DOCUMENT OF INTERNATIONAL MONETARY FUND
AND NOT FOR PUBLIC USE FOR

AGENDA

sM/67/132 zou A
/

‘ CONTATNS CONFIDENTIAL
INFORMATION

November 20, 1457
To: Members of the Executive Board

From: The Secretary

Subgect: Kores - 1907 Article XIV Consultation

Attached for consideralion by the Executive Directors is the
staff reporl on the 1967 Article XIV consultation with Korea. The
decision proposed by the staff appears on pages 16 and 17 of Part I,
Background information on the economy and restrictive system of Korea
is contained in Part II of the memorandum.

This subjgect will be brought 1o the agenda for discussion on
o date to be announced,

Att: (1)

Other dstribution:
Depariment Heads
Division Chiefs



DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE

CONTAINS CCNFIDENTIAL
INFORMATION

INTERNATIONAL MONETARY FUND
REPUBLIC OF KOREA
PART I

Steff Report and Proposed Decision - 1967 Article XIV Consultation

Prepared by Staff Representatives for the
1967 Article XIV Consultation with Xoree

(Reviewed by the Committee on Article XIV Consultations)
Approved by Tun Thin and Timothy Sweeney

November 15, 1967

I. Introduction

The Article XIV Consultation discussions with Korea were held in Seoul
from August 7 to 19, 1967. The representatives of Korea included officlals
of the Economic Planning Board, the Ministries of Finance, Commerce and
Industry, and aAgricultiure, and the Bank of Korea. The staff team also hed
discussions with the Deputy Prime Minister, the Minister of Finance, the
Minister of Commerce and Industry, the Governor of the Bank of Korea, the
Governor of the Korean Reconstruction Eank and the President of the Foreign
Exchenge Bank. The staff team consisted of Messrs., Joachim Ahrensdort,

S. Kenesa-Thesan, H.C. Kim, and P. Valabregue. Mces Beue Tann, Executive
Directlor for Koree, mttended some of the meetings. Mr. Pandit, IMF resident
advisor, attended the discussions &a an observer.

II. Report on Discussions

l. 'The economy in 1966-67

Gross netional product at constant prices increaged by 13.4 per cent
in 1966, helped by an unusually large increase of 1l per cent in pri:ary
production partly due to tavorsble weather conditions. Menufacturing output
rose by 16 per cent. There was & very substantial increase in capital
formation and in saving. The retlo of gross investment to GNP rose from
14,7 per cent in 1965 to 22.7 per cent in 1966 and the ratios of domestic
and forelgn saving (the current account deficit in the balance of payments )
to GNP (at constant prices) rose from 8.2 per cent and 6.5 per cent in 1965
Lo 1342 per cent and 9.5 per cent, respectively, in 1966,
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The money supply rose by 22 per cent in 1966 following an increase
of 31 per cent in 1965, Wholesale prices rose by 8 per cent in 1966, or
somewhat more than in the previous year, while the implicit GNP deflator
rose by nearly 13 per cent as ageinst less than 7 per cent in 1965. fThe
principal factors in the monetary expansion in 1966 were accumulation of
forelgn exchange reserves and credit to the private sector. Fiscal
operations yielded a cash surplus and the growth in quasi-monetary deposits,
in response to the intereat rete reform of September 1965, was substantislly
larger then the credit expansion to the private sector. Gold and foreign
exchenge reserves rose by $98 million in 1966 as the combined receipts from
exports, net invisibles and private transfers and net capitel inflow exceeded
disbursements for imports which rose by 62 per cent.

GNP at constant prices wes estimeted to rise in 1967 by 1C.5 per cent,
and & growth rate of 10 per cent was projected for 1968. In view of the
high growth rates in GNP and in saving end 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 some of the major targets of the
Second Five-Year Plan within three and a helf yesrs.

In implementing its current financial stabilization program the
Government's main concern has been the deployment of policles directed
towvard minimizing the expansion in domestic liquidity caused by the .
continuing balance of payments surplus. However, during the first helf
of 1967 political pressures connected with the general elections contributed
to a large temporary fiscal deficit. The money supply increased by 12 per
cent, nearly twice the rate in the first helf of 1966, By mid-year the
fiscal deficlt was eliminated and the growth in the money supply wes
relatively small during July aud August. Bank credit to the private
gector, meinly to the growing industrial sector and for financing exports,
continued to rise sharply but was more than matched by ihe growih in time
and savings 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 position remained strong in 1967 with exporis,
net privaete trensfers and net capital receipts continuing to increase more
than imports. The growth rate of exports 1n the first eight months of 1967
was considerably lowei then in the corresponding period of 1966. Gold and
foreipn exchange reserves rose by about $70 million in the first five months
of 1967 to $309 million and changed litltle in the following three months.
Progress was made in the liberalization of trade and payments.

2. Internal economic policy

&, Developnent end price policies

The Korean representatives expected a lower growth rate of real GNP
for 1967 then for the previous year mainly because primary production was
estimated to increase by only 3 per cent in the light of the exceptionelly .
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high output in 1966. They felt that the increase might be higher. Manu-
facturing output was estimated to rise by nearly 19 per cent, partly as new
plants came into production, especially in the fertilizer, cement, and
synthetic fiber industries.

The staff team asked for elucidation of the Government's intention to
implement the Second Five-Year Plan (1967-71) within three and a half years,
The Koreen representatives stated that the Plan wes still the basic frame
for development policies in the next few years. The Plen had been formulated
in early 1966 and had set annuel growth targets of T per cent, approximately
equal to the aversge growth rate achieved in the preceding five years.
Considering that large industrial investments in 1966 had increased the
productive base of the economy more than had been anticipated when the
Plan was formulated, the authorities felt that a 10 per cent growth rate
in the next few years was feasible and that internel and externel saving
adequete to support e higher level of capital formetion could be generated.
The higher growth rate was to be achieved through more rapid expansion of
the secondary and tertiary sectors than originally projected. The imple~
mentation of the Plan was to be facilitated through annual over-all resources
budgets which would help in resetting each year's targets and also in framing
appropriate fiscal and other policies for the year. These annual budgets
were to be prepered in a rolling manner, with the budget for any one year
being formulated in the light of developments in the previous year and the
general prospects for the following yeasr. In order .. ~~hieve a higher
growth rate then originally planned, the Korean authorities raised the
Projected totael investmwent during the Plan period by 46 per cent, with a
substantial pari of the increase allocated for power and transportation
sectors where bottlenecks were emerging, To match this inerease in invest-
meat, projections for forelgn seving were ralsed by 11 per cent end for
domestic saving by 67 per cent. The over-ail resources budget for 1568
envisaged investment/GNP and domestic saving/GNP ratios of 23.7 per cent
and 15.4 per cent as compared with 18.5 per cent and 9.9 per cent,
respectively, progected for the year in the Plan.

The steff team expressed concern regarding the ability of the Korean
economy to absorb such high levels of lnvestment without misallocations,
e.g., due to inadequate project prepesration, and to generate savings on
the scale projected. The Korean representatives stressed that the projected
investment and domestic saving ratios were only slightly higher than thos
achieved in 1966, Korea's ability to install and operate satisfactorily
industriel plants and socisl overhead facilities had been demonstrated in
recent years. With the available supply of skilled labor, they were
confident that this satisfactory performence could be maintelned. As to
the savings projectior, they seid that in 1966 the amount of domestic suving
had doubled, raising the domestic saving/Gl'® ratio from 8 per cent in 1965
to 13 per cent. The doubling had occurred both in public and private sectors'
saving-~the former as A result of the 60 per cent increase in revenue
~ocllections, and the latter 1eflecting mostly the 116 per cent increase in
time and savings deposiis. The fulther modest increeses in the saving ratio
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projected for 1967 and 1968 were to be achieved primerily through increased
public sector saving. The marginal propensity to save in the private sector
had, in fact, been estimated to decline from the abnormally high rate
achieved in 1966 as an immediate reaction to the interest rate reform of
September 1965. The new projections of foreign seving were based on esti-
meted arrivals of goods under foreign loans and grents already committed.
The staff team pointed out thet the new projections of foreign saving also
depended on the new export projections being realized. The revised export
estimates for the Plan period projected an annual average growth in exports
of 2562er cent which would be difficult to achieve from the increased base
of 1966,

Referring to ihe rising rate of price increases between 1965 and 1966
the staff team noted that this development was paerticularly dangerocus in a
country thet had experienced years of chronic infletion and was bound to
Jeopardize the progress mede in reversing price expectations and In enhancing
the incentive to save. The Korean representetives said thet the Government
was fully consclous of such risks and, therefore, had announced its intention
to lamit the increese in wholesale prices to within 7 per cent in 1967 and
5 per cent in 1968, through spproprieste financial policies and import
liberalization. The Government no longer relied on direct price controls
in its price policy. All such controls were eliminated except for flour

which however was inoperative because the market price had been lower than .
the meximum price.

As regards the Agricultural and the (eneral Price Stabllization Funds
set up in the 1967 budget to finance with Central Benl overdrafts inventories
of agricultural products and other strategic commodities in order to stabilize
their prices, the staff team pointed ous that while the evening out of
temporery price fluctuations was a justifiable objective, the use of Central
Bank overdrafis for this purpose could become large ard either endanger the
stabilization progrem or reduce credit available for other purposes. There
was also the danger that the price stabilization operations could result in
hidden consumer subsidies. Morecver, with progressive import llberaslization,
price fluctuations would be reduced by the changes in the flow of imports.
The Korean representatives assert~d that the rew Funda were tc Lelr irTluence
price expectations. A mele announcement of the Governmenti's intention to
use these unds sexrved to deter specueltive ectivity. So far in 1967 the
General Price Stabilization Fund had drawn only W 1 billion from the Central
Bank. The Agricultural Price Stabilization Fund had so far nol used the
overdraft facility but might diaw W 2 billion to finance the purchase of
barley during the harvest season. It was the Government's policy to operate
these Funds without & loss. They agreed that as lmport liberalization was

wldened the need for special efforts by the Government to stabllize prices
would diminish,

The staff team referred to the praciice in recent years of raising
sleadily official purchase prices for gr -ns. This practice could result
in & misallocation of resources and indiiectly could affect adversely Korea's .
export industries by raiaing wage costs. The reply was that the procurement
prices were xafsed more or less in slep with the increase in the general price
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level., The Government's policy was tc eventually meke domestic grain prices
broadly equel o international prices by raising agricultural productivity
and by lumiting general price increases. Agricultural productivity was being
improved by wider use of small-sized mechanized tillers and pesticides and
the encoursasgement of double cropping. Early in 1967, the Government had
redured the price of chemicsal fertilizers following the opening of three

new fertilizer plants. The agricultural development program incorporated
into the Second Five=Year Plan projected an annual growth of 5 per ceut in
primary production during 1967=7l. Self=sufficiency in foodgrains was
projected for 1971, implying no net imports of foodgrains thereafter.

Ir. view of the importance of exports of manufsctured goods in Korea's
economic growth and the faster increase in wages than in labor productivity
in the manufacturing sector in the past two or three yeers, the staff team
inquired about Korea's competitiveness in international merkets and the
outlock for the expansion of exports of menufactured goods. The Korean
representatives stated that weges hed risen more rapidly in the new import-
cubstituting industries such as fertilizer and cement then in export industries,
which were still largely labor-intensive. Although no accurate data were
available, levels of wages in Korea were belleved to be still lower then in
competing countries, In addition, wage increases would be offset by cost-

reducing factors such as more efficlent menagement and economies of scale in
production.

b. Financial poclicies

The central problem in the implementation of the current stabllizatioca
program was the large expansionary impact of the balance of payments surplus.
In the first eight months of 1967, net foreign assets of the Central Bank
increased by W 9.k billion, as compared with a projected increase in total
net domestic and net foreign assets of W 11 billion during the year. During
the first ha'f of the year, the authorities were hampered in taking adequate
offsetting acuvicn due to political pressures associated with the elections.
Vhile a substantial amount of commercial bank liquidity was_absorbed in the
newly created special deposit eccount with the Central Pankl/ana through the
issue of Central Bank bonds, the Government had s large cesh deficit. By
June, the fiscal cash deficit was eliminaied and the accumulation of external
reserves had leveled off. BRetween June and August the suthorities by and
large continued to implement an cffsetting policy. Even so by the end of
Auguat the money supply was sbout W 10 billion or nearly 15 per cent higher
then at the end of 1966, As important planks in 1ts stabilization policies,
the Government .urther liberalized restrictions on trade and payments and
also took some steps to restrict the rapid growth of foreign short-term Jimport

credibg. It also provided foreign currency leoans for the impert of capital
g00ds.<

1/ See Part II, p. 39.
2/ See Part II, pp. 56-57.



(1) Budgetery policy

The cash surpluses achlieved annually since 196k, largely
through repid increases in tax revenue, were ean important factor in the
stabilization policies. Tax revenue more than doubled between 1964 and
I 56, mainly as a result of intensified tax collections backed by the
stronyg support of the President. In 1966 the cash budget surplus emounted
to W 6.4 billion, helped to some extent by a lerger carryover of expenditure
from 1966 into 1967 than at the previous turnh of the year. As regards the
tendency in recent years to enlarge the amount of carrycver of expenditure
from one fiscal year to the next, the staff team stressed the difficultles
for proper financial mengement which this practice entailed and urged an

early reduction in the level of such expenditure cerryovers,

The siaff team inquired about the measures which the Government would
take to avold a cesh deficit considering the potential deficit elements in
the current year's budget, in particulaer in the Grain Management Account
and the two Price Stabilization Funds. The Korean representatives said
that whatever deficits occurred in these accounts would be covered by
revenue collections in excess of the budget estimates. Tor this purpose,
they intended to keep to & minimum new expenditures to ve included in the
second supplementary budget for this year. They were confident of achieving

over-all balance in the budget and were hopeful of even attaining & cash .
surplus,

The Government secured authorization in February 1967 to issue Treasury
bills. The proceeds of the issue of W 4.8 billion of 90-day Treasury bills teo
banks at an Interest ra.e of 18 per cent in September 1967 were to be
sterilized in the form of deposits with the Central Bank. The staff team
inquired sbout the statlus of the Government's propcsal to set up & Foreign
Exchange Equalization Fund rfor the purpose of acquiring and holding foreign
exchange, which was to be finenced by trensfers from budget revenue and
Treasury bill issues. The Korean representatives sald that the National
Assembly hed spproved the establishment of the Fund 1in March, but transfers
from revenue have not been included cither in the 1968 budget or in the
second supplementary budget under preparation for 1967. The Treasury bills
issued in September were not linked to the operation of the Foreign Exchange
Equalization Fund,

The Budget for 19A5 provided for over-ell belence, with both revenue
and expenditure estimetes being esbout 35 per cent higher than the original
budget estimates for 19Y67. Tex revenue including monopoly profits was
estimated to rise by 50 per cent in 1968, raising the ratio of tax revenue
to GNP from 9.5 per cent in 1967 to 12.4 per cent. Counterpart fund receipts
were estimated to decline further in 1968 end to constitute only 10 per cent
of total revenue compared with 16,0 per cent in 1967. Of the proJected
increcase of W 52 billion in tax revenue, about W T billion was to be derived
from an extensive tax retorm, approximately another W 6 bililion through
higher monopaly pioti+a #Lom incvensed edgaiclle prlceces, and ihe balance .
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mostly through the growth in the tax base and throngh further improvements

in tax administration. The large increase in cxpendiiure budgeted for 1968
was mainly related to an increase in transfers to local government associated
with shared taxes and a 30 per cent general increase in the salaries of
publiz servants, including defense personnel. This was to be the third
annual increese in salaries progremmed to compensate public servants frr

the substantial loss in rcaul wages suffered by them, particularly prior to
1965, Expenditure on capital formetion was increased by 46 per cent.

In August, the Government announced proposals for a comprehensive
tax reform with the intention to secure legislation in time to meke the
changes effective from Jenuary 1968, 1n all, two new taxes and thirteen
major revisions of exlsting taxes were proposed. The new taxes were to
be levied on telephones and on capital galns from real estate transfers.
The revisions covered all mejor direct and indirect taxes. In the cases of
the direct taxes exemption levels were to be raised slightly and the rate
structure was to be made more progressive., In order to encourage preferred
investment, a new system of investment allowances was to be introduced to
supplement the existing special deprecietion allowances and the 50 per cent
tax exeuption applicable to export income., The corporation tax was to be
modified in order to encourage the growth of open co-~porations. A global
income tax system was to be introduced for the first time in place of the
present schedular system. In view of the administrative problems involved,
the new system was to be first applied only to taxpayers with a global annual
wncowe above W 5 million. Such taxpeyers were estimated to number around
1,500. Revislons of the major indirect taxes, i.e., commodity teaxes and
liguor and petroleum taxes, were to widen their coversge and to increase
the tax rates, thereby raising revenues from such taxes substantially.

As to the reform of teriffs, the mein objectives were to meke the
system more flexible and to restructure 1t on a more rational basis.
Broadly speaking, the new turlff law was to divide goods into protected
items and revenue ilems. Tariff rates on protecied items would be determined
on the basis of value added, cost difference between domestic end international
products, and the degree of essentiality of the goods. Nonprotected items,
on the other hand, would be supject to a uriform rate of around 20 per cent
with éxemptions for irdustrial machinery and raw materials. In general,
protective tariffs would apply to manufactured goods and luxury goods; these
latter goods would also be subject to the commodity tex. The new law would
authorize the Presidenl to change iariff rates within certein limits in the
light of changing conditions. At present tariff charges were subject to
approval by the Netional Assembly except those required by international
agreementis, In the same context it wac intcnded to gradually widen the
range ol exemptions irom the speclal customs duty.

The Government also intended to raise the price of cigarettes charged
by the Monopolies Otfice and the 18tcs of a number of government enterprises.
Ralliwey passenger fares were to be raised by 50 per cent and freight rates
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L/

by 30 per cent. Electricity and water rates were also to be raised.=
The additional receipts of government enterprises were to cover the
operating losses in the case of some enterprises and to provide surpluses
to finance enlarged investment programs.

(2) Credit policy

In March 1967, a new special decposit account (Stebilization
Account ) was established in the Central Bank. Three reasons prompted this
step. First, the amount of Central Bank bonds issued wes very close to
the statutory ceiling; second, the operation of the Stabilization Account
was expected to provide the monetary authorities with a more flexible
instrument of credit control then changes in reserve requirements; and,
third, since the Central Benk could not legally pey interest on the required
reserves of commercial banks, the high merginal reserve reQuirements in
effeat since October 1, 1966 (50 per cent against demand deposits end 45 per
cent against time and savings deposits) squeezed the earning position of
banks. For these reasons, the authorities eliminated the marginal reserve
requirements from April 1, but undertoock to absorb the same amourt of bank
liquidity as the marginal reserve requirements did through the Stabilizavion
Account and %o & small extent through Central Bank bonds, both of which
earned interest of 5 per cent and 10 per cent per annum, respectively. The
Korean representetives said thet the earning position of banks was still
under pressure on sccount of the narrow mergin between the average interest
rate paid on bank deposits and that charged on bank credit as well as an
inc.emse 1n wages of bonk employees of 20 per cent from April 1967. The
90 -day Treasury bills issued were to provide the banks with an asset yleldaing
18 per cenl and thereby ease the banks' earning problem.

Noting sowe inclination on the part of the Korean asuthorities to relax
credit reatraint somewhat in order to ease the banks' earning position,
the staff team noted that this piroblem could be met without jecopardizing
the stabilizalion program by reducing both the application of preferential
loan rates of interest and the excess of the interest rate on 18-month
deposits (30 per cent per annum) over the meximum loan rate (26 per cent).
The staff team also expressed the view that it was desirable to rationalize
the present interest rate structure,g/but that 1t would be premeture to
effect any signhificant downward adjusiment of the general level of interest
rates untll reaacnable price stability was [irmly esteblished. The Korean
representatives saild that the Government had recently reviewed its interest
rate policy and had come to ihe same broad counclusion. The high interest
rate policy had been very successful in promoting saving and the Government
did not wish to take any steps which would damage the saving incentive; any
reduction should be effected step by step over wn extended period.

1/ In October ruilwey Teres were rained us scheduled and prices ol
several brands of cigarcltes were increased. 1n November eleciricity
retes were roised by 15 per cent, excepbL for cxport industries.

g/ See Part II, p. 30 and Appendix Teble II,
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The staff team inquired about the reasons for the continuing rapid
increase in time and savings deposits in 1967. Such deposits hed risen
at a rate of 43 per cent during the first half of 1967, compared with rates
of 53 per cent in the first half of 1966 and of 42 per cent in the second
half. In fact, the increase in the first half of 1967 has been roughly
twice the rate anticipeted at the beginning of the year, The Koreen
representatives saild that they had expected a more marked slowing down
in the growth rate in 1967 than in fact occurred because they had judged
that a considerable part of the increase in quasi~monetery deposits during
1965/66 was of & once-for-sll nature reflecting transfer to the banking
system of funds which had been circulating in the unorganized money market.
The mein reasons for the much better performence than expected were the
large inflow of personal remittances from Korean soldiers and workers
abroad and the continued positive response to the Government's efforts
to promote savings. They considered the large growth in installment
savings contracts as particularly significant becausc the depositors
contracted to deposit monthly a specified sum over a period of two years.
This served as a built-in growth element in quasi-nonetary deposits.
Generally, they expected that the growth rate in such deposits achieved
in the first half of 1967 would be mainteined in the second half.

Domestic finaencing facilities for imports of specified commodities
were made availeble from July 1967 as a step toward curtailing the rapid
growth of foreign import credits. Importers were to receive won financing
at an interest rate of 24 per cent per annum up to W 140 per dollar of
imporis in place of the foreign import credits which they were obtaining
at much lower rates of interest but often at disadvantageous price gquotations,.
For rav material imports for foreign exchange earning purposes &n interest
rate of 6 per cent continued to be applied. While this measure would
increase bank credit on the one hand, it would also result in foreign
exchange payments equal to nearly twice the increase in bank credit for
ihat purpose and tlhereby exercise some contractionary impact on domestic
liquidity.

Considering the financing problems connected with fertilizer operations
which had arisen in the past, the staff teem asked about the financial
implications of increased domestic output of fertilizer and the relatively
reduced reliance on imports. ‘he reply was that the Government contracted
to buy the entire output of the domestic plants. In the case of production
¢xceeding domestic demand this could result in & lerge financiel burden.

The Governmen®t thurefore was revlewing 1ts procurement policy and also
exXploring possibilitlies for export of fertilizer.

