, suggesting can underlying change i n  the industrial 
structure of the economy. This tendency, however, was reversed in 1966 
on account of EL eharp increase In imports of textile machinery and traneport 
equipment. 

Another aspect of the qualitative change in Korea's Im5>orte can be 
8een i n  the increasing importance of commercial imports re3 :tive t o  aid 
and loan-financed i m F  orte. In 1960 commercial imports accdunted for on3 y 
28 per cent of the t o t a l  imgorts; i n  1965-66 their share had iacreamd 
to around 55 per  cent. The declining weight of off ic ial  sld imports is 
notewo, thy in thie context. Official aid imports accour..;csd for 68 per 
cent 02 the t o w  IXA 1960 but the share declined t o  30 per cent in 1965, 
and to 21 per cent in 1$6. 
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Table 32. Principal Imports, 1962-Y'.er~ 1%7 

( I n  nun ions  of Urns, dollars) 

(In per cent) 

Cereals and cereal preparations 40.1 107.2 60.8 54.4 61.3 23.2 12.7 

Crude rubber 

Lumber, pulp, paper and 
paper products 

Raw cotton, textile fibers, 
yarn and products 

Petroleum and its products 

Fertilizer 

Iron, steel ,  and nonferrous 
metels 

Electric machinery, anparatus 
and appliances 

Texr;ile mchlnery and parts 

Transpart equipment 

Others 

Tot a1 

88.0 

28.0 

40.5 

50.4 

307.1 

204.3 

98.4 

- 77.8 

54.6 

Source: The 33ank of Korea, b n t h l y  Statistical Review, Seoul, Korea. 
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C. Direction of trade 

Appendix Tablee V I  and VI1 show the  geographical  distribution of 
Korea's exports and imports f o r  the period 1962=66, In 1966, Korea's 
exports were almost equally divided between Asia and North America, as 
compared with the overwhelmlng dominance of exports t o  Asia i n  1962. 
Even i n  1965, the  ehare of Asia w8a 49 per  cent as opposed t o  37 per cent 
for  North Americar The increasing share of North America I s  entirely 
due t o  the growing importance of the  United States a8 an export market. 
Korea'6 exports t o  the  U.S. increased by 55 per cent i n  1966 t o  reach 
$96 million, accounting for  38 per  cent of the t o t a l  exprts. Major export 
items included plywood, veneer sheets, B i l k ,  clothing, wigs and cotton 
textile goods . 

In vlew of recent changes i n  the  induetrial and hence export t3tructWeB 
of the economy, which now specializes more i n  the production and export of 
re lat ively labor-intensive manufactured products, a decline i n  importance of 
Aela a8 Korza's roaJor export market is underatandable. It is likely that 
Asia's share w i l l  decline  further i n  the future, although lncreaeea in export8 
t o  Japan and Viet-Nam may at least  temporarily offset such a trend* Export6 
t o  Japan amounted t o  $66 million i n  1966. an increaee of 51 per  cent, er?d 
t h i s  raised  Japan'e  ehare  to 26.5 per cant compared with 25 per  cent in 1965. 
On the  other hand, Korea's export6 t o  Hong Kong and Viet-Nam declined during 
the year and their ahares dropped t o  4 per  cent and 6 per cent,  respectively, 
from their  previous 6 per cent and 9 per cent i n  l$5. A gradual  increase 
in  the share of exports t o  Europe is aleo noteworthy. This increase is 
l ikely t o  continue i n  t he  future in   the l i g h t  of the complementary relst ion- 
BhLp between factor endowments i n  Korea and countries i n  that, area* 

The geographical  distribution of Imports a l e o  ehows Asia md North 
America as the two maJor ~ o u r c e ~  of importsr I n  r c e n t  yeare, the share 
2 Aeia has been increasing,  especially t h a t  of Japan, while  that of the  
United  States ha8 been declining. Xorea's rising trade de f i c i t  with Japan 
ref lects  this terdency. The share of ABlan suppliers was 54 per cent i n  
1966, compared with 28 per  cent i n  1560, while that  of the U*SI was 39 per 
cent in 1960 and 35.4 per cent i n  1.966, Imsorts from Asia reached $383 
million in 1966, an increase of 69 per cent, due largely t o  an increaee in 
Imports from Japan which totaled $294 m i l l i o n ,  Although its share declined, 
the  value of imports f rom the U.S. increased i n  1966 t o  reach $254 million, 
an increase of 39 per centv 

3. Invieible trade 

In 1966 the surplus in invisible trade totaled $107 millign, conpared 
with $46 million for 1965. The grolrth i n  invieible receipts WBB par t i cu la rk l  
s t r i k i u g  in  1966 when they totaled $204 million against $I lk  m i l l i o n  i n  1965. 
This trend continued i n  1967 and grose invisible receipts now exceed export 
earning6 (Table 33) The m o ~ t  notable change i n  t h i s  respect 5s the ltlcreaee 
i n  the receipte from "governmental transactions, namely receipto from sales 
t o  U.N. forcee and diplomatic missions. The totel recelpta from sale8 t o  
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U.N. forces amouted to $1OJ mlU1on in 1966, or $27 U l o n  above the 
1965 level. The expenditures of foreiga diplorns.t;ic mi mi on^ 14 Korea, 
the expenditure8 by the U.S. Ooverment from the proceeds of surplus 
agricultural commodities md other government receipt8 a lao  increased 
In 1566 to about $36 million from $14 &ion In  1965, Receipte from 
freight a d  insurance came to about $10 mill ion i n  1966 cornpazed with 
$4.5 million a year before, while expenditures of foreign tauriste in 
Korea totaled a6.2 -Ion in 1966, a gain of $8.5 ml.Ulon over the 
l$5 level, Remittances from Korean technlciane and soldiers In Vlet- 
Nam contributed to the Increase of "other servicee" from $6.8 ~ . L I I ~ Q L I  
in 1965 t o  $32.2 million in 1966. 

Table 33. Grose Invlelble Recefpts, 1962-J~ne 1967 

(In mil l ions  of U.8, dollars) 

Government, n. L e .  
Mili tary 
Other 

Other eervices 

T o t a l  

Source=;: IMF, Balance of PaymentB Division and data provided by the Korean 
authorities. 

4, Foreign o f f i c i a l  grante and loans 

The inflow of foreign grant8 has been aeclining in recent yeare, 
especially U.S. grant aid in the form of supporting assistance asd PL 480. 
The total m o u n t  of supporting asoistsnce has declined almost continuously 
from $225 m u l i o n  in 1g60 to $65 & n i o n  i n  1966. u.8. government grants 
m y  further decline to $37 miUion h 3.567 (Table 34). 
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The amount of o f f i c i a l  loans contracted doubled in 1966 to reach 
$1.53 million, aa compared with $76.5 million in J.965, comprieing $46 
m u i o n  of Japanese loans out  of the property cI.sirna funds, $95 million 
from U.S. aid, and $ 1 2 0 5  miUlon from Germany (Table 35). hriV6b 
under off ic ia l  loans sleo rose significantly awing 1966 to  reach $73 
million, an increase of $68 million over the l$5 level, due largely t o  
a rapid diabursement i n  A D  loans financing t he  ~ o n s t ~ u c t i o n  of the third 
and fourth f e r t i l i z e r  plants and the imports of diese l  locomotiveso The 
Japanese lo€ue, under the $200 m;Ulion loan  agreement, #ere for flnanclng 
six prodecte Including the imports of dieee l  locomotives, the Han River 
bridge repair works, irrigation projecte and aeslstance to medi-am- and 
smdl-acale industries. The loans carry  the interest rate of 3.5 per 
cent per amun md are to be repaid in 20 yeare Including 7 years OR grace 
period. 