3+ External economic policy

8. Balance of payments

Gold and foreign exchange reserves rose by $174 million since the end
of 1964 to $306 millicu at the end of August 1967. 'The main faclors
accounting for this development were Increases in exports al an average
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annual rate of 42 per cent in the past five years, a sharp increase,
particularly in 1966 and 1967, of invisible earnings, and a large inflow
of forelgn capital which combined more then compensated for the decline
in grant aid and the increase in ilmports.

Tn 1966, exports increased by 43 per cenl over the previous yeer and &
further increase of L0 per cent to $350 millicn was set as the target for
1967. In the first six months of 1967, export receipts amounted to $140
million, or only 40 per cent of the target for the whole year. However,
the Korean representatives were hopeful that the target would be ceached
since exports in the second half of the year generally averaged around 60
per cent of the annual total. Imports rose by 62 per cent to $680 million
in 1966, as & result of the rapid rise in incomes and trede liberalization,
and were expected to rise by 21 per ccnt in 1967. The impact of the
liberalization measures taken in July and August 1967 was still uncertain.

A trade deficit of $530 million was expected for 1967 as compared to $430 mil-
lion in 1966 and $245 million in 1965. The increase in the trade deficiv

was partly compensaled by & snarp increase in invisible earnings due in

large measure to special factors related to developments in Viet-Nam. Net
invieible receipts and sales to UN forces were expected to reach $156 million
in 1967 egainst $107 million in 1966 and $46 million in 1965. The direct
impect of the conflict in Viet-Nam on Korea's forelgn exchenge recelpts was
estimated at $53 million in 1966 against only $16 million in 1965. In the
first six months of 1967 direct visible and invisible vproceeds from Viet-Nam .
were already $53 mitlion, of whick $31 million was in the form of personal
remittances by Korean soldiers and workers.

The staff team inguired about prospects of meintaining high growth
rates in exports considering that the continuing rise in domestic prices
and costs would tend to affect adversely international competitiveness of
Korean industries. Moreover, any further proliferation of the numerous
expo-t incentives that had contribated materially to the remarkable export
perf'ormen.c in the pest 2dgnt render progressively diminishing returns
because of 1increasing administrative complexities. The Koreen representatives
seld that they were aware of the increasling difficulties that would be
encountered in expanding exports. However, the Korean traders and menufacturers
were acquiring greater experience and were bullding up trading contects abroad.
Begldes, wilh an increasing scale of production there would be scope for cost
reductions. Given declining rates of price increases, which the Government
considered as a prime target, and the relatively low level of wages in Korea,
they were hopeful of maintaining the export growth momentum, albeit at lower
rates of increase than in recent years. As for export incentive schemes,
the Koresn represeniatives said that they were gradually changing the nature
cf their incentives, Hereafter they would primarily be directed to the
producer r. ther than to the trader. Most of the recent changes in export
incentive schemcs were connected with this shift.

The increesed deficit on current account was more than metched by a
large inflow of foreign aid and capital in 1966 and in the first haelf of .
1967. 'The proportion of grents in the total inflow of foreign resources
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generally decliued. The inflow of grants remained around $160 million in
1965 and 1966, but was expected to decline to $145 million or about 16 per
cent of estimated imports in 1967. On the other hand, there was a large
inflow of capital in the form of public and private loans in 1966. The
net inflow of foreign loans emounted to $205 million, compared with a net
outflow of $2.5 million in 1965, end an annuel average net inflow of $40
million during 1962-64. Official loans increased by $68 million in 1946
refiecting principally a shift iz U.S. official aid from grants to loans,
drawings on private long-term loans meinly from Japan and Germeny were
higher by $77 million, and there was e sharp incresse in short-term trade
credits.,

With the rapid increase in the amount of foreign loans contracted,
Korea's tctal foreign debt has risen sharply in recent X?ars. In 1566,
new official loans contracted amounted to $153 miilion,=/ageinst $77 million
in 1965, while new private loans amounted to $137 million ageinst $78 million
in 1965. 1In 1967, new official loans were expected to amount to $150 million
end private loans to $110 million. As of December 31, 1966, the total of
outstanding foreign loens with a maturity period of over three years was
$873 million, about equally distributed between official and private loans.
During 1966, debt service payments on such loans amounted to $15 million,
or about 3 per cent of current belance of payments receipts as compared
to $7 mullion or 2.5 per cent in 1965. The Korean representatives estimated
that debt service payments on such loans would grow steadily from $29 million
1n 1967 to $67 mdllion in 1971, but could be contained within the Government's
self-imposed limit of Q per cunt of annual cuvrent account receipts. Forelign
loan authorization had been requested for & large number of projects, but in
selecting projects the Government would keep the foreign debt burden in
line with the limit adopted. Generally, greater attention than in the past
would be peid to the terms of loans and the selection of projects to be
finenced through foreign credits would be more discriminating. The Govern-
ment was also meking greater efforts Lo attract direct foreign investment and
to obtain official loans. The suthorization given in 1967 to several
foreign banks to open branches in Korea wes expected to be helpful in
attracting private investors. It was espected that commerclal credit
approved in 1967 would be less than in 1966.

Short-term foreign obligations, defined as the total amount of letters
of credit and "documents on acceptance" (D/A) settlements outstanding end
cash loens of less than three years meturity, increased by about $169 million
during 1966 and in the first half of 1967 to $251 million, equivalent tlo
29 per cent of egtimated imports in 1967. The staff team cbserved that the
increase in such short-term foreign credits had been very sharp, especially
in 1967, and well in excess of the mmounts estimeted by the Knrean aulhorities
early in 1967. Even if the outstanding letters of credit and D/A settlements
below 90-day meturity were excluded &s normal trede financing, the remaining
incresse in such limbilities equaled $57 milllion in the first half of 1967,

-J;/ See Part II, Ppo‘?j."eso
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or over 90 per cent of the increase in gross foreign exchange reserves during .
the same perind. Inadequate recognition of this fact could result in
excesslve corlirdence about the balance of payments. Moreover, the rapid
growth in short-term liabilities could entaill sericus destabilizing effects
on the domestic financial situation and the baelance of payments. The

Korean representatives said that they were aware of the risks involved in

a sharp increase in private short-term liabilities, and thet measures had
been taken to restrain it. Since July all shippers' usance credlits were
prohibited and restreint would be exercised by th» Min.stry of Finance in
appro .ng D/A settlements over 90-day maturity. Therefore, & reduction

in short-term liabillties outstanding could be expected. Partly as a result,
the Korean representatives expected reserves to increase only slightly during
the remeinder of 1967.

In the light of increasing foreign exchange holdings, the Government
initiated in December 1960 a scheme for the granting of loans denocminated
in foreign currencies at the preferential interest rate of 7.5 per cent to
qualitied industries and government enterprises from the official fore.gn
exchange reserves. These losns were to requce the cost of imports of
maechinery and raw materials for export industries and to reduce recourse
to foreign suppliers' credlits. The Government announced its willingness
to grant such loans up to $120 million. By the end of June, $31 million
had been allocated. The staff team pointed out that such foreign exchange
loans did not absorb domestic liquidity and the exchang. holdings used for
this scheme had been accumulated substanlielly through the build-up of -
short-term liabilities. The Korean representatives said thet the Govern-
ment would like to proceed cautiously in this respect, especlally since
they did not consider the present level of reserves (four wonths of imports .
at the 1967 level) as adequate to meet sharp reversals of the balance of
payments position.

b. The restrictive system

Further progress was made in the policy of aimport liberalization that
wvas initiated in 1965. The number of commodities that could be licensed
automatically rose from 1,495 by the end of December 1965 to 3,549 by
June 30, 1967, while prohibitled items were decreased from 620 to 2u49.
Inports under the wutcmatic licensing category accounted for U3 per cent
of imports financed with Korean {oreign exchunge in 1966 snd 87 per tent in
the first half of 1967. However, there remained & large number of unspecified
itemws, i.e., commodities which were not included un the import list. Import
of an unspecified commodity required application to the Ministry of Commerce
and Industry which decided in which category thet commodity should be
classified.

A further step in lmport liberalizetion weas taken in July and August
1967 with the introduction of the so-called "negetive-list" system. Under
this system, which eliminated the category of "unspecified" commodities,
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all commodities mey be freely imported (i.e,, are licensed automatically),
unless they are on a negative list, which distinguishes between prohibited
end restricted items. Imports of restricted commodities were made subject
to the prior approvel of the Ministry of Commerce end Industry, or, in some
instances, to the approval of another Ministry more particularly concerned
with that commodity. Out of & total of about 30,000 items in the Standard
Industrial Trade Clessification, 19,902 items were placed on the automatic
epproval list, 5,859 items on 7he restricted 1list, and the remeining 4,239
items on the prohibited 1ist.l This classification cannot be compared with
the previous import programs because of the inclusion of previously unspecified
items and chaenges in definitilons. The Korean representatives sald thaet e
second stage in liberalization was to take effect in January 1968 after the
introduction of a new teriff system, so that locel industry could be given
some reasonable degree of tariff protection. In a third and final stege of
liberalization, the Government intended to reduce the negative list wo &
smell number of items prohibited for noneconomic reasons, with all other
imports being under autometlic approval.

Restrictions on payments for certain invisible transactions, such es
banking charges, insurence premiums and subscription in periodicals were
removed in 1966, and travel allowances were increased. In July 1967,
several restiictions were further reduced. The requirement for nonresidents
to register their foreign currency holdings upon entering Korea was elimi-
‘ nated provided they cerried only specified currencies. Overseas branches
of Korean traders were allowed to maintein under certein condltions accounts
in foreign exchange up to specified limits. Allowances for travel and
students were further raised. The objective of the remaining controls on
payments for invisibles was to prevent unauthorized capital transfers.

c. Exchenge rate and exchange certificate market

The exchange certificate market was introduced in Merch 1965 in
order to allow the exchange rate to be determined in response to market
forces. Following a short pericd during which the exchange rate fluctuated
it stabilized around W 272 per US$l from August 1965, reflecting the
excepticnelly favorable developments in the balance of peyments and the
policy of accumulating foreign exchange reserves followed by the suthorities,

The exchange certificate markel waes not very active until recently.
Sales of exchange earnings to the Central Rank ageinst won rather then
against eachange certificates had increased in 1966, T ~overnment
therefore took a number of measures in order to broaden « . certificate
market and to render it more responsive to changes in Lhe economy.
Government-run enterprises were required from August 1966 to buy certifi-
cates in order to defray their foveign obligatlons. The validity of
certificates was extended from 15 to 30 daoys in Janusry 1907, and to
45 days in June. The margin between the Pank of Koree posled buying and
selling raules was widened in Junuary 1967, end since March the rates

. 1/ See Part IT, p. Tl
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applicable to exchenge transactions between the Rank of Korea and the
foreign exchange banks were set closer to the posted rates in orler to
reduce the profits of the forelgn exchange banks from exchange transactions
with the Benk if Korea and thereby to induce them to operate in the certi-
ficate market.=/ In July, the foreign exchenge banks were permitted to
operate in the market as dealers, subject to certein maximum limits on
their holdlags of exchange certificates. Furthermore, these benks were
allovwed for the first tir~ to hold balances up to certain limlts with
correspondent benks abroad. The certificate market has become increasingly
active and the proportion of certificates issued against export receipts
increased from 59 per cent at the end of 1966 to 97 per cent in June 1367.
The proportion of exchenge receipts on invisibles account ageinst which

exchagge certificates have been obtained alsc rose markedly since the end
of 1966,

ITI. Staff Appraisal

Economic activity and growth in Koree have shown remerkable momentum
in the last three years, UWhile certain special and perheps fortuitous
factors have played & role in this development, & mejor factor has been
the economic policies pursued by the Government in areas like exchange
rate and exports, trade liberalization, interest rates, tax administration,
and financial menageswent of the economy. ‘The projected reforms of the tax .
and teriff structure should help sustain the progress made.

With the achieved momentum in eccnomic activity and the assoclated
growing self-confidence, ihere may be a tendency to sel growth targets
the attainment of which mey not be femsible in the light of avallable
resources. The Korear authorities are aware of the dangers of renewed
rapid inflation that are likely to result from efforts to achieve targets
that are out of line with resource availabllily. The technique of an
annuel over-all resources budget centered on the mid-year of a three-year
period, should facilitate & flexible implementiation of the Five=-Year Plan
in the light of changing conditions.

__ Inflation remains a matter of concern, considering that from 1965 1o
1966 prices rose at an increasing rate, following warkedly declining rates
of increase in the previous two years. Unless the rates of price lncreases
decline progressively the abatement of inflationary psychology in recent
years 1s likely to reverse iiself'. Price developments will also have &
cruclal besring on the continued role of exports as a leading growth factor
in the economy, particulerly considering ihat exports in 1966 still financed
only about 37 per cent of total imporis.

The increases in certain public utility cherges in order to make public
enterprises finsnclally self-gusiaining should help improve the pattern of
resource allocatlon. On the other hand, agriculturel price support {inanced

1/ See Part II, pp. 68-69, - e - .
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by credits from financial instituticns ebsorbed finencial resources at the
expense of other sectors of the economy. A review of policies in this area
will become increasingly importent. The steff belirves that tnls consider-

ation should gulde the management of the tvo newly established Price
Stabilization Funds,.

The repid expansion of ligquidiiy emanating from the external sector
until mid- 1967 in large part was related to an inflow of short-term capital
and created difficulties for financial management. The staff recognizes
that the use of new techniques of credit control helped meet some of these
difficulties which however were compounded in early 1967 by fiscal deficits.
It believes that efforte ehould be made to agein achieve a cash surplus in
the fiscal sector in 1967 and to reduce carry-over expenditures into the
next fiscal year, and generally restrain growth of bank credit so es to
keep pressures on resources within a raage compatible with the cbjective
of reducing the rate of price increases.

The present structure of interest rates has become still more complex
than it was and differentials between retes at the upper end and rates at
the lower end have been widened further. There is & strong case for simpli-
fying the rate structure by narrowing rate ditfferentials. However, for the
time being a lowering of the genexsl level of interest rates appears
premature, considering that price stability still is to ve firmly established.

Korea's balance of payments has changed from deficits in the early 19A0's
to growing surpluses. %hile fortuitous factors, e.g., those related to the
conflict in Viet~Nsm, have contributed in part, the Government has success-
fully promoted exporis and diversified the sources of foreign assistance.
However, export incentives have become very complex and any furtuer
prcliferation is likely to produce diminishing returns. Over the last
vear or two, foreign borrowing has increased at a very high rate. Vhile
the external debt burden i1s still relatively small it will grow and a
continued rapid accumulation of debts et such high rates 1# bound to lead
to difficulties when certain special factors affecting the balance of
payments cease to operate. In partic-lar, the rapid growth of short-term
Toreign liabilities can quickly become a destabilizing factor cnce a swing
occurs in the current and long-term capital accounts of the balance of
payments and the scope for rolling over a large short-ierm indebtedness
quickly diminishes. The sieps taken recently to reduce short-ierm foreign
borrowings should help daminish such dangers.

As a result of the strong balance of pavmenls position and the authorities'
policy of acrumulating exchange r1eserves, the exchange rate in the exchange
certificate markel hes been very steble since the thiid guarter of 1905. The
steps teken by the authorities to widen and activele the certiflcate market
should make the market mo.e responsive to changes 1in the economy. Progress
hes been made in the libernliznetion of vestilctions on current payments and
transfers. Eliminatlon of remaining Airece restrictions on imports should
help lmprove efiiciency &nd viability of the Knrean economy. AdJustments
in 1he tariff wnd commodlty tlax structure are considered complements to the
completion of the import liberallzation program. The staff{ believes however
that excessive protection of domestic industirlews through large increases in
tariff rates should be avolided.
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IV. Proposed Decision

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

1. This decision is taken by the Executive Directors in
concluding the 1967 consultation with Koree pursuant to
Artacle XIV, Section 4 of the Articles of Agreement.

2. Korea's economy grew in 1966 at an exceptionally
highh rate and the targets of the second development plan for
1967-T1 have generally been revised upward. The Fund welcomes
the technique of implementing the plan flexibly through annual
over-all resource budgets and velieves that caution should be

observed in implementation of the plan in order to succeed in

reducing the rate of price increases.

3. Adaptations in credit policies from 1966 have generally
helped mitigate expansionary pressures from the external sector
and in early 1967 also from the fiscal sector. The Fund welcomes
the lax measures to be introduced with the budget for 1968 and
notes that there remains scope for improving fiscal menagement
to allow growth in bank credit to the pravate sector withHut an
excessive nonetary expansion.

4, Repid growth in exports of manufactures has been a dynamic
element in the economy and should continue to be a central factor
for future ecconomic growth. The balance of payments surpluses
1n 1966 snd the first helf of 1967 were in e large measure re-

lated to special factors and substential capital inflows. The

F'und believes however tliat, further rapid incicaeses in foreign

privete loans of a shoit-teim nature should be restrained.



- 17 - PART I

5. The Fund welcomes the advances made in liberalization
of restrictions on current payments and transfers and in
activating the exchange certificate market and believes that
continued progress in these areas will help enhance the

viability and growth of the economy.
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Fund Relations with Korea

Koree became a member of the Fund on August 26, 1955. The original
quota of $12.5 million was raised to $18.75 million in Jenuary 1960, and
to $24 miilion in February 1966. Twenty-five per cent of the quota was
peid i1n gold. In July 1967 the Board of Governors approved an increase
in the quota Lo $50 million under the compensetory financing decision
(EBD/67365: Sup. 1). The Korean asuthorities expect to mahe the necessary
gold and won subscriptions in respect of the new quota early in 1968.

Korea requested the Fund in March 1965 to agree to a stand-by arrange-
ment for a period of one year ir. an amount equivalent to $9.3 millicn, or
50 per cent of its quota (EBS/65/39). The Executive Boerd approved this
request, effective from March 22, 1965. Modification of the terms of this
stand-by arrangement was agreed on September 22, 1965 (EEM/65/53). On
March 22, 1966 the second stand-by arrangement for $12 million, or 50 per
cent of the quota, became effective (ERM/66/18). In March 1967 the Fund
epproved the third stand-by arrengement for Korea in an amount of $18 ml-
lion, or 75 per cent of its present gquote (EEM/67/19). No draewings have
been mede undecs any of the stand-by arrangements,

No par value has been agreed for the won. For the stand-by arrangexents
Korea was required to complete the peyments of its subscription at a rate of
exchange proposed by Korea and agreed by the Fund. Xoree proposed the
provisionel rate of W 255 per US$l. The Fund agreed to this provisional
rate i1n Executive Board Decision No. 1845-(65/14), adopted on March 19,

1965. Korea completed peymenl of its subscription on the tasis of this
agreed proviasional rate of exchange (EBS/65/h0)o

The Fund hes been consulted on several exchange rate changes made by
Korees in the past. On May 1, 1964, the Korean Government propcsed the
adoption of a fluctualing exchange rate, and the Fund ag.eed to the change
and did not object to the temporary meintenance of the multiple currency
practices (EBM/Gh/QB). After deleys in the implementation of the main
features of the exchange reform of May 196k, the fluctuating exchange rate
system becaice effective on March 22, 1965, end was accompanied by an
abolition of multiple currency practices and a substantial relexation of
import restrictions (SM/65/76). At the request ot the Korean Government,
the Fund has provided technicel assistance almost continuously since

Cctober 1964, and for this purpose a stalf member has been stationed in
Seoul.

The last Article XIV consultaticon discussiong with Korea weve held in
Seoul from August 1 to August 12, 196b. The statt report (SM/06/108) was
dlscusscd by the kxecutive Board on Qctober 19, 1966. The BExecutive Board
adopted the following decision:

1. This decislon is taken by the Executlve Directors
in conrluding the 1960 consnltation with Korea puisuant to
Article XIV, Cection 4 of the Avtieclerm of Agircement.
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2. The record of economic growth in Korea has been
remarkably good during the past two years, and the immediate
prospects appear favorable. The second five-year development
plan for the period of 1967 to 1971 places appropriate emphasis
on policies to continue growth in an environment of financial
stability.

3« The adoption and implementation of annual monetary
programs has been successful in slowiag the rate of prace rise
an Korea and in fostering greater confidence in the currency.
The measures which have prcduced near balance in the Government's
cash budget have been an important contributory factor. There
hes, however, bee.. a sharp rise in domestic liquidity during the
last year as a result of central bank financing of agricultural
programs, & rapid increase in credit extended by commercial banks,
and the accumulation of exchange reserves. The Fund believes
thet fiscal and credit policies should be used to reduce further
the rate of price increase. It welcomes the introduction of new
techniques of central bank control and the more realistic structure
of interest rates and the Government's intention to strengthen
the tax system, and believes that these should make possible
effective control of inflationary pressures.

4, The balance of payments hes improved considerably owing
reinly to a sharp rise in earnings from exports and anvisibles,
and substantial further progress has been made in liberalizing
trade and payments. The Fund commends this progress in relaxing
resirictions and the emphasis that is being placed in a wide
range of government policies on the promotion of exports. The
Fund believes that the process cf liberelization of restrictions
should be continued and that an exchange system substantially
free of restiictions will centisbute to the achievement of the
objgectives incoiporated in ihe new development plan.
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Basic lats .

Avea: 38,027 8q. miles
Population: 29.2 million (et mid-1966)

Annuel growth rate: 2.5 per cent (1966)

Per cepite GNP: W 35,482 (Approx. US$13l at Lhe existing exchanrge rate)

1964 1965 1966

GNP at 1965 market prices (W Bn.): 750.3 805.9 913.8

Rete of increesse (per cent) 8.3 T4 13.4

Central Government budget (W Bn.):

General budget

Receipts 76.3 101.3 14k, 2
Expenditures Th.2 91.7 139.7
All other special accounts
Surplus (+) or deficit (=) -3.2 7.7 -10.0
Consolideted accounting surplus (+)
or deficit (=) =-1.1 +1.9 ~5.5 .
Money and releated data, at the end of year:
Noney supply (W Bn.) L3.1 56.6 69.2
Rate of increese (per cent) 15.5 31.3 22.3
Money savings (W Bn.) 25.9 7.3 102.3
Rate of increase {per cent) 36.7 82,6 116.3
Wholesale price index (1960 = 100) st
the end of year: i 210 224 242
Rate of increase (per cent) 27 7 8
Balance of payments (US$ Mn. ):
Exports, f.o.b. +120 +175 +250
Imports, f.o.b. -365 ~l420 -680
'rade balence -245 -245 -L30
Net official grents and loesnhs received +158 +127 +198
All others +84 +123 +35h
Over-ell balance -3 +5 +1.22

Offlciel pold and foreign exchange
reserves (US$ Mn. ): 132 142 239

IMF: “II

Quote: The original quote of $12.5 million was increesed to $18.8 million
in Januery 1960, and to $24 million in Februsry 1966, In July 1967 the

Board of Governors approved an increase in the quote to $50 millicn.
Tund holdinea of Koresn wonn: 75 near ecant nf +he mnroannt Aanndno




PART 11

I. Internal Economic Developmeﬂts

1. Population, income and production

& Pogulation

As of 1966, population was estimated to huve reached 29.2 million,
registering an increase of sbout 2.5 per cent in 1966 compared with an
average rate of 2,7 per cent for the previous five years. The Govern-
ment hopes to reduce the populetion growth rate to below 2.4 per cent
in 1967 and to 2.0 per cent in 1971, by promoting & nationwide movement
in femily planning practices. During 1967 the Government plans to
provide adequate measures required for the effective implementation of
& family plenning program and, through verious mass communication media,
to enlighter people, especially those in rural areas, on the importamce
of family planning.

b. Gross national product

In 1966, the last year of the First Five-Year Economic Development
Plan, gross national product in current market prices registered an
increase of 28,1 per cent over the level of 1965 and reached W 1,032.0
billion, 1In terms of 1965 constant merket prices, CNP rose by 13.4 per
cent over the 1965 level and the annuel average growth rate of 8.3 per
cent for the period 1962-66 exceeded the target rate of 7.1 per cent
envisaged in che original First Five-Year Economic Development Plan
(Table 1). The per cepita GNP rose from W 28,398 in 1965 to W 31,418
($116) in 1966, or by 10.6 per cent. The rapid increase in GNP in 1966
was assoclated with significant increases in gross capital formation
and in exports of gocds and services.

Totel consumption expenditures increased by 7.6 per cent in 1966,
compered with an annuel average growth rate of 5.7 per cent for the
previous four years. The share of total cousumption expenditures in
GNP was 87.8 per cent, the lowest in the entire Plem period. The marginel
propensity to consume (defined as the ratio of a charge in total con~
sumption to & chenge in gross national product) for 1966 wes 052
compared with 0,96 for 1965 (see Chart 1).

The high level of groes domestic investment in 1966 was lergely
stimulated by the inflow of foreign cepital and by the Goverument's
efforte to complete the First Five-Year Economic Plan, Fixed capiltel
formatic « for the ecouomy as a whole increased by 62 per cent, while
rros8s  investment lacluding chouges in iuventories rose by 75 per cent in
6, reising the ratio of gross capitel formation to gross national
duct from 15 per cent im 1965 to 23 per cent in 1966. Investment in
ventorles inereased by W 16.8 billicn in 1966 abt 1665 constant market
prices reflectiug an increased production of giains and larger imports, as
compered with an increase in inventories of W 0.8 billion in 1965 (Table 2).



Table 1. Gross National Product, 1962-66

(In billions of woni st 1965 market prices)

Annual Average
Growth Rate Growth Rate
1962 1963 1964 1965 1966 1965-66 1562-65

(In per cent)

Consumption expendltures 639,40 661,58  691.62  Th5.,10 |, 80L.75 746 5.7
Private 568.96 587,74  620.44 669,08 716.99 742 6.1
Public 0. L4 73.84 T1.18 76.02 8l 76 11.5 2.2

Gross domestic faxed capital

formation 8l,05 105.95 93.33  117.64  190.63
75.0 17.5

Increases in stocks -6,06 31.32 21,08 0,84 16,75

Exports of goods and servicesl/ 43.19 46,23 55,28 76,26 117.57 54,2 19.3
Iess: Imports of good and

services 120,20 153,19 11k o4  128.93 204,65 5847 11.7
statistical discrepancy wh o4l 1.14 3.0k -5.,06 ~8.23 - -

Expenditures on gross national

product 634,97  693.03 752,31 805,85  913.82 13.4 Tl
Per capite GNP (won) 2k, 305400 25,794.00 27,155.00 28,398,00 31,418,00 10,6 b2

Source: The kank of Korea, Monthly Statistical Review, Seoul, Koree.

E/ Tacludes net factor income from abroad,

II LuvVd
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Table 2. Composition of Inventory Investment, 1960-66

(In billions of won, at 1965 market prices)

1960 1961 1962 1963 1964k 1965 1966

Agricultural products 2.2 6.6 -10.9 22.4 18.7 0.8 9.7
Of which: Rice 2.8 5.6 =13.9 25.5 1l.3 =6.5 L L
Other cereals 0.8 1.2 ~l.b =26 9.5 6.3 4,0

Livestock “0.2 ~0,2 L.Lht ~0.5 =~2.1 1.0 1.3

Mineral products 0.6 - 0.1 0.3 1.2 <0,6 =0.1
Menufactured goods 1.1 k4.9 0.7 2.5 5.8 1.6 0.5
Imported raw materials 1.3 =3.8 L,2 6.1 b6 =1,0 6.7
Total 0.8 7.7 "‘6.1 31.3 21l.1 0.8 1608

Source: Date provided by the Korean authorities.

The pattern of investment in the latter part of the Plan periocd seems
to have been consistent with the major objective of the Plan to build an
Industrial bese with expanded secondery and tertiary sectoreg. As shown
in Table 3, iu 1965, some 12 per cent of the total fixed investment tock
place in the agriculture, forestry and fishery sectors, while the amounts
of investments in secondary and tertiary sectors accounted for roughly
32 per cent and 56 pcr cent of the year's totel, respectively. In 1966
the welght of investment in the secondary industry increased markedly,
especially in the manufacturipng sector. The sharcs of pramary, secondary
and terviary sectors in toilal fixed investment were about 12 per cent, 38
per cent and 50 per cent, respectively. By types of ilnvesiment, private
fixed Investment incrcased by 62 per cent in 1966 and accounted for roughly
78 per cent of the total, while direct government investment and invest-
ment of guvernment corporstions increased by 58 per cent and 7O per cent,
respectively, during the yesar.

If the rapid growth in gross capatal formation in recent years 1s to
be mrintained, substlantiial increases in savings must take place in order
to finance .nvestmeni in a nonintlationary manner. This 1s particularly
o in the light of the genei1slly declining ratio of foreign assistance to
total investment in recent years. The fiuancling of gross investment for
1he period 1962-66 is shown in Table 4, The gross national saving is
defined 8 the sum c¢f groas domestic saving and net foreign saving. In
1966, the rale of increuse in gross domestic saving in curzent market
prices was 100 per cent as compared with nearly 24 per cent in 1965; as
a result the degree of dependence of gross capitel formaetion on foreign
saving was reduced from 44 per cent to about 40 per cent. In the initial
year of the Flrst I'ive-Year Plan, foreilgn saving iluaunced 83 per cent of
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Table 3. Gross Domestic Fixed Capite. Formetion by Mejor
Industrial Sectors, 196066

(In billions of won, at 1965 merket prices)

1960 1961 1962 1963 196k 1965 1966

Agriculture, forestry, and

fishery 7.0 8.b 6.7 10.3 10.7 13.7 23.2
Mining l.3 Ouk 0.8 1.4 0.9 1.5 2,0
Manufecturing 4.9 13.8 17.8 2k.,1 22,4 30.5 61.7
Construction 0.6 0.7 3.2 2.4 1.2 1.4 2.0
Electricity and watex 2.1 545 8.8 13.2 Tolt Tel 9,5

Transportaetlion and communi-
cations 11.1 15,0 19.6 25.4 19.6 24,1 47.0

Wholesale and retail trades 3.l 2.6 L.5 4.8 46 T8 TeO

Banking, insursnce, and

real estete 0«3 0.1l 0.2 0.2 0.3 0«5 0.9
cwnership of dwellings 12.9 104 10.0 11l.1 12.6 13.9 18.k4
All others 8k 8.4 12,5 13.1 13.6 _17.1 18.9

Total 61.7 65.3 84,1 106.0 93.3 117.6 190.6
As per cent of GNP 10.5 10.6 13.2 15.3 12.4 14.6 20.9

Source: The Bank of Korea, Monthly Statistical Review, Seoul, Korea.
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Table 4, Composition of National Saving at Current Market Prices, 1960«66

(In billlons of won,

1960 ) 1961 1962 1963 1964 1965 1966

Gross Domestic Saving

a. Government sector =5,01 =5.30 4,86 -1,32 3455 1h.02 29,08
Provision for capital consumption 1.83 2.06 3.24 3433 3.6 3.78 4.83
Net B&Ving.J.'. -608)"' -70 3b '8.10 "'ho65 0009 10.2,4 2’4025
b. Private sector 8.50 16.62 10.03 34.99 45.33 46.73 92,24
Provision for capital consumptioca 10,50 12,21 15.65 22,98 33.47 41.95 53.06
Net saving -1.60 bl ~5.62 12,01 11.86 4,78 39,18
Total (a+b) 3.89 11.32 5.17 33.67 48.88 60.75  121.32
Net Foreign Savingg/ 20,99 25.29 37.72 52439 kg .22 52467 89.01
Statistical Discrepancy 1.92 2.18 2.58 3.62 3ell 5.06 12,78
Gross Natlonel Seving = Gross Domestic
Capital Formetion 26,80 38.79 L5 47 89.68 101.24 118.48 223.11
Of which: stocks (0.26) (4.50) (~3.15) (21.64) (20.70) (0.84) (17.12)
Gross National Product 246,69 296,82 348.58 487.96 696.79 805.85 1,032.04
l14+3
=<2 1n per cent 2. 4.5 2.2 7.6 7.5 8.2 13.0
4/5 in per cent 1049 13.1 13.0 18.4 14,6 14,7 21.6

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

1/ Excess of current recelpts over expenditures. Counterpart funds ere included in net foreign saving.,
2/ No aedjustment is made in these figures for underveluation of the exchange rate.

IT I¥vd
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the economy's gross investment. Main factors remponsible for this marked
increase in gross domestic seving were the growth of boilh private and
government savings. GCovernment saving was negative until recently and
turned positive for the first time in 1964, Private saving on the other
hand did not show any clear-cut trend since 1960, although it seems likely
that inflationary developments in the early 1960's undermined household
saving and impaired the efficiency of banks as financial intermediaries,
In 1966, a very large increase in private saving occurred following the
interest rate reform introduced in September 1965.

Both exports and imports of goods and services rose merkedly in 1966.
Exports of goods and services increased by 54 per cent compared with an
annual average growth rate of 19 per ceant for the perfod 1962-65, wuile
imports of goods and services rose by 59 per cent as compared with an
annuel averasge of only 12 per cent for 1962-65., The marginal propensity
to import defined as the ratio of a change In imports to & change in GNP
was 0.70 for 1966, compered with 0.27 for 1965. .

c. Gross national product by industrial origin

Table 5 shows the amounts of value added by three major industrial
groups in the economy for the First Plan period. In 1962, primary
industry's share of GNP was 40 per cent, while those of secondary and
tertiary industries were 20 per cent and LO per ceant, respectively. By
1966~--the end of the First Five-Year Plan--the share of secondary industry
had grown to 26 per cent, while those of primary and tertiary sectors had
dropped to 38 per cent and 36 per cent, respectively. The table reveals
that primary industry grew at a rate of 11 per cent, while secohda&y and
tertiary industries expanded at rates of 17 per cent and 1k per=cent,
respectively. The performance of the primary sector is striking in view
of an annual average growth rate of only 4 per cent in the previous four
years. Qood weather conditions ead extensive use of fertilizers and
improved seeds contributed to this rapid growth.

Within the primary industry, agricultural oroduction increased by
‘T per cent to contribute cround 89 per cent of vhe growth of this sector
in 1966, while rforestry output grew by nearly 17 per cent and contributed
7T per cent. The contribution of the fishery industry in 1966 was & per
cent.

The manufacturing sector comprises about T3 per cent of secondary
industry. Value added in the manufacturing sector grew by 16 per cent
and contributed TO per cent of the growth of total secondary industry in
1966. Within the manufacturing sector, production of electricdal machinery
increased by 56 per cent, followed by transport equipment with 38 per cent.
However, in terms of the contributlon of various sectors to thd growth of
secondary industry, textile goods ranked first by contribvuting 13 per cent,
while food end transport equipment contributed each 7 per cent, and
electrical machinery sectors 5 per nent. The over-all rates of growth of
these various sectors during 1962-66 seem to reflect the development policy
of the Government to enhance the Ilmportance of the manufacturing sector,



Table 5. Gross Nationel Product by Value Added, 1962-66

(In billions of woni at 1965 mar}et prices)

Growth
Rate
1962 1963 1964 1965 1966 1965466

(In per cent

Annual
Average
Growth Rate

1%62-65

Primery Industry 252437 270,56 314,31 311.63 345,91 11.0
Secondary Industry 129,60 150,37 159.51 194.36 227.36 17.0
Of which: Mining 10.86 11.86 13,36 14,73 15.67 6.4
Manufacturing 95.14 111,63 116.78 142,81 165.76 16.1
Construction 18.23 20,69 21,83 2764 3484 26.0

L ectricity and gas 5437 6,19 Te5k 9418 11.09 20.8

Tertiary Industry

253400 272.10 276.49 299.86  3L0.55 13.6

Of which: Transport, storage

and communications 20407 23,4 27,15 2.1k 6 17.2
Wholesale and retail 347 1 3 37.67 T

trade

Groes National Product

10341 113.19  109.97 119.27 139.43 16,9
63497 693.02 T50.31 805.85 913.82 13.4

41

13.9
13.8
14.8
14,9
20.2

6.6

15.7
6.6

Tol

W
T

Source: The Bark of Kores, Monthly Statistical Review, Seoul, Korea,

IT Iy¥vq
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particularly those sectors wh-ch are considered t¢ be key industries such as
transport equiprent, petroleum and coal products, glass, clay arnd stone
products. In view of the importance assigned to chemical and basic metal
industries in the Second Five-Year Plan, the weights of these two are
likely to increase in the future,

Within the tertiary industry, wholesale and retail trades and tramsport,
etorage and communications sectors comprised about 50 per cent of the total
value added. ‘[hese two sectors grew similarly at .7 per cent along with the
rapid expansion in secondery industry and also the increases in foreign
trade.

d. Productiqg

The output of foodgrains increased by 5 per ceni, in 1966, as compared
with only 2 per cent in the previous year (Teble 6). Rice production
reached 3,919,000 metric tons in the year to regiater an increese of 1l
per cent over the previous year's level, but 3till about 1 per cent less
than the recprd rice harvest of 196k. In view of the fact that the area
under cultivation remained almost the same in the last two years, the
increase in rice production wholly reflected en incresse in yields. The
output of summer greins totaled 2,375,000 metric tons in 1966, a gein of
11 per cent over the 1965 level, In 1965 the barley crop had been adversely
arfected by poor weather conditions. The production of potatoes decreased
in 1966 to reach 3,378,000 metric tons, or sbout 6 per cent below the level
of the previous year. The output of other cereals and pulses also declined
in the year to 302,000 metric tons, or by about T per cent. Imports of
ceceals and ceresl preperations declined in 1966 and were equivalent to
ebout € per cent of the total output of foodgrains as compared with about
7 per cent for 1965, No estimates are available for 1967 foodgreins, excapst
that barley production is estimated to reach 2,250,000 metric tons in the
year. Ir the first half of 1967, the Government imported 40,000 metric
tons of rice from Teiwan and planned to import about 87,000 tons of rice
from the Uniied States in the second helf.

The principel measures taken by the Government tc increase agricultural
production during 1966 and 1967 were expanded diffusion of imprnved seeds,
distribution of pesticides, expansion of all-weather farming fecilitiles,
encouragement for double crops, and reduction of fertilizer prices. In 1966,
the Government distributed to farmers 15,000 metric tons of improved rice
seeds and 5,000 metric tons of seeds of other cereals, while a total of
20,000 metric tons of improved seeds, including 16,000 metric tons of rice,
2,000 metric tone of barley and wheat, and 2,000 metric tons of other cercals,
were already supplied to farmers in 1967, The implerxentetion of an all-
weather farming program in 1966 resulted in an increase of 26,0C0 chungbos
(1 chungbo=2.45 acres) in the acreage irrigated and the expension of the
program in 1967 is expected to increase irrigated acreage by about 60,000
chungbos. In addition, about S8 per cent of total arable land in the
southern part of the country was used for double crops in 1966 and the
Governmunt intends to increese this percentage to T4 in 1967. The reduction
in the pricee of nitrogen and potash fertilizers by 15 per cent and 10 per
cent, respectively, in Januery 1967 is8 aleoc expected to increase the use
of fertilizer and hence agricultural production.




Table 6. Oufput of Foodgrains and Imports of Cexreals, l96h-671/

1964 1965 1966 - 1967 (Target)
Area Total Area Total Area Total ~Aree ~ . Total
under Yield cutput under Yield output under Yield output under Yield output
culti- per in culti- per in culti- perxr in culti- per in
vation tambo 1,000 vation +tamboc 1,000 vation tambo 1,000 wvation tambo 1,000
in 1,000 in metric in 1,000 in metric in 1,000 in metric in 1,000 in metric
chungbo kg, tons chungbo k.g. tons chungbo k.g. tons chungbo k.g. tons
Rice 1,205 328 3,95+ 1,238 283 3,501 1,2k2 316 3,919 1,255 340 4,267
Summer crops 1,119 166 1,839 1,211 176 2,136 1,148 207 2,3752/1,260 164 2,061
Other cereals and
pulses 557 57 316 585 55 323 516 60 302 615 64 394
Subtotal 2,881 -- 6,129 3,03k -~ 5,960 2,906 -~ 6,596 3,130 - 6,722
Potatoes3/ 181 1,760 3,222 21k 1,669 3,577 210 1,608 3,378 227 -
Total 3,062 9,351 3,246 9,537 3,116 9,974 3,357 '
Imports of cereals O
and cereal pre-
parations 647 689 588 !

Imports as per cent
of total cutput
of foodgrains 6.9 T2 5.9
Wholesale prices
(monthly average )(1960=100)
Foodgrains 263 2h7 260
Other commodities 190 217 234

Source: Data provided by the Korean authorities.

IT $yvd

1/ output date Tor 1954-66 are provided by the Minislry of Agriculture and Forestry, while the 1967 targets are
made by the Economic Planning Board.
g/ Includes the production of barley, naked berley, wheat gnd rye.

g/ Production series for potatoes up to 1966 were revised in July 1967.
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The seven-year foodgrain production plan (1965-T1), which the Govern=-
ment launched in 1965 with the objective of self=-sufficiency in foodgrains
in 1968, was incorporated into the Agricultural Development Plan in May
1967. The new five-year agricultursl plen, which covers not only fool-
greins but also raw silk and other cash crops, envisages self~sufficiency
in foodgrains by 1971 and does not foresee any net export or net import of
foodgraines after the plan period. The plan envisages an increase in rice
production ty 37 per cent between 1965 and 1971, barley end wheat by 33
per cent, pulses by 78 per cent, potatoes by 112 per cent, and other cereals
by about 46 per cent. The total focdgrain production is to increese by
i per cent during the same periocde.

The output of fishery products increased by 8 per cent in 1966,
compared with en increase of T per cent in the previous year. Fish and
shellfish catches rose by 8 per cent and 58 per cent, respectively, in
1966, while the ocutput of seaplants and other merine products increased
only moderately. Exports of marine products rose to $39 million in 1966,
en increase of about 38 per cent over the previous year's level, to account
for about 16 per cent of the year's total exports. | The progress in deen-
see fishing wes noteworthy in increasing the exportg of merine produc;s.

Over-all industrial production (including mining, manufacturing, and
power) increased by 17 per cent in 1966, as compered with 18 per cent in
1965 or 8 per cent in 1964 (Table 7). In the first half of 1967, industrial
production was about 15 per cent higher than in the same period of 1966.
However, the latest estimates indicete that industrial production may:
increase by sbout 20 per cent during the entire 1967. '

Teble 7. Indices of Industrial Production, 1962-June 1967
(1965 = 100)

Jan.~June

1962 1963 1964 1965 1966 1966 1967

Mining 76.6 87.4 36.2 100.0 110.8 114.1 118.8
Manufacturing 68.6 1746 82.9 100.0 117.9 124.1  144.3
Electricity 6.8 67.9  83.1  100.0 119.6 117.3 1ko.8B

Total 69.5 78.6 84.9 100.0 117.3 122,6 1hl.bk

R

}

Source: The Bank of Korea, Monthly Statiistical Review, Seoul, Korda.
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Manufacturing production expanded by 18 per cent in 1966, as compared
with 21 per cent in the previous year and an annual average increase of 12
per cent during 1962-65. The average cepucity utilization rate of the
manufacturing sector wee Th per cent in 1966, coupared with 71 per cent in
_ the previous year and 50 per cent in 1964, Improved menegement, increased
domestic demend and the effort of the Government to promote exports were
largely responsible for the increase in the utilization rate in 1966.

Within the manufacturing sector, the production of transport equipment
recorded the highest growth rate of 61 per cent in 1966, followed by
electrical machinery (35 per cent), wood and cork (33 per cent), petroleum
and coal products (24 per cent), food (24 per cent), and printing and
publishing (23 per cent) (Table 8). In the firwi six months of 1967,
menufacturing production was about 16 per cent higher than in the correm
sponding period of 1366. The largest expansion took place in fceod (33 per
cent), folloved by electrical machinery (28 per cent), textiles and
rrinting and publishing (25 per cent) beverages (24 per cent and petrole-
un and coal products (22 per cent). Th» production of chemicals in the
first half of 1967 was LT per cent higler than in the same period of last
year, due primarily to the operations nf the three new fertilizer plants
with the combined production capacity of 859,000 metric tons. In the
field of petroleum and coel products, the Government expanded the capacity
of the Ulseu oil refipery from 35,000 barrels per day to 55,000 barrels
per day in 1967 and plans to raise the processing capacity to 215,000
barrels by 1971,

Mining output increased by 1 per cenb in 1966, compared with an
increase of 4 per cent in 1965 and 10 per cent in 1964k, The sharpest
increare in production was recorded for zimc concentrste (65 per cent),
followed by Kaoline {55 per cemnt), telc /™" vper cent), and silver (16
per cent) (Table 9), The output of c- .panded by 14 per cent in 1966
to reech 11,6 million metric toms, of which about 263,000 metric tons
were exported. The output of irom ore emounted to 0.79 nillion metric
tons in 1966 tc register an annual rate of growth of T por cent. Beceuse
of the shortage of refining facilities in the country, rost of the iron
ore output has been exported in recert years. In the cape of tungsten,
which occuples & large weight in Korean mining, the cutput has continuously
declined in recent yeavs due largely to the poor reserves in tungsten
mines, but export earnings from this product heve increased on account
of higher prices to ab~ut $9.5 million in 1966. Because of the absence
of eny refining facility snd the existence of undeveloped machinery and
metallic industries in the econory, there is almost no domestic demand for
tungsten. The sharpest decline in 1966, however, occurred in the production
of salt (=41 per cent). In the first six months of 1967, the over-all
output of mining products was L4 per cent more than in the same period of
the previous year.