Table 34. Gross Importe F ced with UIS. Offjcial. 
Grants-in413 1960-67 

PL 400 
Grants Title I Total 

20 
45 
67 
97 
61 
59 
27 
36 

Sourcz : The Bank of Korea, Mf 
Seoul, Korea, 

Grose figures are baaed on import data of the Ministrjr 
of Finance and vary fromthe balance of payments data* 
2J Estimate 8 

The AID loans i n  1966 applied t o  U prodects euch a8 the construction 
of a thermal power p lan t  and lmpnr t s  o f  diesel 1ocnmotlvcs and raw materlds,  
and are t o  be repaid in 40 years Including 10 years of grace period with 
an interest rate of 2.5 per cent per annum (1 per cent during the grace 
period) e 
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Table 35. Inflow o f  Foreign C a p i t a l ,  1962dd 

(In millions of U.S. doliars) 

1. O f f i c i d  Loans 2/ 

2. aivate  Lams ZY 
(Actual lmports) 

(Actual imports) 
a. Government guaranteed 

bo Commercial bank guaranteed 

C. Without guarantees 

3. Subtotal (1.f.2) 
(Actual imports) 

4. Direct 1nvestmen.t; 
(Actual imports) 

5. Total ( 3 4 )  
{ A c t a  imports) 

(") (2210) 

663.4 

(24.4) 

Source: The Elak of Kcrea, Annual Report 15166~~ Seoul, Kbrea. 

lf Rased on loan agreements signed for official loans, the opening of letters of 
credit or l e t ters  of guarantee iesued by t he  BRnk of Kbrea fo r  comerciaJ. loans, 
and the issue of appro- of the  Minister of Ecar,omic ELanning bard  for foreign 
investment. 
2f Classification in to  "official" and 'lprimte" is baaed on the  status of t he  

lender. 
Includes $120~5 million contracted i n  the  period 1959-61. 

f Excludes $20 millLon commercial loans from Japan contracted in l S 4 .  
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The new German l08tl6 w i l l  finance 3 projects and totaled $12.5 
million. The projects include Pusan City waterwork6 and assistance to 
mediun= and small-ecale induetries. The losne for  the first two proJects 
are t o  be repaid over a period of 20 yeare including 5 years of grace 
period at an intereet  rate of 3 per cent, while the loan f o r  the last  
project is t o  be repaid In 1 4  yeare  Including the  grace period of 2 1/2 
years, at  an in te res t   ra te  of 5 per cent. 

5. Private tranefer payments and private lome 

During 1966 the inflow of private  tranefer paymena amounted to 
$103 miUion ae ccmpared with $74 million In 1965. With 813 outflow Of 
private  transfer payments of $6 miU.ion in 1966 and $5 million in 1965, 
t he  net transfer payments in to  Korea totaled $97 million and $69 million 
in 1966 and 1965, respectively. This increese in private transfer paynente 
ref lects  an increme of grants of relie2 goods from private inetitutione, 
I n  connection with PL 480 Titla I1 and 111, and en increase in forelw 
remittances. 

The amount of private loans contracted totaled $137 million in 
1%6, agalnet $78 million in lS5 while wrivah under auch loans 
mounted t o  $113 million, a threefold  increase  over the l eve l  of 1965 
(Table 35) . The bulk of private loam came from Japan after n o d -  
ization of diplomatic  rehtione between Korea and Japan. Of private 
108116, those guaranteed by the Government accounted for 61 per cent and 
those guaranteed by comerclal banke for 37 per cent in 1$6. Tbe 
remainder were the loans  without repayment guarantee and all of them 
were made by the U.S. and Germany. In 1965, the ehere of the goVerUent- 
guaranteed loans ma 95 per cent, whLl.e the remaining 5 per cent of the 
t o t a l  loans were without any guarantee. The government-guaranteed loans 
were liewily concentrated i n  cement and fert i l izer induetries in 1%6, 
whereas loans guaranteed by comercial  bank8 prInc1paU.y went +,o the 
textile Industry. German and French loan8 carried a relatively longer 
repayment period of 12-13 years, while U.S. and Japanese loans carried 
6 ~ 8  yeara of redemption period. 

In addition t o  theee  private loans, "short-term" obligatione,  defined 
86 L/C and C/A eettlemente outetanding, and cash l o w  of le66 th1m three 
yeme maturity,  increased  considerably during 1566 and ale0 I n  the firet 
half of 1967. A t  the end of 1.965, the t o t a l  amount of theee  short-term 
obligations stood a t  $83 million; they increaeed t o  $154 million by the 
end of 1966, a gain of ~ o m e  86 per cent. In the f i r e t  eemeater of 1967, 
they roae fur ther  t o  about $251 million or aome 63 per cent more. Of 
theee ehort-term obllgatloae, ceeh loans increased by $6 IPillPon In 1.566 
t o  reach  the  level of $8 mll l ion by the end of the year and stood at $10 
million In June lS7 .  



I 64 ?ATT I1 

60 External debt eervice echedule 

Tota l  external debt outstanding, Including both p r l n c l p d  and intereat ,  
t o t s l e d  $873 million at  the end of 1966 (Table 36) . Du ling 1966J debt eervice 
payments amounted to r n i ~ ~ o n  (or 3.3 per cent of current receipts), a~ 
compersd wlt'a the payment of $7 mI2lion in 1%5 (or 2.5 per cent of current 
receipts), In view of the relatively lese favorable terms under which 
privata loans can be obtained, the policJ of the Government ha6 been t o  
Becure more foreign of f ic ia l  l o a m  aad t o  Induce fan inf low of direct foreign 
lnvestl;2ents. The Government intend6 to limit eervice paymentu t o  9 per cent 
of current account receipt&. In fact, the law oc guaranteeing repayment 
for loens, 8 8  amended on July 14, 1966, provides that annual debt service 
a r i s i n g  from the government-guaranteed loans be maintained within the 9 per 
cent limit. 

Table 36. External bebt Service Repayment8 and achedule 

Sources: The Eccnomlc Planning Board and the Bank of Korea# Seoul, 'Korea* 

11 E6 rccbliehed on the basis  of debt outatanding at3 of December 31J 1966, 
l & ~  already aigned in 1967 by A u g u s t  15, and estimates o f  loans to be 
slgned in 1967 aPter A u g u t  15. 

7. Direct foreign inveBtment 

The number of direct foreign inveetrceats authorized totaled 18 l a  1966, ' 

an lncreaee of 7 over the previoue yeBrys level, but the value of theee 
lnveatments tota led only $14 million ae compared with $23 mil l ion  in 1965. 
However, the amount of direct Investment actually made during 1966 was $x3 
million, a marked Increase over $5 million in 1965. The bulk of direct 
iaveetment actually made was by the Swift Coneortiurn and the G u l f  Oil Cmpo- 
ration of t h e  U.S. to construct tho third and fourth fertlllzer plants. 



The remainder went to electronics end food industries. Investment hcomee, 
which foreign inveetors received d u r a  the year,  totaled $229,000, an 
lncreaee of $l32,dOO over the previous year's level. The foreign investment 
by eource and by Induetry are shown In the 'following table. 

By country: 
United States 
Japan 
Others 

T o t a l  

By industry: 
Petrochemical 
Electronic 
Food procerding 
Texti le 
Automobile 
Others 

T o t a l  

21.3 
1.2 
0.1 
22.6 

94.3 
5.3 
0.4 

100.0 

94.2 
1.8 
I- 

" 

2*8 
8.0 
I- "- 
" 

0.6 
11.4 

100.0 
.I.m 

II- 

100 .o 

24.6 
70.2 

Source: General Statue of Foreign Capital Inducement, publiehed on 
June 13, 1967 by the Economic P l a n n i n g  Board. 