Tolal power generation expanded by about 20 per cent in 1966, although
the power-generating capecity has remained the pame in the last two years.
Therefore, the increase in the output of eleciricity in 1966 was solely
due to the increase in the capacity utilizotion from 48 per cent in 1265 to

r
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Teble 8. Index of Selected Manufacturing Production, 1960-June 1667

(1965 = 100)

Jan. -June
1961 1962 1963 1964 1965 1966 1966 1967

Food 103 99 108 79 100 12k 116 154
Beverages 83 79 7. 75 100 120 134 166
Textiles 58 67 70 81 100 111 106 135
Tobacco 52 60 62 72 100 104 98 112
Wood and cork 72 86 103 o4 100 133 156 179

Paper and paper

products 6l 76 93 oh 100 116 124 123
Printing and

publishing 52 65 69 85 100 123 117 146
Leather and leather

products 93 95 86 98 100 120 119 67
Rubber products €8 71 8L 97 100 oL 107 106
Chemicals 58 69 86 88 100 120 130 152
Petroleum and coal

products 37 43 48 69 100 12k 130 159
Glass, clay and

stone products 45 59 63 88 100 118 141 159
Basic metal 59 83 93 100 100 119 131 133
Metal products 69 86 115 7L 100 113 1158 131
Machinery g6 132 97 89° 100 102  1c6 89
Electrical machinery 39 7L 93 104 100 135 130 166
Transport equipment 33 34 62 65 200 161 183 192
Miscellaneous 6l 91 119 97 100 123 129 173

Source: The Bank of Koree, Monthly Statistical Review, Seocul, Korea.




Table 9. Production of Cosl and Selected Minerels,:1962-June 1967

Ll

Janu - June
1962 1963 1964 1965 1966 1%% 1967

Coal (million M/T)

Tungsten concentrate
(1,000 s/T)

Iron ore (rillion M/T)
Gold, refined (1,000 kg.)
Silver, refined (1,000 kg.)

Amorphoug graphite
(1,000 m&g)

Keoline (1,000 /T)
Talc (1,000 M/T)
Limestone (million M/T)

Zinc concentrate
(1,000 M/T)

Selt (1,000 M/T)

7.4 8,9 9.6 10.2 11.6 1.0 1.1
6.4 5.2 S.1 L2 L4, o4 0.3
0.47 0,50 0,68 0.74 0.79 0.06 0.05
3.3 2.8 2,4 2,0 1.9 0.2 0.2
12,8 13.8 12,6 13.5 15.6 1.3 1.3
183.4 338.0 262.4 254,3 128.8 10.2 5.8
38,2 52,3 60.5 T72.2 112.1 11.0 7.2
28,4 32,4 43,9 357 53.6 5.1 3.8
1.3 1.4 2,2 3.1 2.9 0.3 0.3
0,8 2,3 5,1 1k.2 23.4 1.9 1.6

388,1 230.1 385.6 668,9 393.5 140.0 124, 7

Source: The Bank of Korea, Monthly Statisticel Review, Seoul, Korea.
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58 per cent in 1966. In the first five monthe of 1967, the capecity
utilization rate showed a continuous upward trend to reach 69 per cent in
May, reflecting a sharp increase in demand for industrial power. During
January-June 1967, total power generation wes sbout 20 per cent higher than
in the corresponding period of 1966, During 1967 the production capacity

is to be increased from the 1966 level of 769,000 kw, to 1,007,000 kw.
Moreover, es the'Second Five~Year Plan anticipates rapidly increasing demand
for electric power, the Government plans to expand the .installed power-
generating capacity further to 2,816,000 kw. by 1971l.

e. Economic development plans

A coumparison of actual achievements with major selected targets of
the First Five-Year Economic Development Plan (1962-66) ie provided in
Table 10. The actual average annual growth in GNP of 8.3 per cent was
higher tkan projected in the Plan, Major factors assoclated with this
higher rate of growth were a larger growth in agricultural output than
had been %-anned° Manufacturing output expended et the planned rate.
Outputs of, such products as oil and cement in 1966 exceeded the. planned:
production targets for the year, but the production of electric power
coal, and fertilizer fell.short of] the targets. ,

The actual ratio of gross cepitel formation to GNP of 17 per cent. -
for the Plan period fell short of the planned target of about 23 per cent.
Likewise, the actual ratio of gross domestic saving to GNP for the plan
period was 6.3 per cent as opposed to the planned 9.2 per cent. However,
both the investment and saving retios reelized in 166 were more or less
in line with the Plan projections for thet year. In the external sector,
annuel exports rose strikingly to reamch $250 million in 1966, exceeding
the target by 81 per cent, while net invisible receipts and the inflow of
foreign loans and capitel were 99 per cent and 83 per cent, respectively,
of the planned targets.. '

The Second Five-Year Fconomic Development Plan (1967-71) was originally
drafted in July 1966 and approved by the National Assembly in the latter
part of that year (see SM/66/108, Part II, pp. 12-15). The basic priorities
in the Plan included self-sufficiency in foodgraeins, & rapid expansion of
merchandise exports and promotion of import substitution industries
including petrochemicals, machinery and integrated steel mills. An
annual average rate of growth in GNP in real terms of 7 per cent was
planned for the I'lan pericd, 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 aebout 7 per cent. The total
plenned investments for the plan period aemounted to W 980 billion, implying
an annual average incresse in investment of 10 per cent and an increase in
the ratio of investment to GNP from 15 per cent in 1965 to 20 per cent in
1971. Domestic saving was estimated to fincace 62 per cent of total invest=
ment, while foreign saving, which would amount to $1.4 billion, would
account for 38 per cent of the total investment. The domestic saving
estimates were based on the assumption thet marginel propensity to save
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Table 10. Selected Economic Indicators:
Development Plan Targets and Performance

PART II

First Five-Yeear

First Five-Year Plan

Planned Targets

(8)

Actuals

(B)

B
{K}x1oo

1. Annual average rate of
increase in GNP (1962-66)

(0f which: manufacturing
sector)

2. Total power generation (M)

7.1 (at 1961 mar-

15.0

4,509 (planned year-

Coal production (1,000 M/Tg 11,740

0il refinery (1,000 barrel 9,300
Cement (1,000 M/T) 1,370
Fertilizer (1,000 M/T) (Urea) 238
Rice (1,000 suk) 20,567

Industrial railroad con-
struction (Km) 271
Diesel engine imports 100
Passenger car imports 100
Freaght car imports 1,C00

Urban telephone circuirt
lines (1,000) 158
3. Exports, f.o.b. ($ Mn. ) 138
Imports, c.i.f. (& Mn.) Lg2
Invisible rec2ipts, net ($Mn.) 108

Inflow of foreign loans
and capital ($§ Mn.)Z 426

4. Gross capital formation/GNP

(In per cent) 22.6
Gross domestic sav1ng/GNP 9.2
Foreign saving/GNP 13.4

(

i

(

|

ket prices)

end 1966)
1966
1966
1966
1966;
1966

1962-66)
1962-66
1962-66
1962-66

1962-66)
1966
1966
1966
1962-66)
1962-66)

1962-66)
1962-66)

8.3 (at 1965 mar-
ket prices)

15.0
3,886

11,613
12,646
1,880
173
27,217

78
115
1,471

250
716
107

(

é
|

1966)

1966
1666/
1966
1966
1966

1962-66
1962-66
1962-66

1966

1966%
1966

2

352 (1962-66)

=~
O O\ ON
W W\O

i

1962-66)3/

1962-66
1962-66

3

117

100
86

99
136
137

73
132

78
115
147

181
146

99
83

75
68

17

Source: Data provided by the Korean authorities.

1/ Produced by Korea 01l Corporation.

2/ Exc¢ludes foreign official grants-in-aid.
3/ Gross domestic saving/GNP and foreign saving/GNP do not add up to gross
capital formation in per cent due to statistical discrepancies (at 1965 con-

stant market prices).
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dispogable income would amount to 30 per cent during the periecd,
compared with 23 per cent during 1963=-65, Merchendise exports were
projected to increase from $175 million in 1965 to $550 million in 1971,
an increase of 214 per cent, while merchandise imports were estimated to
rise to $912 milliion in 1971l. With the net invisible receipts estimated
at $169 million for the last year of 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 light of the favorable eccnomic developments in 1965 and 1966,
the Government expecis to complete some of the major targets of the Plan
possibly by mid-19T70, i.e., within three and a half years. Although the
Second Five~Year Economic Development Plan itself remains the basic freme
of development priorities, new projections have been made for the Plan
period ending 1971 (Teble 1l1l). Gross national product is now projected
to grow at an annual aversge rate of 10 per cent during the Plan period
and consequently GNP should be 50 per cent higher than in 1965 by the
first helf of 1970 and be 83 per cent higher than in 1965 in the target
Year of 197l. The new proJjection for total investment requirements amounts
to W 1,43043 billion for the five-year period to exceed the previous
investment target by about 46 per cent. Domestic saving in the new pro=-
Jections was expected to account for Tl per cent of the totel investment
end to reach & total of W 1,009 billion during 1967-Tl. Within the external
sector, merchandise exports for 1971 were estimated to reech $750 million .
instead of $550 million, while merchandise imports were to be $1,372 million
or some 43 per cent higher than the original estimate for the last year of
the Plan period. %ith net invisible receipts of $325 million projected
for 1971, the deficit in the current account of the balance of payments was
expected to total sbout $297 million in 19T1.

f. Outlook for the Korean economy for 1967 and 1968

Beginning from 1967, the Government adopted the concept of an Over-All
Resources Budget (ORB) @8 an annuel program designed to facilitate effective
implementation of the Second Five-Year Economic Plan. The ORB will be
formulated in advance of the year to which it is to apply and will (1) analyze
current economic conditions and trends, (2) establish supply and demand
targets for major sectors and commodities for the Plan year, and (3) contain
appropriate economic policy measures to achieve the targets set forth.

The ORB for 1967 envisaged a growth rate of 10.5 percent for 1967 to
reach W 1,010 billion of gross national product at 1965 constant market
prices (see Teble 12). This growth rate is higher than the original iearget
rate envisaged in Jhe Second Five~Year Plan. In order to achieve the
projected growth rate, mejor emphasis is to be placed on the expanslon of
exports, full utilization of both new und existing productive facllities,
and a further expansion of soclael and economic overhead capital, such as
transportation and communications,

More than 52 per cent of the proJjected increase in GNP in 1967 is to ‘
be accounted for by the 1lncrease in exporte of goods and serviceas in that
year, thereby increasing the ratioc of exports to GNP to 17 per cent in 1967
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Teble 11. Second Five-Year Development Flan (1967-71), Selected Targets

(At 1955 constant market prices)

Original New Pro= {_B_} x 100
Targets Jections A

(a) (B)

1. Gross National Product (1971) (Bn. won) 1,169.7 l,hﬁ&h 126,4
Agriculture, forestry and fishery 397.3 Se 112.1
Mning and manufacturing 34,2 382.8 122,2
Social overhead and other services 458.2 659.,2 143.8

Annual Average Rete of Increase in GNP (1967=71) 7.0 10.0
Rate of Increase in Fer Capita GNP (1965-71) 3.3 60.5
2, Sector/Industry Target (1971)
Total power-generating cepacity (1,000 k) 1,650 2,816 170.7
Coal. production (1,000 i4/T) 13,762 17,000 123.5
‘ 0il refinery (1,000 barrel) 35,04 56,100 159.9
Cement (1,000 /T) 4,520 5,180 114.6
Fertilizer (1,000 i}/T) 374 374 100.0
Passenger railway trensportation
(¥n, passenger/km) 10,915 13,218 121.1
Freight trensportation (in. ton/im) 7,264 9,208 126,8
Nationael highwey (km) 5,899 8,186 138.8
Exports, f.o.b. ($ i 550,0 750.0 136.4
Imports, c.i.f. ($ In, g62.1  1,371.5 42,6
Invisible receipts (p im.) 168,7 32,5 192.%
3. Investment and Saviugs (1967~71)
Total investment £1967-713€Bn. won) 960.1  1,430,3 145.9
Total investment (1967-T1)($ Mn.) (3,692.8) (5,389.4)
Domestic savings (Bn. won) €02.9 1,009,1 167.4
Foreign savings (5 in.) 1,421,1  1,587.4 111.1
(Long=term capital) (¢ In.) (835.0) (1,190.0) (1k42,5)
Gross Capital Formation/GNP (1967-71)(In per cent) 19,1  23.2
Gross Domestic Savings/GNP (1967-71)(In per cent)  11.7 16.4
Gross Domestic Savings/Total Investment
(1967=71) (In per cent) 61,5 70.6

‘ Source: Date provided by the Korcan authorities,



Table 12, Over-All Resources Budgets for 1967 and 1968-;-/
(In billions of won; at 1965 market prices)

1966 1967 - 1968 .
- Increase Increase
Amount Per cent Amount Per cent rate Amount Per cent rate
{In per cent) (In per cent)
Gross national product 913.82 100.0 1,009.77 100.0 10.5 1,110.75 100.0 10.0
Consumption expenditure 801.75 87.8 867.86  85.9 8.2 939.83 84,6 . 8.3
Government 84,76 9.3 102.68 10.1 21.1 116,21  10.5 13.2
Private 716.99 78.5 765.18  75.8 6.7 823.62  Th.l 7.6
Investment 207.38 22.7 22824 22,6 10.1 263.25 23.7 15.3
Exports of goods and
services 117.57 12.8 167.87 16.6 42,8 198.20  17.8 18.1
Imports of goods and
services 20k, 65 22.4 254,20 25,1 24,2 290.53  26.1 4.3
Statisticel discrepancy -8.23 -0.9 -- - -- -- -~ -

Source: Data provided by the Korean authoraties.
y Derived from the monthly report on econcmic trends mede in June by the Economic Planning Bosrd.
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frox 13 per cent in the previous year. Exportis of goods and services are
expected to increase by about 43 per cent to reach W 168 billion (at 1965
constant market prices) in 1967. Groas investment is expected to be 23 per
cent of GNP in 1967, with &7 annual growth rate of about 10 per cent, To
finance & substential part of the increese 1n domestic investment, domestic
saving of W ik2 billion is expected for 1967, Net foreign saving is expected
to be about W 85 billion, & decline of about W 1 billion from the 1966 levels
As a result, the ratio of domestic saving to total investment is to increase
from sbout 58 per cent in 1966 to about 62 per cent in 1957. Total con=
sumption is to increase by 8 per ceat in 1967. Government consumption is
expected to rise by around 21 per cent due primarily to increases in salaries
of government employees, while private consumption 1s té increase by 7 per
cent in 1967. The marginel propensity to consume is estimated et 0.69 for
1967 compared with 0,52 ia 1966,

TLe ORB for 1968 estimates that gross national product in 1965 constaat
market prices will increase by 10 per nent in 1968. Total consumption is
projected to increase 8 per cent in 1968 at the same rate as in 1967. The
merginal propensity to consume for 1968 is estimated at O.7l. Gross invest=
ment is expected to increase by 15 per cent in 1968 to reach W 263 billion.
About 65 per cent of the totel investment is to be financed by domestic
saving, which 1s projected to increase by 20 per cent during the year. The
rate of expunsion in exports of goods and services 1s estimated at 18 per
cent for 1968, compared with a projected increase of about 43 per cent for
1967. Imports of goods and services are expected to increase by 14 per
cent in 1968, compared with 24 per cent in 13967.

2. Employment, weges and labcr productivity

The rate of unemploymeat to econcmicelly active population declined
slightly to 7.l per cent in 1966 from 7.4 per cent a year before (see
Appendix Teble I). There was also & slight decline in the proporticn of
employment in sgricul tural, forestry and fishery sectors from 53 per cent
in 1965 to 58 per cent in 1966, reflecting an underlying structursl change
in the economy. The proportions of employment in other sectors of the
econonmy changed little, except an increase in the relative size of employ=-
ment In the government sector,

Real wages in the mining end manufecturing sectors increased in 1966
slightly more and nominal wages considerably mo:e than labor productivity.
The rate of increase in labor productivity in the manufacturing sector was
& modest 2.0 per cent as compared with an average rate of 8.8 per cent for
the period 1962-65; in the mining sector the increase was only 1.6 per
cent in 1966 as opposed tc an average increase of sbout 4,3 per cent in
the previous four years (see Talle 13). Nominal weges lncreased in these
sectors by about 16~17 per cent in 1966, Consequently, with the increase
in wholesale prices by about 8 per cent during the year, real wages in
the mining and ranufacturing sectors rose by about 8 per cent compared with
an annual average decline of about 3 per cent for the previous four years,
Before 1965, changes in money wages tended to lag behind the movement of
prices for fairly long periods and real weges had declined even when labor
productivity rose significantly.



Table 13. Trends in Production and Labor Productivity ir Mining and Manufacturing Industries, 1961-66

(1960 = 100)
Growth Rate us erege
, ovta Bate  Agaigh At
1961 1962 1963 1964 1965 1966 (In per cent
l.Employmentl/
Mining 100.8 11,4 126.7 136.8 132.1 145.5 10.1 7.2
Manufacturing 93.1 1061 1l12.6 110.5 113.5 125.9 0.9 5.2
2.Industrial production
Mining 113.4  13%.6 153.6 169,1 175.7 196.5 11.8 11.7
Manufacturing 04,6 121.3 137.8  147.2  177.5 200.9 13.2 4.3
3.Monthly earnings of production :
workers
Mining 12,8 124,6 1364 159.5 19.9 228.7 16.2 15,1
mnufactur]_ng 109.2 11500 12703 15’4‘06 18008 21058 1606 13.6
k. Lavor Productivity
2
) x 100
Mining 112.5 120.8 121,1 123.6 133.0 135.1 1.6 4.3
2.0 8.8

Manufacturing 112.0 1hk,8  122,4  133.2  156.4  159.6

Sources: The Bank of Korea, Monthly Statistical Review; Korean Productivity Center, Labor Productivity
Index, Seoul, Kores.

;/ A lebor-input index based on a Bank of Koreu sample survey of production worker men-deys,
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3. Prices

During 1966, wholesale prices rose by 8 per cent compared with T per
cent in 1965, There had been an annual average increase of 19 per cent
during the 1962-65 period (see Table 1l4). wWholesale prices of grains rose
by 10 per cent during 1966 compared with e decline of 3 per cent a year
before, while wholesale prices of nongrein commodities increased by 8 per
cent in 1966 in contrast to an increase of 9 per cent in 1965. Vholesale
prices of some goods increased comsiderebly more. For example, wholesale
prices of machinery and machine parts rose by 15 pexr cent, fuel and power
by 12 per cent, lumber by 9 per cent, fiber products by 9 per cent.

Table 14, Wholescle and Consw.er Prices, 1962-June 1967

Wholesale Prices (1960=100) Consumer Prices (1965=100)
All som~ Imported All
modities Grains Others goods cities Seoul
1962 12k 131 123 126
1963 149 208 139 150
1364 201 263 190 211
1965 221 2h7 217 253 100 100
1966 238 260 234 252 111 112
1964
December 210 235 205 243
1965
March 214 233 211 254 a8 98
June 225 257 219 251 100 100
September 227 264 220 254 102 102
December 22h 228 223 252 100 101
1966
March 230 243 228 252 107 107
June 241 261 238 252 112 112
September 246 296 237 252 115 115
December 242 251 240 251 116 117
1967
January 241 254 238 238 116 117
Pebruary 2L2 262 238 236 118 119
March ok 267 239 236 119 120
April 250 300 241 236 123 123
May 25L 314 243 235 124 12k
June 250 308 25 236 122 122

Sources: The Beank of Korea, Monthly Statistical Review, Seoul, Korea,
and Economie Planning Board,
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Seoul consumer prices incressed by 16 per cent during 1966 compared
with 10 per cent in 1965. The Economic Plenning Boaerd's newly constructed
consumer price index for all cities showed an increase slightly less than
that for Seoul city in 1966. The consumer prices of housing rose by 1O
per cent (13 per cent in 1965), fuel and light by 28 per cent (7 per cent),
other services by 19 per cent (19 per cent), food and beverages by 15 per
cent (5 per cent), and clothing by 16 per cent (17 per cent in 1965). The
price increase in food and beverages contributed about 46 per cent to the
over-all rise in consumer prices in 1966 as compared with 26 per cent in
the preceding year. The contribution of the category of fue. and light to
the over-all price change in 1966 was 9 per cent compared with 4 per cent
in 1965, while that of clothing in 1965 and 1966 were 20 per cent and 13
per cent, respectively. Public utility rates, notably electricity, trans-
portation and communications, were reised in 1966 to improve the financisal
position of the respective enterprises.

In the first half of 1967, wholesale prices increased by 5 per cent
compared with 8 per cent in the corresponding period of 1966. Wholesale
prices of grains increased by 23 per cent compared with 15 per cent in
the same period of 1966, while wholesale prices of nongrain items rose
2 per cent in 1967 as opposed to 7 per cent & year before. The greater
inecrease in the 1rices of grains was largely attributable to a 27 pexr cent,
increase in the price of rice during the perilod, while declines in the
prices of fertilizers, fiber and fiber products contributed to the smaller
rate of increase in other prices. The recent price developmente seem to
suggest that the income elasticity of demand for rice 1is high since people
prefer rice to other cereals such as barley with increasing incomes. Whole=
sale prices of imported goods declined by 6 per cent in the first nalt of
1967, compared with & decline of 0.2 per cent in the corresponding period
of 19€6, reflecting the effect of further import liberalization and the
stable forelgn exchange rate. The Secul consumer price index, estimated
by the Economic Planning BRoard, increased sbout 4 per cent in the first
half of 1967 compered with 12 per cent in the corresponding period of 1966,

The principal measures used to check price increases are policies of
financiel restxaint, gradual liberslization of lmports, and the improvement
in domestic distributicon facllities. In 1967, the Government plans to limit
the rise in wholesele prices within 7 per cent and in consumer prices within
10 per cent. The Government also will use the price stabiligzation funds to
moderate fluctuaetions in prices of strategic products, such as logs, news=
print paper, cement and cotton yarn. The Government lifted its direct price
control on briguets in 1966, with only its control on wheat flour remaininge.



Table 15. Change. .n the Seoul Corsumer Price Index in 1965-June i T, and Rates of Contribution
tc the Change By Commodlty Categories
(In per cent)
1955 1966 1967 (June)
Rate of contri- Rate of contri- Rate of Rate of contri-

Rate of ©butiom to the Rate of bution to the change tution to the .
change change change change change
Total items 10.3 100 16.5 10C 4,2 100
Food and beverages 5«1 26 14.8 46 3.2 38
Housing 12.8 9 9.8 4 2.8 6
Fuel and light 6.8 27.8 9 «0.1 -
Clothing 17.5 20 16.3 13 3.3 6

Other goods and

services 18.7 by 19.3 28 7.6 49

"5

Source: The Bank of Korea, Moathly Statistical Review, Seoul., Korea.

1/ Changes from year-end to yearwend.

(Figures msy not add up due to rounding.)
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4, Financial developments

As in previous years, & fairly comprehensive financial stebilization
program was in operation in 1966, providing for limits on the over-all
permissible increase in money supply. Under the stend-by arrangement
between Korea and the Fund, the stabilization program placed cellings on
the expansions of net domestic assets of the Centrel Eesnk and on Centyial
Bank credit to the Government, consistent with the desirable order of increase
in money supplye.

as Stebilization programs and over-all financial performance in 1966

Under the second stand-by arrangement between Korea snd .e Fund,
credit expansion was subject to two limits during the period from March 22,
1966 to March 21, 1967: (1) a ceiling of W 48.0 billicn over net domestic
assets of the Centrel Bank, and (2') a ceiling of W 52.4 billion on Central
Bank credit o the Government up to November 1966, and'W L46.9 biliion for
the remaining period of the stand-by arrengement. These ceilings entailed
a maximum increase in the Central Bank!s net domestic assets of W 8.5 billion
during 1966 and by ancther W 1.0 billion in the remaining period of the
stand-by arrangement. Such an expansicn in primary liquidity, along with a
moderate increase in forelgn assets and a rise in guasi-monetary deposits
wvas expected to generate a growth in money supply of about 15 per ceat during
e period of 14 months,.

The Central Bank's net domestic assets including fertilizer credit
expanded in 1966 by only W 1.7 billion and declined in the first three menths
of 1967, althcugh the woney supply expanded by more than 30 yer cent during
the period, due largely to the increase in forelgn assets. As of March 25,
1967, the net domestic assets of the Central Bank totaled W 40.5 billion,

W 7.5 billion below the ceiling of W 4B.0 billion provided for under the
1966 stand-by arrangement., The ceiling on the credit to the Government was :
also observed with the exception of a marginal excess for a few days in the
second half of 1966. As of March 25, 1967, it amounted to W U46.6 billion,
slightly below the ceiling allowed under the stand-by arrangement.

]

Korca entered into a third stand-by arrangement for the period of one
year from Meich 22, 1967. In light of the experience of 1966; a ceiling
hes been set on the growth of total primary liquidity defined as the total
net dcmestic and net foreign assets of the Central Bank. The objective was
thereby to limit the growth in money supply to 15 per cent during the stand=by
period. This ceiling asllows through December 1967 en increas= in primary
liquidity of W 11.0 billion over the level outstanding at the end of 1966
of W 80,1 billion, and a further increase of ¥ 2.0 billion for the remsining
period of the stand~by arrangement. In additlon, a ceiling is placed on totel
Central Bank credit to the Government, and this is set at W 52.9 billion at
the end of 1967 and et W 46,9 billion for the remeining period of the stand-by
errangement. ,
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DPevelopments under the over-all financisl stabilizstion progrem are
sunmerized in Table 16. Meney supply increased by 22 per cent in 1966,
This monetary expancion wawm sssuciated with a much larger generation of
liguidity from the externst sector than had been expected at the beginning
of the year, a rise in back credit to the private sector of L4 per cent,
end a rise in fertilizer credit. Quasi-monetary deposits, however, rose
by about 116 per cent following the sharp upward adjustment in deposit
interest rates in September 1965, and fiscal operations reglstered a cash
surplus of W 2.6 billion. The rise in quasi-monetary deposits was much
lerger than expected at the beginning of the year, but the fiscal surplus
fell considerahly short of the projected amount of W 5.3 billion. This
occurred principally because counterpart fund receipts lagged behind
schedule and because government purchases of summer and fall grain produced
an unplanned deficit of W 3.1 billion in the Graia Managemeni Special Account,
Net credit to local governments also increased by W 1.2 billion. The
increase in quasi-monetary deposits of W 55 billion during 1966 exceeded
the rise in bank credit to the private sector of W 32 billion during the
Year, and net credit to this sector declined by ¥ 23 billion from the level
cutstandirg at the end of 1965, The increase in fertilizer credit of
W 6.7 billlon in 1966 included W 5.3 billion which the NACF borrowed from
the Ceniral Bank to repay its liabilities to the Counterpart Fund account
(see Chart 2).

The large generation of ligquidity from the externel side was related
to the increased recelpts of forejgn exchange on current and capital accounts
of the balance of payments. The expansicnary impect of the foreign sector
on the money supply was % 31.6 billion in 1966. At the end of 1966, the
meonetary system's foreign assets in terms of won were slightly larger than
the outstanding money supply. At the end of 1965 they had been eguivalent
to aboul T3 per cent of the outstanding money supply.

Turing the first eight months of 1967, the money supply rose by
W 10.2 b1llion to register an increase of nearly 15 per cent over the
level at the end of 1966, as compared with on incicase ol LU per cent
in the semc peuiovd o1 the previous year. The net credit to the fiscal sector
remained the same at V/ 14.4 billion during the period, while the fertilizer
sector added W 2.9 billion to the money supply due primarily to a seasonal
Iincrease in fertilizer credit. The foreign sector again played e major role
in expanding tke money supply by adding W 11.4k billion during the first
elght months of 1967, These increases in money supply, however, were
partly offset by the net credit position of the pravate sector. Private
credit expanded during the period by W 58,7 billion, an increase of 57 per

1



Table 16, Factors Affecting Money Supply, 1964 - August 19671/

(In millions f won)

1966 1967

l1st  2nd  August Ird  UWih lst 2nd August
1964 1969 1906 qtr  qtr (Change over gqtr qtr gbr qtr (Change over

June) June)
Total Nomesiic Credit +10 8 129 6 +359 +#1.8 +83 Wi 3 4123 439 +19 2 +24 2 +18,2
P{scal se¢ctor -1,7 -1 9 -2 6 00 "5k .15 108 +16 +25 «50 +2 5
Irivate credlt +12 7 +21 6 131 8 162 +109 59 411 0 +3.7 +15 3 +27 1 +16 3
Fertilizer credits/ -0 2 +9 0 67  +52 28 0.2 40,5 =18 Hh o421 -0 6
Time and Savings Depomts—j/ =37 =21 b =55 0 -11.9 -130 -9,7 15,8 -1h,3 «19,4 24,8 -18.6
Toreign sector -1 15 5 +31 6 +2.,1 16 3 176 49,6 113.6 +4,8 4,7 +1.9
‘oney Supply +5 8 +13 5 #12 6 12 1 +l.6 +2,0 6.1 42,8 #.5 44, 11,6
(*oney Supply Outstanding, at Lnd Of) 431) (50 6)  (692) (587) (60.3) (62 3) (66 L)692) (737) (77 8) (79 4)

Source Data provided by the Koican authoiilies,

l/ Changes duting each period Total changes may nol add up to chenges in money supply due to rounding.
2/ Hlet of cash balance held by NACT fertilizer account,

3/ Includes savings of govermment corporations,
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cent as compared with en increase of 32 per cent in the same period of 1966,
but this wus more than offset by en iancrease of W 62.8 billion in time and
savings deposits, resulting in a W k.l billion contraction in money supply.

be. Government finance

(1) Budgetery performsnce in 1966

The administrative budget of the Central Government consists
of the '"general budget" and the "special accounts." The former refers
mostly to the transactions of the Government performing traditional public
functions, while the latter refers to the transactions of the public
agencies producing and selling goods and services generally on a commercisal
basis. Major accounts included in the category of speclsl accounts are:
rallvays, communications, tobacco and ginseng monopoly, grain management, °
ana office supplies.

As shcwn in Table 17, ithe original 1966 general budget passed by tle
National Assembly in December 1965 provided for expenditures of W 121.9
billion, an increase of 29 per cent over that of 1965, and the eonsolidated
total budget including special accounis totaled W 208.9 billion. The
original budget was expected to generate & surplus of W 1.3 billion in
the general budget but a deficit of W 2.4 billion in special accounts,
thereby resulting in a consolidated deficit of W 1.1 billion for fiscal
year 1566, However, the National Assembly rassed two suppleuentary budgets
in April and in October, primsrily to provide for increases in economic
development expenditures necessary for the completion of the first Five-
Year Plan. The final revision brought the size of the general budget to
¥ 142.6 billion, an increase of 41 per cent over the actual level of 1965,
and of 17 per cent over the original 1966 budget. As a result, the ratio
of the budge® to GNP rose from 12 per cent in 1965 to 14 per cent in 1966.

"ILth ihe second supplementary budget, economic development expendi-
tures came to W 4l.4 billion, an increese of 93 per cent over the actual
1965 level, while ordinery and national defense expenditures totaled
Y 59.4 billion and ¥ 0.5 billion, respectively, recording increases of
L6 per cent and 35 per cent, respectively, over lhe actual levels of 1965.

On the revenue side, the final administrative budget for 1966 provided
for tex revenues of %/ 63.2 billicn, & gean of 52 per cent over the previous
year's level, end in eddition subsiantiial increases in monopoly profits,
trust funds and interesti revenues, and other nontax revenues. The ratio
of tax revenues to CNP in curcent prices was to increase from 7 per cent
in 1965 to 9 per cent in 1966. In its finael form, the 1966 edministrative
budget was expected to have & surplus of W 1.3 billion in the general
budget but & deficit of VW 14,9 billion in ihe speclal accounts, thereby
having & net deficit of W 13.6 billion in the consolidaled budget, of
which V¥ 849 billion was to be financed by forelgn borrowing.



Table 170

Summary of Naetional Government Budgets, Fiscalears]963-681/

(In billions of won)

FY 1966 Approved Approved Proposed
1963 196k 1965 1966 oOriginel Revised FY 19673 FY 1968
General Budpet
Receipts (& + Db) 69.8 76,3 101.3 14h.2 121.9 142.6 16347 221.5
l. Taxes 3.1 37.4  s5hk.7T  87.6  66.2 83.2 107.1 1594
2. Monopoly profits 4.6 4.6 3.6 7.5 7.5 T.5 9.0 14,8
3. Other revenue 7.8 7.1 9.5 18.3 17.3 18.8 21.5 2542
g« Total revenue
(1+2+3) 43.5  ko.l  67.8 113.4 91,0 109.5 137.6 199.4
b. Counterpart funds  26.3  2(.2  33.5  30.7  30.9 33.1 26,1 22,1
Expenditure (1+2+3) 717 Th.2 92,1 139.7 120.6 141.3 163.7 221.5
1+ Ordinery 30.7  33.7  40.8  58.5 52.6 59 .4 78.6 107.1
2. Tefenses 2045 23.8 25.9 40.5 38.5 40,5 48.0 60.3
(150.0) (i£.0) (19.5) (29.9) (24.5)  (25.9) (24.6)
3. Lconomic development 20.5 16.7 21. Lo.7 2945 41.4 37.1 54,1
Surplus (4) or deficit (-~) -1.9 12,1 +9,2 14,5 1143 +1.3 - -
All Other Specazl Accounts
Surplus (+) or Deficit (-) ~0.l «3.2 -l.k  -10.0 “2s4 -14.9 “Tolt
Consoladated Surplus (+) or
Deficit (=) -2.3 -1.1 +7.8 =55 -l.1 «13.6 Tl
Financed by:
Cash balance (increase (-) or
decrecase (1)) =27 -3.9 6.3 “k.3 -1,0
Counterpart fund balance
Borrowing fcom the Bank of
Korea (increase (+) or
decrease ( -) ) 0.5 5.4 3.6 +6,2 0.1
Net sales of bonas 1.8 -1.0 ~1.5 -1.3 1.4 1.k 1.1
Borrowing from abroad 2.8 0.6 Te5 2.5 8.9 Tl

OOU.I‘CG

Fiscal Kear corresponds to 07

January of' the following yeer.
i/ Firs&upplementary budget.

Lata provided by the Korean authoritlies.
lendar year, however, eccounts for any one year are closed toward the end of

Figures in brackets relate to portion financed by counterpart funds.
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. The actual performance of the 1966 administrative budget'l“/ shows that
almost all planned expenditures in the general budget were made during the
budget period, while actlual receipts in the gene:al budget increased more
than anticipated. As a result, the general budget yielded a surplus of
about W 4,5 billion. Expenditures in the special accounts fell short of
the expected amount, due largely to slower imports of the prcperty claims
iund irom Japan. Recelpts of the specisl sccounts, in spite of W T.5
billion of borrowing from abroad, W 3.6 billion of borrowing from the
Bank of Korea, and revenue increeses in the monopoly special account, fell
short of the anticipated amouant, to generate a deficit of around W 10.0
billion. As a result, the actual amount of the ccmsolidated budget deficlt
came to about W 5.5 billion,

Cash operations of the consolidated government budget, which bear a
more direct link witih the over-a'l 1lnancial stabilization program, are
sumparized in Teble 18 for the Leriod 1$0h-67. The table shows that cash
operations in 1966 generated a surplus i W 6.4 billion compared with W 2.0
billion in 1965 and that thie resultel from o surplus in the general budget
and & net positive balance in speclal accounts including extermnal borrowing.
Cash receiplis on gcuneral account dwring 1966 totaled W 138.2 billicn, a gain
of U6 per cent over the 1965 level, due largely to silgnificant increases in
tax reveaues, customs duties anc monopoly profits. Cas3h expenditures rose
by 50 per cent in 19G6. The ronetory impact of the cash surplua in the
budget appeared in the form of a decline in the central Bank's credit to

L the Government by about W 2.4 billion and increases in cssh balances of the
Government by W 4,0 billion.

. (2) Adminiotrotive budge.s for fisial. years 1967 end 1968

The original bucfget for riseal year 1967 was approved by
the National Ascembly in December 19A6. The general budget was balanced
at W 163.3 billion, shoving an inc.ease of 14,5 per cent over the revised
1966 level. After ihe National Assembly passed the first svpplcmeniary
budget in March 1957, the general budget remacined in balance as the revision
provided for an inecrease in ordinary experditures by W Q.4 b’111lon end a
corresponding incrzasc in nontax revenuzs, The revieion was made to meet
the edminlstratlve expenses Lor the May and June elcctions. The gceneral
budget 1s, therzfore, bulanced ot W 163.7 billlon, & gain of 15 per cent
over the revieed 1966 general budgei. Tn: orecial accounts, however, are
expected to preduce & deficat of W 7.l baillton in 17857 as compared with
the budgetary deticit of W 1k.9 btl1lion in the 1966 buipet estimates. The
net deflcit ot the cousolidated vuagel, theretore, amounts to W T.4 billicon
for 1967 which is expected 1o be malched by foreign borrowiug of sn equivalent
emount (Table 17).

"~ 1/ Tejor diflerences Letvecn the wdwinistrative und cash budgets are the

difierence In accowting besis (cs¢s, cash ve. mccrual basis) and In coverage

of the period (calendur yes:i ve. [iscal year basis)e Although the fiseal

year corresponds 1o a calendur year, administrative budpet accouunts are closed

toward the end ot Junuery of the followiug vear. Ti wAdltion in the admiais-
’ trative consolldatcd budgel presentailon external be rowir~ 18 shown as

financing of the deficlt on speclal account.
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Table 18« (ash Transactions of the Consolidated National
Government Budget, 196li-Juae 19671/

(In billions of won)

January-June
196l 1965 1966 TSE o7

General Budgot

Receipts h.4 oL.8 138.2 61,2 73.1
Internal taxes 275 0.0 or.3 6.2 36.0
Customs duties 8.4 12.6 17.7 8.0 12.9
Moncpoly L.5 3.6 7.5 3.7 3.3
Counterpart funds 27.2 29.7 29.4 17.3 11.5
Cthers 6.8 8.9 16-3 6.1 9.).{.
Expenditures 71.08 89.3 133.8 55.9 73.2
Ordainary 320 109 T8.1 26.5 9.0
Defense 2.1 28.6 39.4 17.3 20.6
Investment and loans 15.3 19.8 36.3 12.2 1.6
Surplus (+) or -
deficit (-) +2.6 +5.5 4.0 +5.3 -0.1 i
Special Accounts, Net 0.4 ~3.1 +0.5 +1.4 +7.6
Grain management 0.5 3.0 -3. -0.1 YV .
Monopoly enterprise -0.1 0.3 0.6 0.1 -0.3
Railway and communications ~0.1 - 1.4 0.7 ~-0.8
Others 0.1l 0.1 1.6 0.7 30
Carry-over and Nonbudgetary
Accounts, Net =0.5 0.4 1.5 +0.4 6.2
Consolidated Surplus (+)
or Deficit (-) +2.5 +2.0 +6.1 +7.1 +1.3
Financed by: I -
Overdraft, increase(+) +1.7 +3.7 -2.4 -3.0 -0.5
Cash balance, increase (=) .}.2 ~5.7 -L.0 4.1 -0.8
Industriel bonds - . —— _—— —e

Source: Data provided by the Korean authoritaies.

E/ Foreign loans are included in both receipts and expenditures.
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On the expenditure ,&de, the 1967 genersl budget allows considerable
inereases in sall expendi.ures categorles except those for economic develop-
ment. As compared with ubhe 1666 budget estimates, ordinary end national
defense expenditures are expected to increase by 32 per cent and 19 per
cent, respectively, reflecting meinly increases in salaries of goverument
employees (by 23 per cent). The amount of economic development expenditures
in the genersl budget is expected to reach W 37.1 billion during 1567, a
decline of W 3.6 billion from the asctuasl 1966 level, but such expenditures
allocated in speciel accounts total W 31.1 billion, a gain of W 2.4 pillion.
Totel development expenditures will therefore amount to W 68,2 dillion in
1967, ss compared with W 694 billion in 1966 (Tsble 19).

Table 19. National Goverrment Development Expenditures,
Fiscal Years 1962-67

(In billions of won)

1662 1963 196k 1965 1966 1967
(Approved)

Source of funds
General goverrment sector 2
All other special accounts

Total
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Source: Data provided by the Korean authovities.

1/ TIncludes W 5.5 billion 2n 1966 and W 6.0 billion 1n 1667, for
education.
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The pattern of development expenditures shown in Table 19 reveals
thet the development of tertiary industry 1s given added emphagis in
1967 with a view to accelerating the expansion of transportation and
communications facilities. About 58 per cent of the total development
expenditures in the budget are allccated to tertiacy industry as compared
with 51 per cent in 1966. The shares of primary and secondary industries
are 2k per cent and 18 per cent in 1967, while they were 28 per cent and
22 per cent, respectively, in 1966.

On the revenue side, tax receipts in the 1967 budget amount to
W 107.1 billion, accounting for 65 per cent of the total budgetary
revenues for the yeer {Table 20). This amount of tax receipte reflects
an increase of W 19.5 billion or 22 per cent over the collections in
the previous year. This increase is to be brought sbout through improvement
in tox collections, expansion in lhe tax base end effective prevention of
tax evasion. In view of further import liberalization to be carried out
during 1967, revenues from customs dutiec are expected to increase consider-
ebly. .aowever, counterpart fund receipts are expected to decline by
W 4.6 billion from the previous level of W 30.7 billion. As a result,
the share of domestic revenues in the budget would rise to 84 per cent
in 1967, compared with 79 per cent in 1966. The ratio of total tex revenues,
including monopoly profits and locel government taxes, to GNP was 10.7 per
cent in 1966 c~mpared with 8.7 per cent a yeax berors., This ratio ls
expected to remain at about the same rate in 1967.

Cash operatious of the comsolidated government budget realized a
surplus of W 1.3 billion in the first half of 1967, as compared with a
surplus of' W 7.1 billion in the same period of the previous year. Cash
operations of the genersl budget realized a deficit of W O.1 billion,
compared with a surplus of W 5.3 billion in the first half of 19066, due
primarily to en increase in ordinary expenditures of the Government and
receipts of the Ccounterpart Fund Acccunt lagging behind the scheduled
amount. Operations of the special accounts, on the other hand, produced
& surplu- of W 7.6 billion in the first six months of 1967 (a surplus
of W 1.k billion in the same periocd of 1566), reflecting largely increases
in receipts from the sale of rice by the Graln Management Special Accouat,
but thie was offsct by a deficat of W 6.2 billion of carry-over and non-
budgetary expenditures. These carry-over experd.tures ave usually made
in the first half of a year without having malching caerry-over revenues.
In addition, unusually large outlays had becn made in 1967 by non-
budgetory accounts, e.g., by local authorities and public entities not
covered by the national governmeub budget, drawing temporaiily on central
govermment resources. As the nonbmdgetary accounts receipts increase in
the second halfl, these dravings are expected to be i1efunded.
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Table 20, MaJor Compcnents of General Budget Recedpts,
Fiacal Years 1962-671/
(In billions of won)
1962 1963 196k 1965 1966 19672/
(Approved)
1., Direct taxes Te6 Y.9 1k.0 18.9 35.3 42,6
Perscnel income 4,9 5¢9 8.6 1ll.7 20.3 25.1
Corporate income 240 3.0 k1 S5¢7 10.9 1ke2
Registration, others 0.7 1.0 1.3 15 L1 363
2. Indirect taxes 20,5 21,1 23,5 35.7 52.3 k6ol
Commodity 6.6 6.1 543 7.0 10.3 12.6
Business 1.9 245 3.2 L5 7.3 10.4
Liguor 2.5 2.8 2.9 3.8 6.3 8.1
Travel 0.7 009 1.0 1.2 208 309
Petroleum products 1.9 243 2.0 3e2 3.7 k.9
Other internal 0.2 0.1 0.9 3.5 ka3 6.2
Customs 6.7 6.4 8.2 12.6 17.6 18.4
3. Total taxes (1+2) 28.2 3L.1 374 sh.7T 87.6 107.1
L, Monopoly profits 4,0 4.6 4,6 3.6 7.5 9.0
5. Other aontex revenueaz/ 13.4 7.8 Tol 9.5 18.3 21.5
6. Total reccipts (3~4+5) k5,6 k3,5 U49.1 67.8 113.4 137.6
7. Local government taxes 542 Te3 8.7 1l.3 15.4 12.7
8. (3+h)as per cent of GUP 9.5 Te5 6.2 T«3 9.2 9.5
9. (3+4+7)as per cent of GNP 1.0  9.C  T.3 8.7 10.7 10.6
Scurce: Data provided by the Korean autbhorities.
1/ Excludes counterpart fuad receipts.
g/ First suprlemca .ary budget,

3/ Includes mainly tremnsfers from government-owned enterprises, public
Bchool fees, property sales, trust fund income and loan repsyments asscC=
iated with the past fiscal lending fuads,.
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After establishing normel Giplometic relations with Japan in 1965, the
Property Claims Fund Specilal Account was estaeblished within the government
budget for the first time in March 1966 to ensure the most effective use
of such Funds (SM/66/108, Part II, pp. 27-29). This special account has
two components: & local currency collection account for sales of goods
imported with property claims funds, and a loan repayment account for loan
repeyments by those importing cepiltal goods with official credits. In
1966, actual revenues of the former amounted to W 5.39 billion, while those
to the latter totaled about W 28 million. Actusl expenditures of the
Account reached W 4,99 billion, ell for economic development, thus resulting
in a surplus of about W O.43 billion in 1566. The bulk of economic develop-
ment outlays under the program went to the agriculture and fishery sectors
and to small and medium industrice., In the approved 1967 budget, won
collection end loan repayment revenues are expected to reach about W 8.2
billion and W 487 million, respectively, while expenditures, exactly matching
the revenuer, will totel W 8,69 billion.