JJ Eased on approval, 

8. International recerves 

International refierves Increaeed by 69 per cent In 1.966 to reach a 
record level of' $239 million by December, as compared with  a 7.5 per 
cent increase i n  1965. The growth i n  reserves has continued In 1967 
and reserves increased by $64 million In the first 8 months to reach 
$303 rnUion  on August 31, 1967 (Appendix Table VTII). An imed1e;te effect 
of th ia  rapid increase in internat ional  reserve6 w a ~  an expansion in 
domestic l iquldity,  As ehown in Table 38, net foreign assets of the Bank 
of Korea increased continuoudy throu$hout 1966, reeultirlg in an increa6e 
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Table 38. Foreign Aseets a d  Liabilit ies of the Bank of Korea, ' 9  
196bJune 1967 

(In millione of U.S dollars) - 

A t  the end of 
1964 1965 " 1%6 1967 

Mar. June Sept. Dec. bier . JUn8 
- 

bRnkR abroad 3.8 

pending 
co l l ec t ion  8.5 

Foreign exchange 

Export w m c e  

Interoff ice 

Loans In foreign 

bill8 2.1 

accounts 0.7 

currency II - 
Others 

Tot& 
1.8 

128.7 
11. Llabllities 

Resident deposita 0.9 
Remittance pending 0.8 
Loan payable 10.0 

4.9 

19.2 

1.7 

12.0 

" 

1.2 
137.0 

1.8 
l*9 
10.0 

- 

12.8 19.2 22.7 

1.7 1.7 1.7 

13.9 16.3 16.9 

22.0 1 

14.9 

&port and import 

Korea-Japan open 

Exchange certifi- 

Others 208 5.6 9.4 12.5 6.0 15.3' 0.1 0.1 

guarantee money 52.8 35.9 38.1 35.6 40.0 29.4 79.d 4 4 . d  

account 43.3 44.1 40.7 39.2 38.8 36.6 

cetes issued 0.1 0.2 0.1 0.2 0.1 0.1 

T o t a l  UO.7 99.5 102.1 92.1 90.0 
""- 

Source: The Ear& of Korea. 
Excludee contra-accomt of acceptances and guaranteee, gold tranche with 

T o t a l  a~sete vary from the groee gold and excbenge holdings a8 given in 
the Fund and about $3 n l l l i o n  of gold. 

Appendix Table VII1,eince the latter includes foreign e x c u e  holding8 of 
Commercial. banks arrd Foreign Exchange Baak. 

Korea been traneferred t o  the Foreign Exchenge Benk of Korea, and they angear 
now 88 ,s 6I.rqQ.e accouut ia  the  book8 of the &mk of Korea. 

Since February 1, 1967, them foreign asaete and l i8bi l i t le8 of the Bank of 
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of newly $110 million by the end of the year. Thle compares with an 
increase of $20 million in 1965. Ijz the fixst half of 1967, they rose 
further to a84 U i o a ,  

The Government initiated in December 1$6 the granting of loam 
denominated in foreign currencies t o  qualified lndwtriee and government 
enterprises from the government-held foreign exchange reBernel3 (see 
section on exports above) Of the first $30 million eet aside for loan8 
t o  finance capital goods imports, $26 million was allocated and the L/Ce 
were opened for about $20 million by the f lrst part  of July, A6 for the 
second $30 million of foreign exchange loans with a maturity of five 
years, only  about $3 million was allmated by the early p a r t  of July, 

I111 .me Restrictlve System 

Since the l a s t  Article XIV consultation In Auguet 1966, the res t r ic t ive  
system of Korea ha6 evolved toward a grmter degree of libera,lizatlon of 
quantitative controls on Imports and Invisible payments. The Government 
has also undertaken certain measures t o  broaden the exchange cer t i f ica te  
market and t o  render it more responsive t o  changes in the economya The 
period of  validity of exchange certificates was extended from 15 day8 t o  
45 days and the maximum spread between the Bankts buying and selling zatee 

operate in the market as dealera, 
L, wa8 widened and exchange banks were permitted within certain limit8 t o  

Regarding rest r ic t ions on trade and payments, the policy of l iberal-  @ ization wes pureued vigorously in  1966 and i n  the first ha l f  of 1967. An 
important step i n  import liberdiZ8tiOn was taken in July and A u g u e t  1967 
with the introduction of the so-called "negative list" Byatem, Under this 
system, which puts an end t o  the previous import programs, alL commoditiee 
may be freely imported unless they belong t o  a negative list, which i8 
itself diviaed in to  a prohlbited List and a rest r ic ted list, There wae 
l i t t l e  change in the advance deposit schemes which remained very complex. 
Restrlctiona on payments for invisible8 were further relaxed. Since April  
1966 payments for bank charges, insurance premiums, communication fees, 
and periodicals h&ve been liceneed automatically, and i n  November 13c6 
expense ~Uowances f o r  travelers abroad were increased,  Since July 1967 
nonresidents need not register the lr  foreign currency holding6 upon entering 
Korea if they are carrying only spec-ficd  currenciee;  over~eas bracchea of 
Korean traders could maintain ader  certai- ~ 0 ~ d i t i o n 8  accounts i n  foreign 
exchange up t o  certain limits; allowances travel were raised from $500 
t o  $900 per month and living allowances for dtudente were raised from $150 
t o  $300 per month. 

A new Foreign Excnange Bank of KoreEt os6 created i n  August 1966 
t o  take over from the Bank of Korea the day-today operation of all trans- 
actions in foreign exchange while the Bank of Korea kept its over-aU 
administrative control on the foreign exchange market. The Foreign Exchange 
Bank of Korea started It6 operations on January 30, l$7 (see Part 11, P. 51). 
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1. Exchange rate ~ y s t e m  

~~1671132, PART I1 
Corrected: 12/20/67 a 

No par  value for the Korean won has been es tab l i shed  with t he  Fund. 
Since March 22, 1965, there has been a f luc tua t ing  exchange rate determined 
i n  an exchange certificate market. 

The Bank of Korea announces daily the  buying and t h e  s e l l i n g  rate 
for fore un exchange (BOK posted rate for  customers). This i s  the rate 
at  which commercial bmks authorized to deal in foreign exchange (called 
foreign exchamge banks) buy or sel l  fpreign exrhmge. The Gclvernor 
of the Bank of Korea i s  glven dlscretion to move the E ~ I . K ' s  posted rates, 
i .e.  , both s e l l i n g  and buying rates, i n  either di rec t ion   wi th in  2 per cent 
of the rate preva i l ing  In the c e r t i f i c a t e  market on the previous day; a 
change of the posted rate beyond t h l s  limit r e q u i r e s   p r i o r  8pprovaS. of 
the  Minlster of Finance. In determining I ts  daily posted rate, the Bank 
has been guided p r m c i p a l l y  by t h e  weighted average market rate of the 
previous dey. Duritlg t h e  second half of 1966 and until January 16y 1967, 
t h e  posted rates of t h e  Bank of Korea have remained stable at W 270.34 
per US$l, buying, and W 272.00 per US$1 s e l l i n g .  I n  January 1967 the 
max-lrnum spread between the Bank's buying and selling rates was widened 
t o  1.8 per  cent from 0.6 per cent ,  leading to posted rates that varied 
slightly around W 267.59 per VS$l, buying, and W 272.50 per US$J selling. 
Since March 17, 1967, the rates appl icable  to the  exchange  transactions 
between t h e  Bank of Korea and the foreign exchange banks were set  within 
0.1 per cent of the  Bank of Korea's posted rates for customers Instead 
of 0 ~ 6  per cent as previously, i n  order t o  reduce the p r o f i t  of the 
forelgn exchange banks on their exchange t ransac t ions  with the Bank of 
Korea, and mduce them to operate  in t h e   c e r t i f l c a t e  market where they 
could earn a larger proflt  margin. I n  addition, on July 18, 1967, t h e  
forelgn exchange banks were permitted to operate In  t h e  market as dealers, 
w l t h  certain maximum limits on t h e i r  inventory of exchange c e r t i f i c a t e s .  
As R resu l t  of these measures, the c e r t i f i c a t e  market has become very 
active and the proportion of c e r t i f i c a t e s  I ssued  against export r ece ip t s  
rose from 59 per cent i n  October-December 1966 t o  97 per cent i n  June 
1967, while the proportion of certificates Issued ags ins t  invislble receipts 
rose from 22 per cent to 39 per cent In the same period. The Certificate 
market rate fluctuated around W 271.48 per US$1. 