For many years the Government has been conducting procurement and
sales of foodgrains through its Grain Management Special Account, partly
to secure focdgrains for military forces, prizoners and some government
institutions and partly to minimize seasonal fluctuations of foodgrain
prices, The amount of foodgrain procurcd for the former has been relatively
stable for the past five years, whereas that for the latter has shown erratic '
chenges in response to the conditions of crops. In 1566, domestic procurement
of foodgrains totaled 459,000 metric tons ineluding 298,000 metric tons of
rice and 201,0C0 netric tons of other cereals, while foodgrain imports
amounted to 21,0C0 metric tons. Of the total procurcment, about 225,000
metric tons were used during the year for the purpose of price siabilization.
In contrast, in 1965 the total emount of foodgrains domestically procured
and imported by the Govermnment had amounted to 336,000 metric tons and
131,0C0 metric tona, respectively. In these operations, the price applied
to grain procurcment was based on eslimates of the cost of farm production,
vhile the sale price of government-held grains was on the basis of procurement
price plus lncjdental costse. However, some deficits have occurred in cash
operaticns of the Grain Management Special Account of the budget in the past,
partly because the incidental expenses were not fully covered in the sale
brice and partly because part of procured foodgra.rns remained in inventories.
In 1966, cash operations of this special account produced a deficit of
W 3.1 bvillion.

In the approved budget for 1967, the Grain Management Accourt shows
a balanced position. However, in the first halfl of 1967, the GMSA realized
a cash surplus of W 5.7 billlion, due primarily to the sales of rice in
April to the public in an amount of W 6.4 billion for the pirpose of
stebilizing the rice price, The Account, however, is expected to produce
a defi~1it in an order of W 9,7 blllion during the seconc half of the year
in which purchases of summer and fell foodgrains are to be mede with increased
purchase prices (rice price by 7 per cent and barley price by 8.3 per cent).
The Government inlends to seek additional revenues to adjust the deficit of
the Account in a second supplementary budget to be submitied to the National
Assembly.
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In connection with approval of the budget for 1967, the Nationael
Assembly authorized the establishment of two price stabilization funds.
One, in en amount of W 6 billion, is to supplement the operations of
the Grain Management Special Account and of the NACF in smoothening
seasonel fluctuations in prices of egriculturel products. The other, in
an amount of W 5 billion, 1s to help stabilize the prices of some 12 key
domestic and imported commodities, including cotton yarn, building
materials, and petroleum products. No budgetery eppropriations were made
for these two funds. Rather, their operations were euvisaged to be financed
from realized revenue surpluses in other accounts and, within the framework
of the stabilizetion program, by Central Bank overdrafts. During the second
half of 1967, the Agricultural Prices Stabilization Fund, the size of which
is to be raised to W 20.0 billion within five years, is expected to finance
additional government purchases of berley in an amount of W 2,7 billion
and the required expenditure, 1f necessary, will be met by bor.owings from
the Bank of Korea., As for the Genersal Price Stabilization Fund, the out-
standing borrowings of the Fund frem the Rank of Koree amounted to W 803
million as of the middle part of July 1967. The commodities purchased under
the program were cement, newspcint, wood and lumber. The borrowing is to
be repaid by the end of 1967,

Tn addition to these funds, the Natioral Assembly elso passed a bill
in March 1967 authorizing the establishment of a Foreign Exchenge Equalization
Fund designed to regulate the amount of liquidity gererated or contracted in
the external sector of the economy. No appropriation was made for the Fud
in i1he approved 1967 budget.

The general budget for fiscal year 1968, as proposed to the Nacional
Assembly in the early part of September 1567, balances expenditures and
revenues at W 221.5 billion, representing an increase of W 57.8 billion or
35 per cent over the current 1967 budget level. Economic development:
expenditures in the proposed budget for 1968 amount to W 54,1 billion, an
increase of 46 per cent over the level of the 1967 budget, while national
defense outlass will total W 60.3 billion to register an increase of W 12.3
billion or 26 per cent over 1967. Ordinery expenditures of the Gevernment
will total W 107.1 billion to reflect an increase of W 28.5 billion or 36 per
cent over the level of the current year, of which about W 9.4 billion or
33 per cent will represent increases in salaries by 30 per cent of all
government employees.

On the revenue side, internal texes will amount to W 128.0 billion,
an increase of W 39.3 billion or UL per cent over ihe amount for 1967. About
W 7 billion of the increase in internal tax revenues 18 expected to come from
the planned introduction of the new tax reform, Monopoly prolflts of the
Government will total W 14.8 billion in 1968 compared with W 9.0 billion for
1967, while tariff revenves, totaling about W 31.4 billjon, are expected to
increase by about 70 per cent in 1968 due to the plenned reform of the existing
tarlff structure and to expected increases in imports as a result of import
liberalization. By contrast, the counterpart fund will decline in 1968 to
W 22.1 billion, & decliue of aboul 15 per cent from the level of 1967, to
reduce the proportion of budgetary revenues from foreign sources to 10 per
cent in 1966 from the present level of 16 per cent.
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No budget data are avallable at this time on the special accounts,
except that the budget for these accounts will total about W 146,3 billion
to reflect an increase of about 27 per cent from the 1967 level, and will
be belanced taking account of the foreign aid recelved by some accounts.

Buigetary recelpts and expenditures for 1967 and earlier years in
relation to estimated GNP are presented in Table 21. The ratlo of re-
ceipts to GNP reached a peak in 1962 and declined thereafter, reaching
7.0 per cent in 196k, the lowest in recent years. It is expected to
reach 11.3 per cent in 1967 compared with 11.0 per cent in 1966,

(3) National government debt

Grose internal debt of the national government declined by
WV 3.8 billion in 1966, vhereas external debt rose by W 7.3 billion in the
same year (Table 22). As of the end of May 1667, internal debt, however,
increased from the 1966 level by W 2.4 tillion to reach a total of W 48.9
billion. External debt in the same period reached W 72.1 billion to in-
crease by W 6.5 billion. The ratio of the national government's gross
internal debt to GNP was about 5 per cent in 1966, as compared with 6 per
cent in the previous year,

¢c. Bank finance

(1) Credit policy and developments

lMonetary and credit policy during 1966 and in the early part
of 1967 was largely dictated by the necessity ci absorbing rising liquidity
generated by the external secuor of the economy. For this purpose, the
monetary suthorities issued Central Rank bonds, railsed reserve requlrements
against bank deposits, and established a Currency Stablliization Account with
the Central Bank. Marginal reserve requirements ageinst the bank deposits
of ccmmercial banks were in effect between September 1, 1566 and March 31,
1967, and the Currency Stabilization Account was established in the Central
Bank on March 1, 1967. Notwithstanding these measures of restraint, domes-
tic bank credit increased by 44 per cent during 1966, extended mostly to
export and other preferred industries at preferentisl interest rates. The
Goverrment also approved the recourse by preferred industries to foreign
sources for working capital. These policies contributed to the large
growth in liquidity by facilatating an inflow of short-term fumnds from
abroad, while at the same time mitigating the restraining effect of high
ordinary bank lending rates on the demand for bank credit.

After the revision of the Interest Rate Restriction Act on September Lk,
1865, the interest structure remained the same w.lh only some minor changes
being made in 1666 and i1n the first half ot 1967 (Appendix Table II).
First, effective February 1, 1966, the interest rate on commercial bank
cverdralfts was raised to 28 per cent a year from the previous level of
26 per cent. Second, effective March 13, 1967, the Central Bank's rate
on loans for promoting export industries was lowered from the previous .




Table 21l. General Budget Receipts and Expenditures in Relation to Money GNP, 1960-67

(In billions of wcn)

Receiptsl/ Expenditureeg/ Counterpart Funds

Mcney Ravlo to Ratio to Ratilo to
GNP Amount GNP Amount GNP Amount GNP
1960 2h6.7 28.9 11.7 41,3 16.7 13.6 5.5
1961 296.8 2845 9.6 55.8 18.8 22.3 Te5
1562 348.6 45.6 13.1 82.0 23.5 2847 8.2
1963 488.0 k3.5 8.9 TL.T 1h.T7 2643 5ot
196k 696.8 49,1 T+0 4.2 10.6 27.2 3.9
1565 805.9 67.8 8.4 92,1 11.4 33.5 4.2
1966 1,032,0 113.4 11.0 132.7 13.5 30.7 3.0
19673/ 1,219,8 137.6 1143 163.7 1349 27.1 2.2

Source: Date provided by the Korean authorities.

l/ Ixcludes counterpart fund receipts.

2/ Excludes small amount of debt redemption.

3/ GNP daty represent en offilcial forecast. DBudget data are on the basis of the first supplementary
hudgete.
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Table 22, National Government Debt, 1963-May 1967

(In billions of won, outstanding at end of period)

1963 1564 1665 196¢ 18967

May 31
Internal Debt
National construction bondsl/ 6.0 5.0 3.7 2.k 2.3
Industrigl recunstruction '
bonds§7 12.8 12.8 12.8 12.8 12.8
Communicavion bondsi/ 0.b 0.4 o.4 0.3 0.3
Overdraft on Boxﬂ/ 28.0 29.7 33.4 31.0 32.6
Subtotal hr.2 47.9 50.3 L6.5 48.9
External Debt3/
Payable in won o.k 0.7 0.6 0.6 0.6
(3.0)8 (2.7)  (2.4)  (2.2) (2.2)
Payeble in foreign exchange 2.8 6.9 7.4 18.5 3.5
(21.9) (27.1) (29.1) (67.4) (85.3)
Subtotal 3.2 7.6‘ 8.0 19.1 4.1
(2k,9)  (29.8) (31.5) (69.6) (87.5)
Total 50.4 55.5 50.3 65.6 2.1

Source: Data supplied by the Korean authorities.
1/ and ;/ Interest bearing 5 per cent a year, both mature in eight

2/ and 4/ 1Interest bearing 2 per cent a year, maturitv varies from
20 tc U0 years for 2/ and from 1 year to more than a year for h/.
j/ Tre equivalert won amounts are calculated at W 130 per U.S. dellex
for 1963, W 255 per U.S. dollar for 1964 and 1965, and W 275 per U.S.
dollar for 1966. Includes only amounts recorded as receipts into the
National Govermment Budget.
§/ Amount of foreign exchange 1ln parentheses in millions c.' U.S. dollars,
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28 per cent to 23 per cent per annum. Lastly, effective June 29, 1967,
the interest rates on commercilal bank loans financing exports and loans
for suppliers to the U.N., forces were lowered from 6.5 per cent a year

to 6 per cent. At the same time, the interest rate on ccmmercial bank
loans financing imports of raw materiels for foreign exchange earaing
purposes was set at 6 per cent per annum, while the interest rate on bank
loens financing imports of raw materials for purposes other than earning
foreign exchange and imports of industrial equipment was set at 2L per
cent a year. The preferential rates on bank loans financing imports came
under the "Regulations Concerning Import Financing" in June 1967, which
established a new import financing system designed to relax importers'
burden of finencing imports after the system of imports on shippers' usance
credit and on D/A basis were restricted.

The marginal reserve requirements of 50 per cent of the incresse in
demanc. deposits and 45 per cent for time deposits were applied on deposits
in excess of the respective average balances outstanding in the second
half of September 1966, The imposition of these marginal requirements
over the regular reserve requirements raised the average requirement ratio
and contributed to the greater absorption of liquidity. Effective April 1,
1967, the marginal reserve requirements were eliminated, but the average
reserve requirements of 35 per cent against demand deposits, 20 per cent
against short-term time deposits, and 15 per cent against long-tern
deposits remained in effect. Funds released as a result of the abolition
of marginal reserve requirements were immediately absorbed into Bank of
Korea stabilization bonds and into & special deposit with the Central Bank.
Of W 8.1 billion released, W 6.1 billion was initially transferred to the
blocked Currency Stabilization Account with the Central Bank, while W 2.0
billion was absorbed into stabilization bonds. The Korean authorities
have continued to absorb in the Bank of Korea the same amount of commer-
cial bank liquidity as under the eliminated marginal reserve requirement.
The replacement of legal reserves with the Central 3ank interest-earning
liabilities of the Bank of Korea, like Bank of Korea bonds end blocked
deposits in the Special Account, has helped to relieve the earnings posi-
tion of commercial banks which had been squeezed by the high reserve re-
quirements against deposits and the interest rate paid on long-term deposits
in excess of the bank lending rates.

The Currency Stabillzetion Account +as established as an additional
instrument of credit control, particularly in view of the statutory limit
on the issue of Central Bank stabiization bonds. The amount of deposits
in the Account do not counstitute part of required legal reserves of the
tanks, The Central Bank pays an lntereat rate of 5 per cent per annum
on the cutstending averege balance of such deposits in each month, As

of the end of June 1967, the arount of deposits in the Account toteled
W 20.1 billion,

Other measures of credit control applied in 1966 and ecarly 1967
included the placement of Central Bank stabilization bonds with banks
and the shifting of part of the excess reserves ol commercicl banks to deposits
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with the National Agricultural Cooperatives Federation (NACF) end the Medlum
Industry Bank (MIB) in order to reduce the latter's dependence on Central
Bank credit. The Central Bank's practice of selling stebilization bonds wes
introduced in March 1966, Under its statute the Central Bank cen issue such
bonds up to 10 per cent of outstanding mwoney supply. Initially, stabilization
bonds in an amount of W 1,0 oillion were issued. These brvnds hed a meturity
of 91 days snd carried an effective rate of interest of 5 per cent per annum.
Effective October 1, 1966, the monetary authorities reised the interest rate
from 5 per cent to 10 per cent per annum. The outstanding balance of these
bonds at the end of 1966 was W 4,6 billion., Upon the elimination of marginal
reserve requirements against the deposits of banks, W 2.0 billion was absorbed
into these bonds. As of the end of June, the outstending balance of Bank of
Korea bonds was W 7.0 billion,

Beginning from May 1666, the Centrel Bank instructed commercial banks
to place part of their excess reserves in three-month time derosits with the
NACF and the MIB at an annual rate of interest of 10 per cent. The measure
wes designed to absorb part of the liquidity of commercial banks in order to
curb their potential credit expension, and also t> reduce the dependence of
the NACF and the MLB on the rediscounting facility of the Central Bank. The
smount of such deposits totaled W 1.5 billion in IMay 1966 end rose to W 4,1
billion at the end of 1966. The system came to an end on May 1, 1967 and
the outstanding balance of W 3.6 billion in the derosits was repaid by the

NACF and the MIB and simulteaneously absorbed intc the Currency Stabilization
Account.

The introduction of additionael instruments of monetary and credit
control in 1967 is under corsideration. The National Assembly passed in
February 1967 a bill authorizing the issuance of Treasury bills, In
September 1967, the Goverrment issued 90~day Treasury bills in an amount of
W L4.75 billion, carrying an interest of 18 per cent per annum.

(2) Deposit and credit developments

Quarterly developments in demand derosits and time and savings
deposits of banking institutions during 1966 (Teble 23) cleearly bring out the
effect of the interest rate reform of September 1965, At that time, the annusl
interest rate on time derosits was increased from 9,0 per cent for 3-ronth
deposits c¢o 18.0 per cent, from 15.0 per cent for lZ-month deposits to 264 yer
cent, and from 15.0 per cent for 18-nonth depousits to 30.0 per cent.,

The objectives of this reform were to increase savirgs, to transfer
funds from the curb market into banks, and to effect better allocation
of loans. Following the reform, the increase in time and savings deposits
gained momentum. A part of this increwse, pert:cularly immediately after
the interest rate reform, probably reflected translers frcm the curb market.
Most of the subgequent inerease has been due to higher real returns




Table 23. Composition of Money Supply and Savings Deposits of Banking Institutions, 196k=-June 1967

(In billions of won)

1964 1965 1966 1967
Dec. Decs Mar, June  Sept. Dec. Jan. Feb. Mer. Apr. May June
1.Demand deposits 18.2 25,0 29.1 28,5 25.2 26,3 30,6 29.2 30.9 29.3 30.9 3L.b4
2. Currency in circulation 2k.9 31.6 29.6 31.8 1.1 42,9 k2,2 45,2 42,8 U48.3 s6.h Lo
(48 per cent o- money)  (58)  (56) (50)  (53) (62) (62) (58) (61) (58) (62) (60) (60)
3. Money supply 43,1 56,6 5847 60.3 66.3 69.2  T2.9 ‘he5 T3.T TT1s6 T7.3 1T7.8
4. 1ong-term savings deposits 17.2  35.8 Lk,2 55,4 70.8 80.1 844  88.7 96.8 102.2 107.3 113.1
5, Short-term savings 8.6 11,5 15.0 16,8 17.2 22.2 23,5 23.1 24ks9 311 32,9 33.4
6. Total deposits (4+5) 2549 k7.3  59.2 72.2 8840 102,3 107,9 111.8 121.7 133.3 140.2 146.5
7. Total liquidity (3+6) 68,0 103.9 117.9 132.5 15k4.3 171.5 180.8 186.3 195.4 210.9 217.5 224.3
8. 2/7 in per cent 36.1 30.4 25,1 24,0 2645 25,0 23.3 2hke3 2L.9 22.9 21.3 20.7
9. 6/7 in per cent 3745 45.5 50.2 ko5 57.0 59.7 59.7 60.2 62.3 63.2 64,5 65.3
10.G1p (ahnual jat current priccel6uG.3 805.9 1,032.0
1. 3/10 1n per centl/ 5.8 6.2 641 ’
12, 7/10 1in per cent:/ 9.2  10.7 1343

Source; Date provided by the Korean suthorities.
]_./ Amounts of mcney supply and total liquidity applied are the average of the amount outsta, ~ing at Lhe

beglnning and the end of the year.

—'[-'1 -~
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on such deposits--due to increased deposit interest rates and abatement
of inflation. The sharp grouth in time and savings deposits has been
sustained throughout 1966 and 1667. During 1866, the increase was 116
per cent ccmpared with an average anmual rate of increase of about 26 per
cent in 1964 and 13965 prior to the reform. Long-term deposits rose by
124 per cent in 1966 and short-term deposits by 93 per cent. As a result
of the sharp increases in these deposits, their ratio to total liquidity
(money plus gquasi-monetary deposits) increased to 60 per cent at the end
of 1966, from U6 per cent at the end .of 1965.

In the first half of 1967, total time and savings deposits grew by
W L4.2 billion or by U3 per cent as compared with W 24,9 billion or 52
per cent in the same period of 1966. Long-term time and savings deposits
increased during the period by 41 per cent, while short-term time and
savings deposits rose by 50 per cent. The Increase in time and savings
deposits in the first half of 1967 has been much larger than anticipated;
this was largely related to the continuing incentive of high deposit
interest rates, the active savings campaign of the Government, and the
large increase in exchange earnings, particularly frcm invisibles.
Demand deposits increased by 14 per cent in the first half of 1966 to
account for akout U7 per cent of money supply, but declined in the second
half of the year by 8 per cent, accounting for only 38 per cent of the
total money supply at the end of the year. 1In the first half of 1967,
demand deposits rose by 19 per cent, accounting for 40 per cent of money
supply an June.

Along with the growth of quasi-monetary deposits, bank credit tc the
vrivate sector expanded considerably during 1L966. Over-all bank credit
to th: private sertor rose by Uk per cent (Table 24) in 1966 ccmpared wilh
43 per cent in 1965. The manufacturing sector, especially export indus-
tries, received the bulk of bank credits. The relative importance of
commercial bank loans increased during 1S66 to account for almost 38 per
cent of the total in December 1S66 ccmparsd with 3L per cenl a year before,
allhiough the rate of expansion in such credit was slower at 5S4 per cent
in 196G as ccmpared with 62 per cent a year earlier. Loans of all special-
1zed ban.. *lso expanded rapidly, but the rate of expansion was relalively
slowver than ¢hat of ccmmercial banks. NACF loans, including antiusury
loans, 1increased by 21 per cent in 1966 in contrast to a mere 3 per cent
increase in the year before, while loans of the MIB and Citizens National
Bank (CNB) and the Xorean Reconstruction Bank (XRB) expanded by k2 per
cent and 28 per cent, respectively. Portfolio investments and credits
of trust fund accounts of banking institutions also rose by 46 per cent
1n 1966 compared with 16 per cent in 1965.