Exchange Certificates arc issued by t h e  ForeiGn Exchange Bank of Korea 
and other exchange bznks against a l l  foreign exchange earnrngs in spec i f ied  
currencies surrendered by r e s iden t s .  S a l e s  of foreign exchange by non- 
res idents  (essentially touriats and UN forces s t a t ioned  in Korea) or 
s a l e s  of  nonspecified currencies must be e f fec t ed  a t  the BoIC posted 
buying rate. Foreign  exchange  receipts of the  Government are, in 
practice, converted  direct ly  at the BOK buying rate although they may be 
occasionally exchanged f o r  c e r t i f i c a t e s  which are sold in t h e  market. 
Exchange ccrtiflcates are also i ssued   aga ins t  o f f i c i a l  foreign exchange 
reserves and agalnst receipts of U . S .  supporting ass i s tance .  All foreign 
exchange proceeds, however, may altcrnatlvely be exchanged for won at 
thc buying rate posted by the Bank of Korea. Exchange C e r t i f i c a t e s  
are now valid fo r  45 days; expired c e r t i f i c a t e s  may be surrendered * 
at  the posted rate of  the date of expiration or of the date 
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of surrender, whichever is lower, The short maturity of the c e r t i f i c a t e s  
and t h e  high r a t e s  of l n t e re s t   p reva lhng  ;n the  domestlc money market  
have  discouraged speculative holdings of such c e r t i f i c a t e s ,  

Exchange certificates are required for a l l  foreign exchange expendi- 
tures except for payments fo r  iaprts under U.S. PL 480, payments by 
commercial banks rn connectlon with t h e n  banking t ransact ions,  
payments less than the  equivalent of US$50, md payments made by ce r t8m 
companies whi ch 8re now authorized to   maintain balances UI foreign exchange 
abroad and w e  them for  the i r  foreign pqments (a i r  l ines ,  a l p  l ines ,  
insurance companiefi and cer ta in  government corporatione). I n  most forel@ 
exchange expenditures by t he  Government, the Bank of' Xorea 6eU.S exchunge 
ce r t l f r ca t e s  bo t % e  Govenlment at i t s  BOK Fasted rate but t he  certificate 
t ransact ion 1s purely  hookkeeplng a 

2. Main features  of tile exchange control  

a. Administration o f  control  

The Mlnlstry of ltinence 1s In charge of exchange control, subject t o  
t h e  approvd of t h e  Cabmet. It carries out policy wJ th  respect to 
prescr ipt ion of currency and method of settlement, foreign exchaslge 

actions and t ransfers ,  The Foreign Exchange Bank of Korea, tdloee c a p i t a  
i s  wholly subscribed by t he  Bank of Korea, hfts taken over t h 3  functions 
of the  l a t t e r  for  all t ransac t ions   In  foreign exchange. As t h e  Government's 
agent, the  Bank cf Korea regulates ope ra t lons   i n  the  c e r t i f i c a t e  market 
ar.d LS duthorlzed to 1nterver.e ir, It. The Bank hes a l so  Seen given  authorixy 
t o  cclntrol recelpts  and payments r e l a t e d   t o  lnvlslbles. The F9reign Exchange 
Rank of Korea and flve commercial banks (exchange banks), as well as the 
branch off lces  In Korea of f o r e l m  bards are authorized t o  engage in 
foreign exchange ogeratlons. 

operatlons, payments for normerchandise t ransact lons,  and capital t rans-  

The t rade  program (for imports  financed by KFX) i s  pepared by the 
Mlnlstzy oi' Commerce a, Industry* The select ion of p&?mlttetl importa 
1 5  t h e   r e s ? o n s l b ~ l ~ t y  ot  the  Ministry of Commerce and Industry. Imports 
flnanced by i'o-elgn ald fmds are programed separately by the ECcnCmiC 
Plarlning Board In consultaclon wi th  t h e  Ministry of Cormerce ,tnd Industry 
an2 lmport llcenses are lssued by t h e  Forclgn Exchange Bank of Korea. , 

b. Prescrlptlon of curremy 
. ""- 

The proceeds of exports must be obtained Ln Cauadian dollars, deutsche ~ 

mark, French francs, Hong Kong dollars, I t a h a n  h r e ,  pourid sterling, SwlGs 
francs,  U.S. dollars o r ,  smce July 18, 1967, Swedlsh krona. The methods 
of payment on account of other settlcmeuto reyulre the  approval of the 
f i n i s t r y  of Finance. 



C e  Importe and Import payrnente 

(1) Import procedures 

All imports require licenees; for certain imports licenses 
are automatically issued upon application. N o  l i censes  are issued for 
any goods originating from c o m u n l s t  countries and f o r  certaia imports 
from all other countries. 

Importo axe divided i n t o  two categories: thcse paid for with Korean 
foreign exchange (ao-called KFx imports) and those paid for with foreign 
aid funds. KFX imports were classified until July 196'7 a e  automatic 
approval, semi-restricted, prohibited or unepecified Itemsb 

Table 39. Ciasslfication of Imports 

(In number of items i n  the Korean import l ists)  

w37 
Dec. 31, Dec. 31, Juts 30, 2nd helf 
196 1966 1%7 program 

Automatic Approval 1,495 2,357 3,549 3,761 
Sernlreetricted 124 134 92 91 

Eestricted 14 " U  " drd 

Prohibj ted 620 386 249 244 

Source: Data provided by t h e  Korean autbmities.  

In the trade program announced early June for the s e c u ~ d  half of 1967, 
autormtic approval items (3,761) consisted mainly of essential consumer 
good8 anJ  certajn raw materials and capital goods; those items were to 
be liceneed automatically and to account for about 87 per cent of KFX 
imports, Semirestricted items (91) were not subaect to individual 
quotas but required the approval of competent min3etrise for other than 
balance of payments reasona, such as reaaona of public health. Prohibited 
imports covered 244 conunrditieo,  mainly l w u l  Len, hone induptry protective 
and locally available goods. The category of restricted item6 W t l 8  

abolished on December 1, 1966. 
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The import con t ro l  system was changed from July 1967. In the new 
syatem, a l l  commodities may be freely Imported (i.e.> applications for 
Import licenses are automatically approved) unless they belong to a 
"negative list." The negative l i s t  Include6 commodities that  are 
prohibited and commodities that are restricted, By the end of September, 
the classification of commodities between the prohibited,  restricted 
and autometic approval categories was, on the basis of the  number of 
items in t h e  Standard Industrial Trade Classification, the following: 

Number of Per 
SITC Ttems Cent - 

Prohibited 4,239 14.1 
Restricted 5,859 19.5 

Automstic Approval l9,%2 66.4 - 
Total 30 000 100.0 

The classification of theee item by the Minlatry of Commerce and Induetry 
WRB made according to the following criteria: ',. As automatic approval: iterne which are  not domeet-lcally 

produced, or when produce4,are considered competitive with foreign 
products of the same kind, Items whose domeotic price is  ccn-, 
sidered to be too high or whose q w l i t y  I s  inadequate. 

31. AB restricted items: certain items may be allowed only 
to end-users. Certain items may be permitted to be imported in 
l j m i t e d  quantities under an import quota eystem, to the extent 
of a certain percentage of export performance in order t o  give 
impetue to domestic industry for  better  quality. Other jtems may 
be permitted to be imported on a case-by-zaae basis upon recormen- 
dat-lon, according to domestic demand and supply conditions. 

lii, As prohlbi$ed: luxuries, itelus prohibited for non- 
economic remom and some dnrwst~cally produced g>ods, 

fmports of raw materials for  the productioa or export6 are approved 
automatically irrespective of whe-bher they are classtfied as automatic, 
restrjcted, OF prohibited iterno, Folcign a i d  h p o r t a  are classified a8 
either automatjc approval items or restricted iteme. In principle,  no 
commodities Iuqorted wi th  foreign &id fmds are Included among the KFX 
imports, but In exceptional  casee payment for imports usually financed 
with aid fund8 may be made with KFX exchange. Import licenses are granted 
on ly  to registered tradem; to maintain the statuR of a registered trader, 
a minimum value of US$lOO,OOO of exports is required each year. 
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011 August 22, 1966 it wa6 annomced t h a t  the Ministry of Commerce 
and Industry, ir; approving imports that  require the Ministry's recommen- 
dation, would give pr ior i ty   to  goode originating in counbriee with which 
Xores maintained a favorable trade balance. These countries were listed 
a8 Burma, Singapore, Thalland, Viet-Nam, Eelgium, the Netherlade, Sweden, 
the  United Kirlgdom, the Unlted Statee and the territory of Okinawa. 

(2) Import payments 

Payments for KFX importe are made, in principle, ags-Bt 
a letter of crcdit, Payments for raw material importe for the production 
of exports may also be made aqainet documents (D/P basis) or within 9 
days from the acceptance of documents (D/A basis). Any settlement other 
than the above requires the approval of the  Minietry of Finance. 

Import payments are made by tendering exchange certificate8 to the 
authorized banke, In principle, exchenge certificates aze mrrendered 
in full amout, at the time of opening letters of credit. (See Annex I.) 

As an exception to th i s ,  in  the caae of importe to 5e used for the 
production of exporte, importers are allowed under presc.-ibed conditions 
to submit, up to  varying amounts, bank guarantees dencmineted in foreign 
currencies in place  of exchange certificates until b i l l s  of lading for 
the import are releaeed, (mnk guaranzees are mailable at a cost of 
1-5 ger cent a year.) Since December 23, 1966, traders could import raw 
material8 for exports W i t h O \ I t  making an advance deposit at the time Of 
openin8 the Import letter of credit; thie exemption applied t o  imports 
corresponding to up to 25 per cent of the value of raw mteriala they 
had used for exports in the preceding year. In the 2abe of Imports to 
be used fo r  the production of exports for which an export le t ter  of credit 
has been obtained, A bank guarantee may be w e d  for the full amount of 
import8 an& the certificates may be surrendered when tha b i l l s  of lading 
are released. In the caee of imports f o r  exporte aupported by a related 
export contract, the importers are  required to tender. exchange certificates 
correeponding to a minimun: 10 per cent of imports when the letter of credit 
l a  ogened (the margin requirement) and the balance of 90 per cent may be 
met with beak guarantees until t h e  0111s of l ad ing  &re released. 

Imports of raw materials in the  prohtbited  category are p€3rIUibted 
provided they are used for exports; they are eubdect to exchange ce r t i f i ca t e  
requirements of 30 per cent and 20 per cent of the vdue, reepectively, to 
be f u l f i l l e d  a t  the time of opening J.etterH of cred-lt. mese requirement8 
apply to a l l  impart6 except t o  3E! item including raw cotton and cott&oA 
textiles and to such import itr;ms needing more than 10 days in transit 
irreepective of whether the impcrtera ha;ve received an export letter of 
credit, an export contract, or whotner they are entitled to jJrrporte -der 
the above-mentioned export performance criteria (see Annex I). Import 
of equipment needed to manut'tacture c e r t a i n  export items such n8 raw sillc, 
veneer sheet8 and plywood, sweatere, etc., ha8 been allowed i n  limited 
amount under special payment procedures, 
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The procedure6 of payments for import8 financed by foretgn aid differ 
subetantlally from those financed by the KFX: they also vary i n  accordance 
with the source of aid. (See Annex I,) Ixl reepect of U,S, aid (eupporting 
aeeistance) inporte, certain cash advance depO8itfI i n  won are  required at 
the time of applying for  imports. Fox the U.S. imports which require the 
"small Bwlneas"  notice or 8 purchase authorfzation under U.S. procurement 
procedures, an amount of W 55 per US@ m u s t  be depoeited when the application 
fo r  imports ie made; an additional deposit of W 200 per US@. is reqalrsd 
prior t o  the iBBUBI1Ce of th import l icewe which follows completion o f  the 
"Smell Business" procedprel 9 or pwchaee authorization. For imports exempted 
from these regulatione, a deposit of W 255 per US$J. is required at the time 
of applyixlg for the import licenee. Upon the releaee of the b U a  of lading, 
papent6 a r e  made in exchange certificates for the fW.l amount of imports 
and the "ash advance deponlte are then refunded, 

Regarding Imports under U.6. PL 480, an Init ial  cash depoeit of W 50 
per US$l ie required at the time crf applying for imports, and an additlonaJ 
deposit of W 50 per US& is made prior t o  the iseuance o f  the b p o r t  
licenee (for Imports of raw cotton a bank gumuncee ma, be Submitted 
instead of the eecond W 50 per dollar cash dep08itJ but for  imports of 
tallow the  second cash deposit of W 205 per US$1 is required.) Settlmmt 
for the remainder I s  made in won when the b i l l  of raditlg l o  released, &rad 
no exchange certificate8 are required, 

0 Regarding the imports financed by J&gUe0e aid (property clahls), an 
advance deposit sche~ne i o  appliee for imports through the Government Supply 
Of'fxe (GSROK) including fert i l izers ,  Deposits have to be sade in exchange 
certiticates i n  the amount of 5 per cent at the time of the  application 
for lmporte and 60 per cent when the import liccneee are issuedr The remainder 
of the vc~l ue of import (35 per cent) l a  paid in exchange certificates upon 
the release of the biU. of lading. 

Importe of tbp Government and government-operated enterprjeee are not 
sub~ec t  t o  thh above advance depoeit requirements, lrrespecfivr of whether 
they are financed by Korea foreign exchange or foreign aid. Letters of 
credit f o r  such irn2ort.s are opened by the authorized bank6 in excbange for 
promissory nc tes denominated in foreigrr exchange, and payments are made 
in exchange certificates when t h e  b i l l  of ladxg is relcaacd. 

d. Payments fo r  inviaibles 

A l l  payments for inlrisiblee require individual licenses. Payments for 
Invisible8 connected with fore-tgn trade transactions and f o r  certain other 
items, such as bank charges, insurance premium, communication fees, 

'=@6cx@e requires a -publication -of t h e  sped f lcation of goods 
t o  be financed hy U.S. a i d  i n  the "Small Rusiness Circular" of U.S. ALD 
for a perlod of 45 days; certain imFort6, e.go, those not exceeding the 
amount of UL$S,OOC at a time or those related t o  an exclusive agency 

- -" 

e contract, ere exempted from this requircment, 
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periodicalJ, and payments made i n  connection with remittance8 of profits 
and capital repayments on loans and inveetmente that had been approved 
by the Government, are licensed automaticallv. Import licenses are leeued 
On C .  and f. basis upon request. However, for imports peid for With 
Korean foreign exchange, licenses are Issued only for traneport in Korean 
ships.  Exceptions a r e  made to this upon recommendation from the Korean 
Ship-Owners Aeaociation that Korean ship8 are not available for tramport 
of the particular import. fie eame rule also applies fo r  the transport 
of Korean exports by foreign bottom8. Ae 8 reeult of the  recommendation 
requirement from the Korean Ship-Owners A66OCiatioA, about 65-70 per cent 
of the trade between Korea and Japan are reserved for Korea3 ehip8e The 
comparable figure for to ta l  trade l e  about one third. The Korean Ship- 
W e r e  Association has no pooling agreement regarding imports shipped 
in non-Korean bottoms. Regarding the foreign a id  imports, the generd 
U.5. rule of minlrmm 50 per cent   ut l l izat lon of U.S. ships is applied for 
a11 U.S. aid imports. No discrimination in favor of aid-giving cOUtrie8' 
boats is applied i n  respect to aid imports from Japan and Germany. 

, 

Upor ters  whose foreign exchange earnings exceed the equivalent of  
US$lOO,OOO a year may UBB part of euch earnlnge for business tr8vel 01' 
other trade promotion purposes, such as maintaain@; overseas branches. 
In addition, exporters are authorized to WE: exchanee earfiinge Up t o  an 
amount of US$S,OOO a month for the expenees of their overseas branches. 
AU. travelers abroad my purchase up to $900 per month, to which an 
additional $200 per t r i p  m y  be obtained as extra expensea, 

Foreign and Korean currency notes may not be exported without permi68iOn. 
Departing foreiguers may reconvert mused won notes in to  U.S. dollars  and 
they may take out any foreign exchange t h a t  they had registered on entry. 

e. Export and invjsjble proceed6 

A l l  exportb to comunist countriee, and exports of certain goods (such 
aB raw cotton, raw hides,  certaln precious metals, certain ores and minerds, 
pulp, and lumber) to a l l  countries, are prohibited. Certain export8 rcquile 
individual licenses. A l l  other exports may be made freely under an automatic 
approval grocedure, 

The export proceeds in Brescribed foreign exchsnge must be surrendwed 
to the exchange banks at the buying rate posted by She Eank of Korea or be 
exchanged i n t o  equivalent foreign exchange certificates. The same treatment 
applies t o  all proceeds derived from invisiblcs. The import of Korsan 
currency n~tes requirea special autL1orizatione TraveJere may bring with 
them any anount of designated forelgn currencies without registration upon 
entry. 

r* " Capital 

A U  capltal remittances require approval. Foreign capi ta l  investment, 
loans from &broad, and impoxts of capital goode on a Long- term basi0 are 
regulated by che Yoreign C a p i t , R l -  Inducerrent J a w  of August 3, 1966, Under 
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/ this law, foreign invee tor~  m y  lnveet without any limit, or minimum 
national participatiou  requirement, subdect t o  approval by and registration 
a t   t h e  Economic Planning Board. Free remittance of profits and rephtriation 
of capi ta l  up to 20 per cent EL year, two years a f t e r  the original  capital  
investment was made are guaranterd. Liberal tax exemptions (100 per cent 
the f irst  five  years, 5r per cent the foi loving three  years) are granted 
t o  foreign enterprloea  together with exemption from  cuetoms dutiee on 
importe of capital goods. 