In the tirst halfl of 1967, over-all bank credrt to the privole sector
expanded by Ul per cent, ccmpared with 24 per cent 1in i»e same pericd of
the previous year. The lairesL expansions occurred in loans ol ccmmerciral
banks and those ¢~ the MIB, CNB and the Foreign Ixchange Bank (FEB), which
increased by 29 and 28 per cent, respectively. Commercial bank loans ac-
zounted for 39 per ~ent of the total gross credit to the private sector




Table 2k,

Credits of All Banks to the FPirivate Sector Adjusted for the Government Lending Iunds, 1963-June 1967

{In billicns of von, outstanding at the end of period)

1963 1964 = 165 . 1966 1967
March June Sept Dec l'arch June Sert Dec Jan keb, March Apral May June
1. Loans to the private sector 787 875 1A o4 yi2 131.3 116 8 129,511 7 152 9154 5 1572 1650 172 5 15 0 189 3
a Oidimary commercigl banss 22 8 231 26,0 26.8 27.2 375 ho.% b5l 501 57.9 s8L  60.0 63.7 64.8 67.7 4.6
b NACE, 1including entiusary
lo~n net 17Tk 19,5 1S 210 218 200 206 282 26t 241 24,7 250 253 28,9 299 30 3
¢ I3, CNB a~d 1 LB 9V 10,7 113 Lk 132 1k,7 157 171 8.8 209 208 21.2 2L 236 25.6 26.8
d KiB, 1ncliing cquity
1 westmont 26,8 331 34,1 3wk 361 W6 9.7 kw27 5.9 h9.3 Ly, 7 50.0 52.6 Sh.2 55,6 56,4
¢, Over lue guarantee credat
and BOK loans Lo private
scctor SNy Ll 1% 0.8 wy 3.5 0.h ok .3 0.7 0.9 1.0 1.0 1.0 1.2 1.2
2 Mortfolio .nvestiments,
including Liust funud
accountod/ {3 8,2 83 86 9.3 v.5 10,0 10.9 128 13.9 1+.0 1k, 2 14.9 15.3 15.4 16.2
3. Otfsets (-)2/ 8.0 shy 96,0 57,1 H° 60.1 60.8 632 67.6 75.8%
L, A1l other, 1 e, nel ot JOL.1 594 60.9 62.0 01.7 99.4
demestbic assets and )
liebilities of all banks -0.h 9,5 1k 1 11,9 105 112 12,1 1i.7 13.1  le.7 )
Total (1+2 = 3+4) 37,6 %03 582 5.8 ol 71y 781 89,0 1000 103.7 107.4 111.9 119.0 129.8 133.7 146.1

bour e Data provided by tne Korear

/" T'og' y hefd by comt cicral benke,

authoraitaics,

</ tonsists largely ol tunds advunced by the Govermmcnt,
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during the period. The increased role of commercial banks in extending
credit {10 the private sector in recent years resulted in a rise in the
proportion of working funds in total bank credits frem 64 per cent at
the end of 1965 to 66 per cent in December 1966 and 69 per cent in June
1967. Portfclio investments and credits frem trust fund accounts of
banks expanded by 17 per cent in the same period, compared with 15 per
cent in the previous sis-month period.

During the period of five years from 19€2 to 1866, various export
credits outstanding expanded sharply to reach W 8.9 billion at the end
of 1666. The rate of increase appeared to nave accelerated in recent
months as the total outstanding balance of credits amounted to W 11l.1
billion at the end of June 1967 (Table 25). Outstanding loans for ex-
ports totaled W 3.6 billion at the end of 1966, an increase of W 2.h
billion since the end of 1962 but a decline of W 0.3 billion from the
level of the previous year, and thereafter expanded sharply to W 6.2
billion at the end of June. The Bank of Korea usance credit, whach was
intreduced in early 1964, expanded markedly during 1966 bu’ ‘eclaned
slightly an the first half of 1967. The financial stabi.izaiion program
of 1967 places a year-end ceiling of W 13.5 billion over the total of
export credits outstanding. The comparable ceiling for 1966 was W 10.5
billion.

The manufacturir sector received relatively more credit of com-
merc.al banks than other sectors in recent years (Table 26). 1In Decem-
ber 1966, the share of the manufacturing sector an total commercial bank
credit was 56 per cent, as compared with 54 per cent a year before, while
that of commerce, benking, and real estate sectors declined from 28 per
cent i1n December 1965 to 23 per cent a year laler., However, this ten-
dency was temporarily reversed in the Tirst half of 1967, in which the
share of the manufacturing sector declined to 55 per cent while that of
commnesce, banking, and real estate sectors rose to 25 per cent.

Table 25, Total Export Credits by All Banks, 1962-June 1967

(In millions of won)

Rate of
change

Outsteonding at the end of 1057 in 19t6

1962 1963 1964 1665 1966 June (In per centi)

Loans for exports 1,204 1,818 1,853 3,80, 3,628 6,216 -6,2
BOK usance credit 5,106 2,7(6 4,989 L,721 197
Overdue guarantee credit 97 158 2'7h 180 3.4
Total 1,204 1,817 5,061 6,801 8,891 11,117 30.7

A ——— - e e — —r s

Source: Data provided by the Korean autborities.
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Table 26, Loans of Commercial Banks by Major Industries,
1963-June 1967

(In per cent)

1965 1966 1867
1963 1964 Sep. Dec. Mar. June Sep. Dec. Mar. June
Manufacturing Sector 50 5L 48 sS4 sk 55 Sk 56 57 55
Textile 1 1 L L | L N K 13 13
Food and beverage 9 9 7 9 8 8 8 8 8 8
Chemicals L L L 5 b 5 5 6 6 6
Others 23 24 23 26 271 28 271 29 30 28
Commerce, Banking, and
Real Eetate % 26 33 28 29 2 26 B B
Foreign trade and '
wholegale 19 19 26 23 25 23 22 20 20 22
Others 7 7 7 p) L3 4 3 3 3
Services 6 2 4 b 3 b 5 53 3 3
AlL Others 8018 15 % 1y 15 33 16 15 15
Total 100 100 1C0 100 100 100 1CO 100 100 100

Source: Data provided by the Korean authorities.

Despile an interest rate of 36.5 per cent per annum on overdue lcens,
such loans of ccmmercial banks and specialized banks averaged about 10 per
cent of their total loans during 1966 and 1in the first half of 1967 (Table 27).
Overdue loans of' the ccmmercial banks and the NACY rose considerably at the
end of 1966, which raised the ratio of such loars to total credits of all
banks to 12 per ceni. Since 1965, overdue loars of specialized banks have
shown first declining and later stable trends. Generally inadequate equity
capital of major bank borrowerss, cumberscme legal procedures for foreclesing
mortgages, coupled vith a much higher interest rate in the nonbank money
market than in banls, and disproportionately large loans to o few borrcwers
were principal factors responsible for this high ratio of overdue loauns to
total bank credit.

Despite the rapid grovth in time and savings deposits since September
1965, the liquidity positiun of cemmercial banks and specialized bunks as
measured by their free excess reserves has remeined tight in recent years
(Appendix Table II), Foctors responsible for this were the relatively



1
Table 27. Overdue Loans of Banks, 1963~-June 1967'/

(In billions of won, outstanding at the end of period)

1963 1964 1965 1966 1967
Sept Dec. Mar., June Sept. Dec. Mar. June
Coumercial banks Total loans (A) 22,8 23.1 27.2 37.4 Lok  L5,1  50.1 57.9 63.7 Th.6
overdue (B) 3.7 3.3 2.2 5.6 342 T.T 4.3 9.2 5.5 13.4
B/A in per cent 16 1h 8 15 8 17 ¢ 16 9 18
NACE Total loans (A) 1907 23.1 25.1 23.3 2’4’.0 27-,4' 3.968 27|l 28.3 31402
Overdue (B) 6.3 6.8 2.5 303 3.’4‘ 3.7 2.6 5.0 5.3 )'I'.9
B/A in per cent 32 29 10 1k 14 13 9 18 19 14
MIB Total loans (A) 5.9 6.5 707 8."" 8:8 9-3 9.8 1ll.1 ll-7 1.3-6
Overdue (B) 0.7 0.6 0.6 Qb 0.7 0.8 0.9 0.7 1.1 1.1
B/A in per cent 12 9 8 5 8 9 9 7 9 8
CNB Total loans (A) 0.9 1.0 1.2 1.k L.k 1.6 2.2 2.7 3.1 4.3
Overdue (B) 0.2 0.1 0.1 0.03 0.05 0.05 0.06 0.05 0.08 0.07
B/A in per cent 22 10 8 2 3 3 3 P 2 2
KRB Totul loans (A) 27.6  31.7 3h.6 36.8 37.9 L0.8 43,5 46,6 4o,> 52.8
Overdue (B) 3.3 3.)4 2.6 1.8 148 109 109 2.1 2.1 2.8
B/A in per cent 12 11 8 5 5 5 L L b 5
All banks Total loans (A) T7.0 85.!' 95.8 107.3 112.5 124,1 135.5 1b5.4  156.3 180.7
Overdue (B) ik.r 1k,2 8 11.1 9.2 1h.,1 9.8 Tol 14,0 22.4
B/A in per cent 18 17 8 19 8 11 7 12 9 12
Sources: Bank of Korea, Monthly Statisticel Review, Seoul, and dats provided by the Korean authorities,

;/ Total loans of each bank Ilnclude the credit outstanding only; therefore, exclude portfolio investments.
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rapid expansion in ban credit, and the increase in average reserve require-
ments in February 1566 and the introducction of narginal reserve require-
ments in October. Total deposits of ccmmercial banks subject to reserve
requirements increased by 76 per cent in 1966, while required reserves rose
by 179 per cent. In addrtion, as noted earlier, the Centiai Bank issued
1ts own bonds to commercial banks and absorbed bank resources into blocked
special account deposits with it. The net liquidity position of
specialized banks deteriorated throughout 1966, primarily due to borrow-
ings from the Central Bank to finance fertilizer operetions. While total
deposits of tnese banks expended by 106 per cent, required reserves in-
creased by 248 per cent during 1966. Although the system of marginal re-
serve requirements was abolished at the end of March 1967, the liquidity
pesition of commercial banks and specislized banks continued to be

very tight in the first half of 1967 because of the large amount of bank
laquidity absorbed in the blocked deposits with the Central Pank. In May
1967, free excess reserves of ccmmercial banks stood at W 7.6 bitlion,
while those of specialized banks were W 26,7 billion,

Follcwing the change in fertilizer procurement and related policies
in the early part of 1965 (EES/6%/152, p.5), NACF borrowing from the Cen-
tral Bank was W 12.3 billioa at the erd of 1965, primarily to finance fer-
t1lizer stocks of W 11.1 billion (Table 28). During the first half of
1966, the borrowing of the NACF from the Central Bank increased by W 8.0
billion to reach W 20.3 billion. Such borrowing was associated meinly
with an increase in fertilizer stocks and a large payment to the Counter-
part Fund Account. This relatively large increase in NACF credit to the
agricultural sector and hence in the NACF borrowing from the Central Bank
in the first half of a year in part was seasonal. Such credit normally
declines in the last quarter of a year as collections are made following
the rice harvest. In the second half of 1966, a sharp decline in inven-
tories occurred as fertilizer sales increased. The loan repayment of the
Grain Management Special Account to the NACF in en amount of W 5.2 billlon
during the period reduced the amount of NACF borrowing to W 18.5 ballilon.

In the first half of 1967, the borvowing of the NACF from the Central
Bank rose because of seasonal increases in inventories during the first
quarter and i1n accounts receivarle on credit sales during the second quar-
{er. By the end of June, such borrowing reached W 22.4 billion, Ferti-
lizer stocks are projected to increase during tlie remaining months of 1907
to reach W 17.4 billion by the end of the year. Accounts receivable on
credit sales were eslimated to jncrease in the third quarter but to decline
in the last quarter. As a result, the amount of borrowing is expected to
decline to W 21.3 billion by the end of December frum the level of June.

As regards the cash/credit sales ratio under the fertilizer program,
the Goverrment had planned to bring il to $0:40 in 1966 but achieved only
& ratio ol 51:49, as ccmpared with 56:4l4 in 1965, The target ratio for



Table 28, Fertilizer Operations of the NACF, 1964-67

(In billions of won)

1964 1565 1966 1967
Dec. Decs Mer. June Septs Dec, Jan. Feb. Mar. Apr. May June Sept. Dec.
(projected)
\ssets (use of funds)

Inventcry 3.3 11,1 13.3 17.6 12,3 1l.4 13.4 15.0 16.9 4.5 1k.6 154 16.6 17.b4

Accounts recelvable 3. 6l 46 7.3 12,9 70 7.0 T0 5.6 6.6 T2 8.2 103 3.9

Others - 1.1 L6 1.8 1.7 1,0 G5 0.5 0.5 0.5 0.5 0.5 0.5 0.7

Total 6 18,6 22,5 26,7 2649 19,4 20,9 22,5 23,0 2L.6 22,3 24,2 27.4 22,0
iabilities (supply
of funds)

Accounts payable, for 3,9 6.0 34 1,6 1.0 .5 0.6 0.9 0.7 06 0.7 0T 0.6 0.6
AID tertilizer b Sl 2,8 <= 0.7 0.2 0.2 0.2 0.2 0.3 0.2 0.2 01 0l
KFX fertilizer - - - 1,0 “e - - - - - - - - —-—
Demestic fertilizer 0.5 0.6 0.6 0.6 043 043 Ot 047 045 043 05 0.5 0.5 0.5
Funds received in

advance and other 0.6 0.8 2,1 5,2 5.6 0,5 1.2 1.3 2.4 0.9 1.0 1.5 5,0 0,6
Total )'hS 6-8 5.5 6.8 6.6 1.0 108 2.2 3.1 los 107 22 5.6 1.2
Vet Aseets 1.9 11.8 17.0 1908 20.3 1805 19.1 2043 1909 20.1 2006 22.0 2108 21.8

Finexced by:

Borrowing from BOK 2,1 12.3 1640 20,3 20.2 18.5 18.5 20.1 20.3 21l.1 21.8 22,4 22,5 21.3
Borrowiang frcm WACF

credit account,

increase (+) or,

decrease () «0,2 =0,5 1,0 ~0.5 0.l = 0.6 042 «0,5 =Ll -1,1 «0e3 0.7 <045

Source:

Data provided by the Korean authorities.

- 8h

IT ¥vd



- 49 - PART II

1967 is again 60:40, In the first half of 1967 a ratio of 55:45 was
achieved, as ccmpared with 50:50 in the same period a year ago. The
reduction in the prices of certain types of fertilizer helped to raise
the cash ratio in 1967.

As stated previously, the construction of three new fertilizer plants
with the cocmbined production capacity of 859,000 metric tons was completed
during the first half of 1967 and they are now in operation. As a resuli,
domestic production of fertilizer is expected to supply ebout 25 per cent
of the total estimated fertilizer demand in 1967, as compared with the
actual ratio of 13 per cent in 1966. In view of the fact that the Govern-
ment is under contract with domestic producers of fertilizer to buy the
entire fertilizer output, overproduction of certein types of fertilizer
in the economy could result in a potentially large financial burden on
the fertilizer account. Therefore, the Govermnment is reviewing its con-
tract with the dcmestic producers and also exploring the possibilities of
export to reduce such potential financial burden in the event of over-
productaion,

(3) Developments 1in the security market

The Seoul Stock Exchange handles both spot and future trans-
actions with the shares of 2% companies listed and the monthly average
volume of transactions has rarely surpassed the W 2.0 billion level during
the past few years, Such merket inactivity 1s partly attributable to the
lack of interest in security investment on the part of the gemeral public
but fundamentally to the fact that entrepreneurs in Korea are, for the
most part, reluctant to break away from the existing form of closed family
corporation. Recently, however. dealings in scme stocks have beccme active
after the Government annoimced 1ts second public sales of W 0.8 billion
worth of the government-held stocks. In 1966, W 1.1 billion worth of
government-owned shares were sold through the Stock Exchange. In addition,
the tax reform bill of the Government, vhich 1s to be sent to the National
Assembly in September 1967, contains many provisions designed to stimu-
late the growth of open corporations. Jthus far, however, the amount of
new capital raised through the stock market has been small.

(4) Money suppiy, velocity, and prices

Table 29 suggests that the income velocity of total liquidity
continued to decline in 1966 for the second consecutive year. The income
velocity of money also declined in 1965 but remained fairly constent in
1966 at the level of the previous year at 16, which reflects a develop-
ment that may have been related to the comparatively higher rate of price
rise during most of 1566 as ccmpared with 1965. The income velocity of
money rose slightly in the first hauf of 1967, while the income velocity
of total liquidity declined further in the same period (Chart 3).
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Table 29, GNP, Mcney Supply and Prices, 1962-June 1967

1962 1963 1964 1665 1966 1967
June

GNP in current prices (i bn.) 348.6 488.0 696.8 805.9 1,032.0 1,219.8Y

Annusl chenge (per cent) 17.5 Lo,0 hz.8 15.7 28.1 18.2
Noney supply (W bn.)2 34.0 37.0 k0.2 k4o.9  62.9  73.5
Annual change (per cent) 27.¢ 8.8 8.6 2h.1 26.1 16.9
Total liquidity (W bn.)3/ 48.0 57.6  64.3 86,5 137.7  198.3
Annual chenge (per cent) L2.0 20.0 11.6 34.5 59.2 k4,0

Income velocity of meney
(GNF/money ) 10.3 13.2 17.3 16.2 16.4 16.6

Income verocity of toval
liquidity (GNP/totsel

liquadity) 7.3 8.5 10.8 9.3 7.5 6.2
Wholesale price index

(1960 = 100) 127 165 210 224 ehe 25k
Annual change (per cent) 1l.4  29.9 27.3 6.7 8.0 5.0

Sources: Compiled from the Bank of Korea, Munthly Statistical Review,
Seoul, and data provided by the Korean authoraties.

1/ GNP estiirates for 1967 ave based on the projection of W 1,219.8 billion.

2/ An average of the amount outstanding et beginning aend end of each year
for 1962-66, end at beginning and end of June for 1967,

3/ Money supply plus time and savings deposits.
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2 GNP estimates for 1967 a1e based on the projection of W 1,210 8 billion,



- 51 - PART II

(5) The Foreign Exchange Bank of Korea

The Foreign Exchange Bank of Korea (FEB) was created in
August 1566, with a paid-in capital of W 10 tillion subscribed by the
Bank of Korea, to take over frcm the Bank of korea the day-to-day
operations in foreign exchange. The Bank of Korea, however, has kept
its over-all adminisirative control over the foreign exchange operations
within the framework of the regulations set by the Ministry of Finance.
The FEB started 1ts operations on January 30, 1967. Its major functions
include: (1) sales and purchases of foreigr exchange, holding and oper-
ation of foreign currency funds, and othexr foreign exchange transactions;
(R) loans, discounts of notes, guarantees of obijigations, and acceptences
of notes; (3) receipts of cdeposits; (4) overseas investments, and (5) handling
letters of credit. The ma<imum limit on (2) above in ejual to seven
tines the aggregate of the capital and the reserves of the FEB. Tnis
limitation, hcwever, does not include (1) loans for experts, imports or
any other foreign transactions, (2) lcans to be made in foreign countries,
and (3) pguarantces for payment obligations with respect to the repayment
of principal and interest of loans guaranteed for payment by the Govern-
ment. The FEB may also issue abroad foreign exchange financing debentures
expressed in foreign currencies; the amount of such debentures (excert
those vhose repayment 1s guaranteed by the Government or those issued for
the purpose of repuying the principal and interest of debentures already
issued) may not exceed twenty times the aggregate of the capital and the
reserves of tne Bank. All official foreign exchange reserves are nov
deposited at the Foreign Exchange Bank. The Bank of Korea receives inter-
est on the foreign exchange deposited with the FEB and still retains ite
control on the use of these reserves. The Foreign Exchange Bank of Korea
15 allowed to hold up to $40 million in foreign assets on its own account.

The Minister of Finance may, under the provisions of the Foreign Ex-
change Bank of Korea Act, supervise the business and issue orders recessary
for supervision of the FEB, although he may delegate in part to the Monetary
Boara or to the Governor of the Bank of Korea his authority orn authoriza-
tions, ar roval, supervision or other husiness matters related to the en-
forcemert of the Act.

With the establishment of the Foreign Exchange Bank of Korea, the
Government authorized in 1G67 the elevation of five ccmmercial banks to
the Class-A status. These Class-A commercial banks, like the Foreign
Exchange Bank of Korea, are authorized to maintain international corres-
pondent agreements with foreign banks abroad and are allowed to hold a
maximum of $2-5 million in foreign assets on their own account. Apart
from these dcmestic banks, five foreign ccmmercial banks (three U.3. banks
and two Japanese banks) have been permitted by the Govarmment to conduct
banking tusiness in Korea. Excepting a few restrictions imposed on these
foreign banks such as a minimum cepitel requirement and limitations on
certain types of loans, they will be treated like domestic banks.
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II. External Economic Developments

1. Balance of payments

As shown in Table 30 and Chart 4, the balance of payments situation
improved continuocusly in the period 1962-66. The over-all deficit of
about $50 million in 1962 and 1563 was reduced to $3.4 million in 1964
and changed into a surplus of ebout $5 million in 1965. The over=-all
payments surplus reached a record level of $122 million in 1966. The rapid
expensi n in exports of goods .nd services, increases in both official and
privete loans, especislly the latter, were major factors in this development.
At the same time imports rose sharply as a result of the liberalization of
trade and the buoyant economic ectivity in the country. In 1966, imports
amounted to $680 million as compared to $420 million im 1965, an increase
of 62 per cent. As & result, the trade deficit widemed from $245 million
in 1965 to $430 million in 1966. The deficit in current account alao
increased from $199 millior in 1665 to $323 million in 1966, despite a
marked increase in receipts from invieibles,.

In the cepital eccount, net receipts from private transfer payments
and private loans &lmost tripled to $243 million in 1966, thus offsetting
partially the deficit on current account. Net official grant and loan
receip“s increased from $127 milliion in 1965 to $198 million in 1966, This
increase resulted from an increase in U.S. official loans which more than
offset a decline in U.S. officiel grants, and from an inflow of Property
and Claims Funds from Japan.

In the first half of 1967, there was an over-iall payment surplus of
$61 willion which compares with e surplus of $37 million in the first half
of 1966 (Table 30). Although the trade deficit increased to $236 willion
from $181 million in the first half of 1966, net invieible receipts more
than doubled, net private loans inflow, largely short~-term, increased by
60 per cent and official grants and loans increased by 44 per cent.

2e Foreign trade

8+ Exports

Korean merchandise exports virtually :‘tagnated in the late 1950's at
a very low level. During 1957-59 exports averaged $19 million and in 1960
they amounted to only sbout $33 million. The rate of growth in exports
during the First Five-Yeaur Plan period (1962-66) has been remerkable. In
1966, the last year of the Plan, exports grew at an annuel rate of 43 per
cent, as compared with 46 per cent in 1965. The average annual rate of
growth for the period 1962-66 was L2 per cent, which compares with a general
increase in world trade of asbout 9 per cent annually during <he period.
The mejor factors responsible for this trade expansion can be found in the
growth of domestic Industry and in various exchange and export promotion
measures adopted by the Government.
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Sources: Table 30, Part II and Table VIII, in appendix.