3 Bilateralism 

, The odLy b i l a t e ra l  payments agreement is with the Republic of Viet-Nam, 
signed i n  December 1962. Howwer, it ha6 not  been operative; no bilateral 
accourit has been est&bJ.iehed and a l l  settleuenla have been made in con- 
vertible currencies. 

The bilateral payments agreement wlth Japan WBB terminated on March 19, 
,966. A balance of about $45 million of the bi la te ra l  account due from Korea 
w m  Lo be set t led i n  equal installmente over teu years, wlth the proceed6 
6f funds t o  be granted by Japan for the  aettlement of Korean property c l a w  
following the ra t i f ica t ion  of the normalization treaty of December 18, 1965. 

0 
A barter arrangement with adonesia wzta concluded on December 9, 1965, 

inVOlving export of cotton  texti les up t o  $2 million t o  Indoneeia by Korean 
traders i n  exchange for  commodities included In the Import program. Settle- 
mente were to be mde through an escrow account. However, no transaction 
has taken place under this arrangement nor has the escrow account been 
established. 



IMPORT PAYMENT PROCEDURES 

Approval of the  
Appllc8tlone Applications (Issuance Opening of Releasing of 
for Enport of Import Licensed) Letter6 of C r e d i t y  B i l l 6  of Ladingy \ 

I, Im~orts of the Private sector 

1. KFX imports other than 
those f o r  exports 

2. KFX raw material importa 
f o r  exports 
(a) Imports eupported by 

an export letter of 
credi t .  

(b) Imports suppcrted by 
an export contract 

(c) Other imports  d 

Exchange certlfi- 
cates i n  full amount . 

Letters of guarana 
t e e  i n  full. amount 
denominated in 
foreign currency 
Issued by author- 
ized banm. 

Exchange ce r t i f l -  
catee correspond- 
ing t o  10 per cent 
of L/C* 

Bank guarau+,ees 
corresponding to 
90 per cent of L/C 

Letters of guarantee 
i n  full amount de- 
nominated in foreign 
currency iseued by 
authorlzed banks, 

Exchange c e r t i f l -  
cates f o r  the fu l l  
amount upon release 
of bi l l s  of 1ading.Y 

Exchange certifi- 
cates for the 
amount covered by 
bank guarantees .g 

Exchange cer t i f icates  
for  the  full m o u n t  
upon releas of bi l l s  
of lading,  29 



Approvai of the 
Applications Applications (Issuance Opening of Releaa ing  of 
for Import of Import ~icenses) Letter8 of CrcditY B i n e  of Lad ingy  

(a) Imports of the  - 
prohibited l i s t  
items, except coteton 
t e x t i l e s ,  etc . 

3 .  KFX equlpment and 
f a c i l l t l e s  f o r  exports 
and etc. ( fo r  detail, 
see pages 103-1Q5 and 
91-92 of Answer f o r  1967) 
( 8 )  Equipment and - 

f a z t l i t i e s  for 
export G . 
( I n  case the  standard - 
t r a n s i t  terms are 
less than LO days) 

(L) Imports by Governlnent- - 
run en te rp r i se s  and 
other public institutions. 

(c)  Eluiprnent, facilities and 
raw materials  ty government- 
invested enterpr i ses  and 
public foundations qualify- 
ing a Ju r id i ca l  person. 

Exchange certlfi- Exchange c e r t i f i -  
cates correspond- ca tes   for  the amount 
m g  to 30 per cent covered by bank 
or L/C. guarantees. 

Bank guarantees 
corresponding t o  
70 per cent of L/C. 

Exchange c e r t i f i -  
cates equivalent 
t o  1-0 per  cen t  

Exchange certifi- 
cates equivalent + c. 
30 per cent of L/C. 

of L/C. 

Exchange c e r t i f i -  
cates equivalent to 
10 per cent of L/C. 

D i t .  to 

Exchange c e r t i f  i- 
cates equivalent 
to 10 per  cent of 
L/C r/ 
Exchange certif  1- 
cates equivalent 
to 40 per  cent of 
L/C .5/ 
4 

D i t t o  



Approval of the RekaBing 
Applications Application8 (Iseuance Opening of Releasing of 

for Import of Import Licenses) Lettera of CrediA' Bills of h d l &  

Eqllipment and M 

faci l i t ies  for u6e 
of forelgn exchange 
earnings, import 
subs t i t u t e  industries 
or f o r  proJects undzr 
the Five-Year Ecoaomlc 
Development PltLn. 

4, I(Fx c a p i t d  gocits importn .. 
t y  expGrt industrjes oh 
D/A b a s h e  

5 ,  3,s. aid imports  other 
than PL 480. 

(a) Sub~ect to u.S. pro- Cash deposits Additional cmh 
curemer.t regulatnons i n  the amount deposlts in the 
o r  S,B, notice.  of w 55 per $1. amount of w 200 

pel @. 
(b) Others (exempted - Cash depoeits i n  

from the requlre- the amount of 
ment under (a) W 255 per $2 e 

above) 
6 ,  U.S. PL 460 imports 

(a) Raw cotton Cash deposits Bank guarantess in 
i n  the  amount the a m o u t  of W 50 
of w 50 per $1, per $11 

Exchange cer t i f i -  D i t t o  
catee equivalent t o  
20 per cent of L/C. 

Y 

Settiement by 
exchange certifi- 
cates up to three 
years from 1 
acceptance e 

I 

4 
0, 

Exchange certifi- 
cates in fu l l  mount  
(advance deposita 
are refunded) e 

D i t t o  

Settlement of the hi 
remainder by won HH 
payments (Of the 
amount W 100 per 
$1 may be credited.) 

'H  

I .  
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ApprovaL of the 
Applicatiors Applicationo (Ieausnce Opening of Releaeing of 

f o r  Irnpor t of B p o r t  Licenses) Letters of Credit Bills of Lading 
" 

(b) Tallow Ditto Additional cash 
deposi ts  i n  the  
arnount of W 205 
per $I-. 

Settlement of the 
rmainder  by won 
payments 

(c) OtherR Additional. cash 
deposits i n  the 
mount of w 50 
per $1. 

Settlement of the 
remainder by won 
payments. 

Ditto 

7. Japanese aid ;mp,orts Exchange Exchange ce r t i f i ca t e s  
(other  than f c r t l l i ze r  ) certificates in the  amount of 60 

i n  the amount p e r  cent 01 the a l lo -  
of 5 per cent cation. 
of application. 

Exchange certificates I 

for the  remainder of v, 4 

the allocated amount I 

(35 per cent) 

Exchange ce r t i f i ca t e s  
in  fuLl amount. 

8. Japanese aid hportcG .. 
z'mough OSROK 

Y 

TI. Imports of' the Govel-cmenz and - 
Government-run enterprines 

1, Ordinary ;mportrs of the I 

Government. 
Promissory notee Settlement by ex= 
denominated i n  change ce r t i f i ca t e s  
foreign currency upon release of b i U  
issued by author of  lading.!!/ 
r ized banks . 

2. Government imports under ... LI Payment guaran - Settlement by ex- 
t he  Government's o b l i g ~ =  tee8 submitted change ce r t i f i ca t e s  H 
t ional  authority. by the chief of upon releaee of b i l l  

HH 

central  government of  1ading.q "_" ._ , organa. 
For footnotes see p. 80. 



For i~nports for which payment ie made on a D/A or D/P basis, 8ee "Psyments for Importa". 

21 Thcse who receive bank credit In  l o c a l  currency make full pyments i n  loca l  currency i n  
3.35 days a f t e r  the release of the bf l l .  of ladmg. 

Exportere are perlnitted t o  inspcrt raw material8 up t o  the value equivalent Cd 25 per 
ceut of t he   t o t a l  raw materials imported during the past one-year period prior  t o  arrival 
of export l e t ters  qf credi t  or the  couclusion of export contractsr 

Applies t o  all such importa, irrespective of whether the importers have received an 
evport  l e t t e r  of credi t ,  e a  export contract or whetber they are en t i t l ed  to imports 
under the expovt, performance c r i t e r i a  a8 indicated above (footnote 3) . 
For t h e  settlement of the remaining 80 per cent of L/C mount ,  a bank c red i t  In foreign 
currency 1 s  given by the foreign exchange bank8 a t  an interest rate of 6* 5 per cent per 
annum, Ihlf the amount of the c r e d i t  must be repaid within 18 months and the  relnainder 
wxthiri 30 months from the date of release of the B/L. 

For the settlement of the remajning 30 p e r  cent of L/C amount, a bank c red i t  in foreign 
curremy is aJ so given, However, half the  m o u n t  of the  credi t  must be repaid within 
12 months and the  reminder within 24 months frou the date of release of the  B/L, 

For t h e  sc-~tlement of  the remaining per cent (80 per cent  in cage of (d) of L/C amount, 
d s c  e bank credit in foreign currency is given at an Interest rate of 7.5 per cent per 
annum, This credi t  rnstures in f ive years incluiiing two years grace period, with repayment 
on dn anma1 installment basiG. 

8 
I 

1 

Exchange certif icates are issued 'by Foreign Exchange Bank of Korea against won paymente, 
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Gainfully employed (1,000 persona ) 7 s  947 

Total population (14 years old and 
over, in 1,000 persons) 15,684 

Ebploynent or per cent of economically 
ac t ive  popula-t;ion 

Unemployzent as per cent of' 
economically active  population 

0 IYaJor sectoral employees as per cent 
of total employment 

kgricul tural ,  lorcstry arid fishery 

Minlng, rranufacturlng and 
construction 

Comer ce 

Governrwn t 

All o t h e r  services 

91.5 

8.5 

100.0 - 
63,2 

11.2 

949 

3.4 

12.3 

Source: Ihe Eanlr of Ibrea, Monthly S ta t ic t ica l  Review, - SeOUla 



mle 11. Selected Interest  nates of Banking Insti tution3 

(In p r cent per annrun) 

Bank of Korea 
~~~~ ~~ ~ ~ ~ ~~~~~~~~~~ ~~ ~ ~ ~~ -~ 

NACF 
E q o r t  Comercial. Banks &multure Cooper- 
anJ UN Hlcc Com- Fu rch~se  Com- Over- Rice General and st  ive 
supply l i e n  mercial Othcl of aid Expolt Import mercial Other Over- due l i e n  fund foreetry business 
lonns loans b i l l s  b lU3  goods bill.: bill8 bil ls  bil ls  draft loans  loans loans loans loans 

- 
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(DailL average in b i l l i o n s  of won) 

~~ ~~ ~ ~ 

Required2 Excess J Free Excess 
Reserve Reserves Reserves Borrowing Reservcs 

Dsposi tg  Holdings (1) (2  1 (3 1 (2 minus 3 )  

Commercial banks 
1963 December 
1964 December 
1965 Narch 

J u n e  
September 
December 

June 
September 
December 

1966 Yhxh 

1967 Yarch 

B 
Other banlrs 3/ 
1963 December 
1964 December 
1965 Ivlal ch 

June 
September 
Dccembcr 

June 
Scp tembcr 
December 

19 46 Kar ch 

1967 March 
Id&y 

26.2 
26.2 
28.1 

36.3 
45.3 
54.7 
62.9 
'f3.8 
79.7 
9 5 - 1  

lo8 4 

34.0 

4.1 
3.1 
3 -0  
4.1 
5 . 1  
7.0 
13.6 
14.7 
16.5 
19.0 
26.0 
23.8 

1.6 
1. 'i 
1.8 
1.8 
2.2 
2.9 
5-1 
6.4 
7.1 
3.0 
17.0 
3.9 

16.3 
10.7 
25.7 
73.6 

0.1 2.6 
0. 2 4. 5 
" 5.3 

04 3 0.5 
0.3 1.0 
0.3 4. 1 
0. 5 3.7 
0.3 3*6 
0.2 3.8 
0.3 3.7 
0.3 4.4 
0.2 

0.2 4.9 
0.4 7 . 3  
@.4 6 e  9 
0.2 1% 0 
0.1 14.2 
0.4 17. o 
0. 2 16.9 
0.4 21.5 
0.3 22.7 
0.3  22.1 
6.1 20.7 
0.3 26.2 

-245 
-4.3 
-4.4 

-3.8 
-3.2 
-3.3 
-3.6 
-3.4 
-4.1 
-4*7 

-0.2 
-0.7 
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API;ENDIX 

Footnotes t o  Table 111 

Source: The Eank o f  Korea, Monthly S t a t i s t i c a l  Review, Seoul, Karea. 
Covers deposits  subject to reserve  requirements  prior to January 16, 

19 2 Uncleared  checks  and bi l l s  were deducted from demand deposits; 
thereaf ter   they are subdect t o  reserve requirements. 

e f fec t ive  July 16 mininun reserve requirements were reised from 12 per cen t  
to 14 per cent against demand deFosita while those a g a i n s t  time and Saving 
deposits remined unchanged at 10 per cent. A t  the 883138 time, the r a t i o  of 
vault cash authorized  to be held 8s reserves WLLB reduced from 25 per cent 
to 10 per cent of required m i n i m u  reserves;  effective from December 1, the  
reserve requrementa were raised t o  20 per cent against demand deposits, 
time and caving8 d e p e i t s  were clasalf ied i n t o  short-term and lcng-term 
time deposits with CL reaerve ratio of 12 per cent agalnst the former and 
10 per cent for the  latter. Effective February 1, 1966, t h e  reserve   ra t io  
was r a s e d  further t o  35 per cent against derrand deposits,  t o  15 per cent 
against loW3-term time and savings derositn, and t o  20 per cent against, 
short-term time and swings deposits. Effective from October 1, 1966, 

reserve requirement8 were imposed; 50 per cent against demand 
dews i t6  QLa. I+? p r  cel t ngr;-r.st. time and 3ev1ngs ?epoeIts, in excess of 
:he rrsPe(-Llve dv:fLGe Iulancc outhtandlc& at t he  rnd of Septeaer  1966. 

During 1965 the m i n i m u  reserve  requirenents were adjusted twice: 

- 3/ Covcrr, I J V ~ ? ,  LE' ann CHB, 

I 



Table Iv* Export6 by Commodity Group, 1g62-mY 1967 

(In mil l ions  of U.S. dol lar  8 )  

~~ ~ . ~~~~ 

Average Annual 
Growth Rate Growth Rate 

1962 1963 1964 1965 1966 1$7 165-66 1962-65 
(Jan.-Ma,y) (3 per cent) (In per cent) 

Food and L v e  animals (SITC 0) 21,9 l8*1 26.4 28.2 41.3 14.2 46. 5 20.4 

Beverages and tobacco (SIX! 1 ) 0.1 0.3 G.2 0.9 6 .  9 3.9 66.7 116 7 

Crude materials, inedible, 
except fuels (SITC 2) l9.j 26.2 31.4 37.0 $6.7 22.5 26.2 15.8 

Miaeral fuels, iubs icante  and 
related lnutcriuls (SITC 3)  2,t 2.6 2.5 1.9 1.5 0.4 -21 . 1 -1. g 

/ 

ChemicalLo (SITC 5 )  1.0 0.9 0.6 0.4 097 o r 3  75* 0 -2.5 

Manufactured goods classifier? 
by mater ia l  (SITC 6 )  6.2 28.1 42.3 66.4 84.2 34.8 26.8 129.2 

Not classified (SIX! 9)  0.1 0.1 0.2 0.2 0*2 0.1 0- 1.1 

Source: The Bank of Korea, Monthly Statist ical  Review, SeouJ., Korea. 



Table V. h p o r t s  by Comodity Group, 1962-My 19671- / 

(In millions of U.S. dollars) 

Growth Rate 
1962 1963 1964 1965 1966 w 5 7  1965-67 

(Jan.-May) (in per cent) - 
Total imports 421.8 560~3 404.4  463.4  716.4  349.2 54.6 

Manufactured goods clctssifled 
by material (SITC 6) 73.1 88.3 46.1 71.2 125.2 66 ,o 7518 

287.6 

Source: Iha E!mk of Korea, Monthly Statistical Review, Seoul,, Korea. 

On c*i.f .  baais.  

I 

I 
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Table VI. Exports by Country, 1962-YW  1967 

( I n  millions of - U. S. dollars) 

Rate of Growth 
of Exports 

Dest inat ion of E q o r t s  19G2 1363 1964  1965 1566 1967 1965-66 Per Cent of Total 
f.0.b. (Jan.-Mw) (In per cent) 1962 1965 1966  1967 

85.8 104.8 
44.0 66.3 
10.8 9.5 
14.8 13.8 
16.2 15.2 

43.7 
28.6 
5.6 
2.1 
7.4 

65.1 
42.9 
8.6 
1.5 
12.2 

49.0 
25.1 
6.2 
8.5 
9.3 

39- 5 
25.9 

5 . 1  

35.7 53.7 66.0 
23.5 24.8 38.2 
4.7 9.1 11.6 
0.8 12.1 6.3 
6.7 7.7 9.9 

Asla  
Japan 
Hong Kong 
Vlet-Nam 
Others 

5.5 
6.1 

12.3 

2.8 

I 

341 2 5.3 7.9 15.7 
0.3 0.4 1.6 
1.6 1,6 6.5 

4.3 4.6 6.5 
0.2 1.3 1.1 

13.6 
3.4 
3.1  
2.1 
5.0 

59.8 
92.2 
41.7 
u8.8 
29.5 

13.6 
3.9 

2.8 
4.9 

2.0 

11.5 
0.4 
2.9 
0.4 
7.8 

12.2 
2 - 9  
2.1 
1.8 
5.4 

Europe 
Sweden 
United 1h ngdom 
Germany 
Gther s 

1.9 
4*5 

t 

12.1 24.5 36.0 
12.0 24.3 35.6 
0.1 0.2 0.4 

64.2 101.6 
61.7 95.8 

2.5 5.a 

48.5 
46.7 
1.0 

58.3 
55.3 

132.0 

36.7 
35.2 
1.4 

40.6 
38.3 
2 -3  

43.9 
42.4 
1.6 

North Amerlca 
Unlted States 
Canada 

22.1 
21.9 
0.2 

0.4 0.4 " 0.3 c.4 0.9 125 0 0 0.2 Latin Amerlca 0.3 

2.8 3*2  Afrlca " 0.1 0.3 2.1 7.0 3.5 1.2 " 

0. y Others. 0.3 0 . 5  0.7 1.2 1.5 0.9 0.5 

Total 100.0 110.5 100.0 100 . 0 

Source: The Banlr of Korea, Nonthly Statistical Review, Seoul, Korea. 



Table VI1 . Imports by Country, 1962.~5~~ 1967 

(In millions of U.S. dollars) 

- 
igin of  Imports 1962 1363 1964 1565 1966 1167 Per Cent of Total 

c.i.f.  (JaE.-Yay) 3 6 2  1963 1964 1965 1966 1947 

ia 
Japan 
China (Talwan) 
Hong Kmg 
Ehllippinee 
Malaysia 
Others 

rope 
Germany 
Unlted Ihngdom 
Netherlands 
I ta ly  
Others 

lrth America 
Canada 
U. S.A. 

,tin America 

'rLca 

hers 

Total 

141.5 
109.2 
7.3 
0.3 
13.1 
6.6 
5.0 

41.4 
19.2 
6.3 
1.6 
4.9 
9. L. 

222 . 4 
2.0 

220.3 

6.6 

1.9 

8.0 

421.8 

208.4 

15.0 

12.2 
2.1 

13.7 

41.8 
22.7 

5-2 
5.4 
3* 3 
5. 2 

287.5 
3.5 

284.1 

159.3 

6,1 

1.5 

0.7 

20. rc 
560.3 

146.2 
110 . 3 
5.2 
5 .9 
9.0 
1.3 
14.7 

39.2 
23.9 
3.2 
4.0 
4.5 
3.6 

204 . 6 
2.5 

202 . 1 
1.6 

1 . 3  

11.4 

404.4 

228. 2 384.9 
166,6 293.8 
10.5 10.8 
7.5 7.7 
11.1 21.0 

2.5 10.1 
30.0 41.4 

40.6 55.8 
16.1 20.3 
1.2 2.2 
2.0 2.0 
6.2 16.1 
5.1 14.5 

183,g 256.4 

182.3 253.7 

2.2 34'7 

4.0 7.1 

1.6 2,7 

4 , 5  8.6 

463 e 4 4 

d3* 5 
25.9 
1.7 
0.1 
3.3 
1.6 
1.2 

9.0 
4.6 
1.5 
0.4 
1. 2 
2.2 

52.7 
0.5 

52.2 

1.6 

0.5 

1.9 

100.0 

37.2 
28.4 

1.1 
P. 2 
0.4 
2.4 

217 

7.5 
4. I. 
0.9 
1.0 
0.6 
1.0 

51.3 
0.6 
50.7 

0.3 

0.1 

3.6 

100.0 

0.3 0.9 1.0 0.1 

2.8 1.0 1.2 ~3 g H 
t3H 

100.0 100.0 100.0 100.0 

Source: The Eank of Korea, Vonthly S t a t i s t i c a l  Review, Seoul, Korea. 
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APPENDIX 

e 
Table VIII,Gold and Foreign Exchange Paldings and Debit Balance of 

the Korea-Japan Open A C C O U ~ ,  l ' $ O = A % ~ t  1967 

(In - mill iono of U.S. dollarn) - 
Debit Balance 

Foreign on Korea-Japan 
Goid Exchange Tot a d  Open Account - 

1960 
1961 
1962 
1943 
1964 

1.8 1 5 5 -  2 157.0 44.1 
1.8 205.2 207.0 44.2 
1.9 166.0 168.6 49.4 
1.9 129.6 131 5 42.4 
2.8 128.5 131 7 43.3 

1965 
Narch 2.9 117.0 119.9 50.6 
June 3.2 110.0 113.2 47.9 
September 3.3 118.8 122.0 44.2 
December 3.3 138.3 141.6 44.1 

m 1966 
Ihr c h 3.3  150.0 153.3 40.7 
June 3.3 160.8 16h. L 39.2 
September 3.4 190.8 194.2 38.8 
December 3.4 235 * 8 239.2 36.6 

1967 
Janumy 3.4 245 . 3 248.7 36.6 
February 3.4 2 6 2 ~ .  265 . 5 36.6 
h r  ch 3.4 265.1 26C. 5 36.6 
AprLL 3.4 288.4 291.8 36.6 

June 3.4 296 . 7 300.2 36.6 

August 3.4 303.0 306 IC 3€.6 

3.4 306 . 4 309.8 36.6 

J U Y  3.4 303.7 307. I. 36.6 

Sources: The Sank of Korea, " Ifonthly " "" Str i?xs t ica l  "" Review, Seoul, 
Korea; and IhP, IntermtLonal F lnaccml  L E k a t ~ b ~ ~ c s ~  

Foreign exchange holdings ccmprise all of f l c i a l  and ban!, 
holdmgs. The Goverment dqoal ted  it;; forLi.Cn exchange noldings w i t h  
th? Eank of  Korea unt1.l. Yarcn 1961; smce then, t h e  Goverrncnt has not 
owned any foreign exchrnge. F1ve commrclal banks hold a s m l l  amount 
of foreign exchange begmni.ng in April 1962, and t h e  newly establlshed 
Foreign Exchange Bank also handles foreign exchangc since 30 January, 
1367. The Bad: cf Korea holdirgs a l s o  l r d u a e  sone privately deposited 
foreign exchange and a $10 million borrowing of the Bank i n  November 
1963 from a U.S. commercia!, bank which was paid i n  May 1966, Above 2ata 
represent grosc holdsngs. 
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