1 Include export and net invisible receipts,
2 Include grants of relief goods from private institutions, U.S, Government grants and
Japanege Property and Claims graats,



Table 30. International Transactions, 1962-June 1967

(In millions of U.S. dollars)

January - June

1962 1963 1964 1965 1966 1966 1967

A. Goods and Services

Exports, f.o.b. 54,8 u86'8 123.0 i75.6 250.& 116.& 139.5
Imports, foOob. "‘390.1 - 97.0 -3 .9 - 20.3 - 79- 2 70 375.1
Trade balance -335,3 =h10.2 =24k, 9 Z2hL.7 WL29.5 ~1§o.8 -235.6
Sales to foreign mlitary forces 8.7 58.3 63.7 74,0 100.9 40.8 67.6
Freight and insurance on imports =37.1 k3, -30.1 «32.4 46.8 -24.3 -27.9
A1d services 6.1 ~9,2 ~3.0 -6.6 6,2 -3.0 ~2.5
Qther services 1.8 2.2 -1,7 11.1 58.6 24,0 46.0
Total "‘292. 0] ;HOZO 8 ~221 0 "'198.6 -323. 0 "‘iﬁ‘—3o 3 "152 nll'

B, Private Transfer Payments and Miscelw~
laneous Cevpartal
Giants of relief goods from private

institutions 12.3 22.5 8.4 29.1 42,8 38.9 15.3
Other transfer payments 2k, 2 29,5 35.5 39.6 54,8 23.2 32,6 !
Draw1E s on loans - 17.9 2.4 b1.9 118.7 51.3 52.4 ot
Other “7.5 26.3 ~5.4 ~36.0 26.3 3.0 34,3 .
Total 29.0 96,2 60,9 .6 242,6 116.4 13L.6
C. Net Errors and Omissions ~1.6 ~1.0 ~1l.1 2.4 b Y 1.9 ~9.9
D. Total (A through C) ~264.6 ~307.6 «161.2 ~121.6 ~76.0 ~25.0 w277

E. DNet Officisl Grants and Official
Loans Received

U.S. Government grants (net) 199.8 205.8 138.8 133.2 94,2 by, 46.1
Drawings on U.S. Government loans by 27.3 7.2 1.7) 73,1 28.6 4o.1
Drawipgs on other official loans - 15.6 8.4 . ) ’ ’
Otheré? i 10.1 13.& 3.4 ~l§.g) 30.7 ~11.2 2.4
Total 214.3  259.1 157.8 126.5 198.0 61.5 88,6
", Total (D + E) «50,3 «48.5 “3.h 4.9 122,0 36.5 60.9
G. DMonetary movements
IMF &ccounts - - - e =1l.3 ~1l.3 o-e e,
Payments agreement laabilities to Japan 5,2 7,0 1.0 0.8 ~Te5 4.9 e E
Other short-.erm assets, net (increase ~) 45,1 55.5 3.3 5,2 =113.1 «30.2 60,9 5
Monetary gold (increase « ~— —— -0.9 -0, ~0.1 =0,1 .~ H
Total 50.3 46,5 ER «4.9 =122,0 @ «36.5 ~60,9

E’ufcei: Intcrnatlogal'NﬁﬁéfEF¥‘FEHH‘ﬁmiEﬁﬁﬁ??ﬂT1%qﬁEﬁfE‘DIViET6E“EﬁH‘aEEE‘ﬁfBVTHEH“E?’fﬁE’RBFEEﬁ‘&ufﬁbﬁibies.

ncludes repeyments on 1on%a erm pfivate loang, direct investment and net of short~term trede credits.
Z/ Includes trade credits on U.S. surplus agriculbural commodities, U.S. Govermment holdings of won and

Japanese PAC grants.
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As Table 31 shows ,2:/ elithough the over-all exports increased rapidly '.
during 1966, rates of growth varied greatly from product to product. Whereas
dried laver, rice, veneer sheets and plywood, clothing and rew silk showed
annuel lncreases above the average, there were products such as steel plates
and sheeta, iron ore and concentrates and enthracite coel, exports of which
declined during the year due to changes in external demand.

Cne Important development in the recent expansion of Koreea's exports
is the marked increase in the share of manufactured goods in total exports.
In 1960, the exports of manufactured goods (defined to in iude SITC 5-8)
totaled only $5 million; they increased to $11 million in 1962, end the
shares of these prc*ucts in total exports in these two years were 17 per cent
and 19 per cent, respectively. In 1966, the amount of such exports totaled
$154 million, acecounting for roughly 62 per cent of the total exports of the
Year. This quelitative change in the composition of Korea's exports in such
& short period reflects the development policy of the Government to promote
& lerge manufacturing sector in the economy. The growth of exporte of manu-
factured goods has been associated with an increase in the imports of raw
metenials. The Government's export policy hes been directed toward increasing
the net value added by the manufacturing sector.

The Government envisages & growth in merchandise exports at an annual
average rate of 25 per cent during the Second Five-Year Economic Development
Plan. Although this expension is considerably lower than during the lest
five years, it may still be an ambitious target in the latter part ol the .
1960's, when vieved in the context of possible changes in special externel
circumstances such as the war in Viet-Nam. For 1967, the export target is
set at $350 million, or 40 per cent over the 1966 level. In the first half
of 1967, however, exports amounted to $140 million, or only 20 per cent over
the emount registered during the corresponding period of 1966. The target
includes $249 million to be earned from the exports of manufactured goods to
enlarge the share of the exports of secondary industry to 71 per cent.

The major export promotion measures have remained basically the seme
siance the previous Consultation (see SM/66/108, Part II, p. 49). These
include:; preferentiasl bank lcan finencing for exports; a 50 per cent tax
reduction on income earned from exports; esutomastic epprovel for imports of
raw materials to be used for exports; and preferred licensing treatment of
capital goods imports to be used by the export industry, together with total
or partilal exemptions from tariffs and advance deposit requirements for
imports of commodities to be used by the export industry. Modifications
made since the 1966 consultation include the following: imports of capital
Avods for export industries were permitted on a deferred peyment basis
(1-3 years); complete exemption from businese tax for producers of export
goods (beginning June 8, 1966); exporters having an snnual exchange earning
record of $50,000 or more were permitted to import raw materiels into bonded
areas up to the amount equivalent to that used in the preceding six months
{veginning August 4, 1966); end complete exemption from customs duties of
machinery imported for the production of export products (effective September 21,
1966); payment guarsntee fees for imports of raw materiales to be used

1/ Table IVin the Appendix contains export velues of various commodities .

classified on the basis of the United Netione'! Standerd Industrial Trade
Clagsification.
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Table 31, Principal Exports, 1962-Msy 1967
(In millions of U.S. dollers)

1962 1963 1964 1965 1966 1967 Growth Rate
Jan.~  1965-66

Vey (In per cent)
Fish and fishery products 8,3 9.1 ;5.2 17,8 21,7 12.1 16.3
Dried laver 0.7 1.5 5.5 3.3 87 0.3 163.6
Rice 8.9 0.8 2,4 32 68 == 112,5
Raw waste silk L2 5.1 6.4 7.4 22,5 7.3 68.9
Iron ore and concentrates 3.8 5.9 6,0 6,8 6.1 2.3 =10.3
Tungsten ore and concentrates 3.4 3.1 47 6,4 9.5 3.9 48,4
Anthracite coal 2.7 2.6 2.4 1.9 1.5 0.4 -21.1
Veneer sheets and plywood 2.1 5.8 11.4 18.0 29.9 1.6 66.1
Cotton fabrics 1.8 4,3 11,1 10.5 10.1 5.7 =4, 0
Clothing 1.1 46 6.6 20.7 33.k 18.6 6L.4
Steel plates and sheets 0,5 C.3 2,1 10,2 Tl == -30.4
Others 17.3 35.7 U45.3 58.9103.0 49.1 50,9
Total s4.8 86,8 119.1 175.1 250.3 111.3 42,9

Source: The Bank of Korea, Monthly Statistical Review, Seoul, Korea.
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in exports and for customs clearsnce of such raw materials were reduced
from 3 per cent to l.5 per cent (begimning Januery 1, 1967). From the

same date, the requirements of exports of $50,00C or more and of the
storage of rew meterials in bonded werehousee until the arrival of export
letters of credit or export contracts were dropped, and the amount of

rav materials that could be imported prior to exports was changed to 25
per cent of the raw materials used in production for export in the previous
Year,

In addition, continuous use was ade of the export loen system in
1966. The rate of interest for export loans was lowered to 6.0 per cent
per annum frem 6.5 per cent on June 29, 1967 and the loan ceiling was
increased from W 7.5 billion for 1965 to W 10.5 billion in 1966, end to
W 13.5 billion in 1967. The qualifications required for export loans
were liberelized during the year and loans were made to exporters having
en annual exchange earning of $50,000 or more, cr $100,000 worth of export
letters of credit in the previous year. This prerequisite for receiving
export financing was abolished on Merch 13, 1967. Since January 1967,
the amount of lcans authorized for exports on the basis of D/A, D/P,
consignment sales, and exports on bonded warehouse transaction terms, was
reised from W 120 per US$L to W 200 per US$l, the amount already appliceble
to other exports.

For the purpose of attaining the export target im 1967 through .
expanding the capscity of export industries, and in order to reduce reliance
on suppliers' credits, the Korean suthorities have been granting lcans in
foreign currency from the officisl exchange reserves. A first installment
of $30 million wes asnnounced on December 29, 1966, in order to finence
import of equipment needed especially for 31 export items, including raw
silk, veneer sheets and plywood, sweaters, dried laver, etc. The list was
increased to 33 export items on May 6, 1967 by adding wrapping materials
and vessels. As for the settlement of these imports, forelgn exchange
certificates equal to 25 per cent of the L/C must be surrendered at the
time of opening the L/C and another 25 per cent at the time of releasing
the B/L. For the remaining 50 per cent, credit denominated in foveign
exchange 1is given by foreign exchange banks with an interest rate of T.5
per cent per annum (lowered to 6.5 per cent per annum from March 9, 1967)
Half t* ~Amount of the c¢redit must be repeid within a year from the dete
of v« * - ° the B/L and the remainder within two years.

On yuly 22, 1967, another trenche of $30 million of such creditis was
auchorized. The amount of foreign exchange certificates to be surrendered
at the time of opening L/C was lowered on the same date from 25 per cent
to 10 per cent of the L/C (but raised from 25 per cent to 30 per cent in
case of imports from those countries where standard transit time to Korea
does not exceed 10 days) and the amount to be surrendered at the time of
release of the B/L was slso lowered from 25 per cent to 10 per cent of the
L/C amount (but raised from 25 per cent to 4O per cent in the case of
imports with a standard tcensit time not exceeding 10 deays). For the
remaining 80 per cent (or 30 per cent for imports wlth a stendard trensit .
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time of less than 10 days), a bank credit in foreign currency is givem by
the foreign exchenge banks at an interest rate of 6.5 per cent per annum.
Half the amount of the credit must be repaid within eighteen months and
the remainder within thirty months from the dete of release of the B/L
(within a year and two years, respectively, in the case of inports with
a standard transit time not excceding 10 days).

For the impurt of equipment and facilities recognized to be needed
for foreign exchange earnings or for the production of import-substitutes,
loans in foreign currency with e maturity of five yeers were also intro-
duced on May 18, 1967. Two tranches of $20 millinn eech have been
announced under this scheme. In the settlement of these inpo:is, foreign
exchange certificates corresponding to 20 per cent of the L/C amount must
be surrendered at the time of opening the L/C. For the remaining 80 per
cent, a bank credit in foreign curreincy is given by the foreign exchange
benks at an intcerest rate of 7.5 per cent a year. This loan matures in
five years including a two.year grace period, with repayment on an annual
installment basis.

be Imgorts

Table 32 shows the value of principal imports during 1962 and 1966,
while Appendix Table V shows clessified imports in terms of the Standard
Iudustriel Trede Classification. Total imports (c.i.f.) incressed by -

55 per cent to reach a record level of $716.4 million in 1966, compared
with an increase of 15 per cent in 196%. Textile mechinery and parts showed
the highest rate of growth due largely to the Government's efforts to expand
the capacity of textile export industry, while the rapid increase in imports
of transport equipment was due largely to the imports of ships for the
fishery industry.

The qualitative change in the composition ot imports is shown in
Appendix Table V . In 1960 more than 63 per cent of total imports were
wanufactured goods, but in 1965 the share of manufactured products dropped
to around 55 per cent, suggesting an underlying change in the industrial
structure of the economy. This tendency, however, was reversed in 1966
on account of & sharp increase in imports of textile machinery and transpoxrt
equlpment,

Another aspect of the quelitative change in Korea's i~jorts can be
seen in the incressing importence of commercial importe rel ‘tive to aid
end loan-finenced imports. In 1960 commercial imports aceounted for only
28 per cent of the total imports; in 196566 their share had increased
to around 55 per cent. The declining weight of officlal aid imports is
notewo.thy in this context. Official aid imports accouried for 68 per
cent of the total in 1960 but the share declined to 30 per cent in 1965,
and to 21 per cent in 1566.
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Table 32. Principal Imports, 1962-May 1967

(In mllions of U.S. dollars)

1962 1963 1964 1965 1966 1967 Growth Rate
Jan,= 1 ’)65-66
May (In per cent)

Cereels and cereal preparations 40.1 107.2 60.8 54.4 61.3 23.2 12.7
Crude rubber 609 709 5-9 80"" 9014' l-l».O 1109
Lumber, pulp, paper and

paper products 30.4 34.h 29,8 3L.7 59.6 26.3 88.0
Rew cotton, textile fibers,

yarn and products 79.0 85.9 T72.5 86.7 111.7 53.3 28.8
Petroleum and its products 28,4 32,2 25,9 28.9 k40.6 20.9 40,5
Fertilizer 62,3 u48.9 19.0 33.T7 50.7 22.7 50.h4
Iron, steel, and nonferrous

metsls 29.4 40.9 19.0 33.7 50.7 22.7 50,4
Electric machinery, anparatus

and appliances 28.7 22,3 19.7 12.6 26.1 18.7 107.1
Texcile machinery and parts 6.5 8.6 9.6 9.4 28,6 8.9 204.3
Transport equipment 6,6 31.3 1l.6 25.2 50.0 55.9 98.4
Others 103.5 141.6 106.6 77.8 189.5 106.4 77.8

Totel 421.8 560.3 hok.4 463.L T16.4 349.2 54,6

Source: The Bank of Korea, Mbnth;y‘Statistical Review, Seoul, Kores.
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¢. Direction of trade

Appendix Tables VI and VII show the geographicel distribution of
Korea's exports and imports for the period 1962-66, In 1966, Korea's
exports were almost equally divided between Asia and North America, as
compared with the overwhelming dominence of exports to Asia in 1962,

Even in 1965, the share of Asia was 49 per cent as opposed to 37 per cent
for North America., The increasing shere of North America 1s entirely

due to the growing importance of the United States as an export market.
Korea's exports to the U.S. increased by 55 per cent in 1666 to reach

$96 million, accounting for 38 per cent of the total expcrts. Mejor export
items included plywood, veneer sheets, silk, clothing, wigs and cotton
textile goods.

In vaiew of recent chenges in the industrisl and hence export structures
of the economy, which now specializes more in the production and export of
relatively lebor-intensive menufactured products, & decline in importance of
Asla as Korea's major export market is understandeble. It is likely that
Asia's share will decline further in the future, although increases in exports
to Japan and Viet-Nam may at least temporarily offset such a trend. Exports
to Jupan amounted to $66 million in 1966. an increase of 51 per cent, and
this raised Japsn's share to 26.5 per ceut compared with 25 per cent in 1965.
On the other hand, Korea's exports to Hong Kong and Viet-Nem declined during
the year and their shares dropped to U4 per cent and 6 per cent, respectively,
from their previous 6 per cent and 9 per cent in 1965. A gradual increase
in the share of exports to Europe is also noteworthy. This increase is
likely to continue in the future in the light of the complementary relation=
ship between factor endowments in Korea and countries in that area.

The geographical distribution of imports also shows Asia and North
America as the two major sources of importe. In rezent years, the share
~f Asla has been increasing, especially that of Japen, while that of the
United States has been declininge. Xorea's rising trade deficit with Japen
reflects this terdency. The shaere of Asian suppliere was 54 per cent in
1966, compared with 28 per cent in 1660, while that of the U.S. was 39 per
cent in 1960 and 35.4 per cent in 1966, Imports from Asile reached $385
million in 1966, an incresse of 69 per cent, due largely to an increase in
imports from Japan which totaled $294 million, Although its share declined,
the value of imports from the U.S. increased in 1966 to reach $254 million,
an lncrease of 39 per cent,

3+ Invisible trade

In 1966 the surplus in invisible trade totaled $107 million, compared
with $46 million for 1965. The grovth in invisible recelpts was particularly
striking in 1966 when they totaled $204 million ageinst $114 million 1in 1965.
This trend continued in 1967 and gross invieible receipts now exceed export
earnings (Table 33)« The most notable change in this respect is the Increase
in the recelpts from "governmental transactions, namely receipts from sales
to U«Ns forces and diplomatic missions. The totel receipta from seles to
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U.N. forces amounted to $10] million in 1956, or $27 million above the
1965 level. The expenditures of foreiga diplomatic mlssions in Korea,
the expenditures by the U.S. Government froum the proceeds of surplus
agricultural commodities and other government receipts also increassed
in 1666 to ebout $36 million from $14 miliion in 1965. Recelpts from
freight end insurance came to ebout $10 million in 1966 compared with
$4.5 million e year before, while expenditures of foreign tourists in
Korea totaled $16.2 million in 1966, a gain of $8.5 million over the
1965 level. Remittances from Korean technicians and soldiers in Viet-
Nem contributed to the increase of "other services" from $6.8 million
in 1965 to $32.2 million in 1966.

Teble 33. Gross Invisible Receipts, 1962-June 1967
(In millions of U.8. dollers)

Jen. ~Jine
1962 1963 1964 1965 1966 1907

Freight and insurance on merchandise 3.4 2.8 2.5 kes 9.9 3.8

Other transportation 0.8 2.0 2.9 3.k 3¢9 249 .
Travel 3.1 207 2.8 7.7 1602 8.3
Investment income 5.2 Selt 3.8 3.7 5.6 L4

Government, n.%.e.
Military 84.7 58.3 63
Other 5 . 8 13 . 8 12

7 TheO 100.9 6T7.6
o0 14,1 35.6 32,8
3

Other services 5.4 5.7 3.

— v——

6.8 _32.2 24.3

Total 108.4 88.7 91.0 11k.2 204.3 144.1

SourceS: IMF, Balance of Payments Division and data provided by the Korean
authorities.

ks Foreign official grants and loans

The Inflow of foreign grants hes been declining in recent years,
especlelly U.Se grant aid in the form of supporting essistence and PL L80.
The total amount of supporting assistence has declined almost continuously
from $225 million in 1960 to $65 million in 1966 U.S. government grants
may further decline to $37 million in 1567 (Table 3h4). .



The amount of official loans contracted doubled in 1966 to reach
$153 million, as compared with $76.5 million in 1965, comprising $46
million of Japanese loans out of the property cleims funds, $95 million
from U.S. aid, and $12.5 million from Germeny (Table 35). Arrivels
under official loams also rose significantly during 1966 to reach $73
miltion, sn inecrease of $68 million over the 1965 level, due largely to
a rapid disbursement in AID loans financing the comstuction of the third
and fourth fertilizer plants end the imports of diesel locomotives. The
Japanese loans, under the $200 million loan agreement, sere for financing
8ix projects including the imports of diesel locomotives, the Han River
bridge repair works, irrigetion projects and assistance to medium~ and
small-~scale industries. The loans carry the interest rate of 3.5 per
cent per annum and are to be repald in 20 years including T years of grace
pericd.

Teble 3ks Gross Imports Fini7ced with U.S. Official
(rants-in~-A1d,=/ 1960~67

(In millions of U.S. dollars)

PL 480
Grants Title I Total
1960 225 20 2hs
1961 154 L5 199
1962 165 67 232
1963 119 97 216
1g6L 88 61 1Ly
1665 72 59 131
1966 0 65 a7 92
1967 37 36 T3

Sourc2: The Bank of Korea, Monthly Statistical Review,
Seoul, Korea,

1/ Gross figures are based on import data of the Ministry
of Finance end vary from the belance of payments data.
2/ Estimates.

The AID loans in 1966 applied to 11l projects such as the construction
of a thermal power plant and imports of diesel locomotives and ruw materials,
and are to be repaid in 4O years inecluding 10 years of grece period with
an interest rate of 2.5 per cent per annum (1 per cent during the grace
period).
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Table 35. Inflow of Foreign Cepitel, 1962-665/

(In millions of U.S. doliars)

Total
1962 1963  196h 1965 1966  1962-66

1, Officisl I.oansg/ 73.03/ 9,5 37.9 76,5 153.3 350.2
(Actual imports) (7.1) (43.2) (11.6) (4.9) (73.1) (139.9)
2, Private Ioa.nsg/ 1,8 54,0 61.99/ 78.1  137.k 333.2
(Actual imports) (-=) (23.7) (10.8) (35.6) (112.8) (182.9)
a. Govermment guaranteed —-- 54,0 60,1 Th.0 84,3 I

(--) (22.0) (10, 7) (33.4) (122-8)
() (=) <--) <~-) (7.6)
10'8 ——- l 2.1
(=)  (.7) (o.l) (2.2) (3.2)

b. Commercial bank guaranteed

c. Without guarentees

3. Subtotal (1+2) 4.8  63.5 99.8 154.,6 290.7
(Actual imports) (7.1) (66.9) (22.4) (k0,5) (185.9)

4, Direct Investment 0.6 5.4 0.8 22.6 13.5
(Actual imports) (=) (5.5) (0.5) (5.0) (13.h)

5, Total (3+4) 75.4  68.9 100.6 177.2 304.2
{Actuel imports) (7.1) (72.4) (22.9) (45.5) (199.3)

Source; The Bank of Koreas, Annual Report 1966, Seoul, Korea,

;/ Based on loen sgreements signed for official loans, the opening of letters of
ecredit or letters of guarantee igsued by the Bank of Korea for commerciel loans,
and the issue of approval of the Minister of Ecoromic Plenning Board for foreign
investment,

2/ Classification into "official" and "private" is baged on the status of the
lender,

3/ Includes $20,5 million contracted in the period 1959-61.

L/ Excludes $20 million commercisel loans from Japan contracted in 196k,
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The new German loans will finance 3 projects and totaled $12.5
million, The projects include Pusan City weterworks and sssistance to
mediwn- snd small-scale industries. The loans for the first two projects
are to be repaid over a period of 20 years including 5 yeers of grace
period at an interest rate of 3 per cent, while the loan for the last
project is to be repaid in 14 years including the grace period of 2 1/2
Years, at an interest rate of 5 per cent.

5« Private tranefer peyments and private loans

During 1966 the inflow of private transfer payments amounted to
$103 million as compared with $74 million in 1965, With an outflow of
private transfer payments of $6 million in 1966 and $5 million in 1965,
the net transfer payments into Koreae totaled $97 million and $69 million
in 1966 and 1965, respectively. This increase in private transfer payments
reflects an increese of grants of relief goods from private institutions,
in connection with PL 480 TitlesII and III, and en increase in foreigr
remittances.

The amount of private loans contracted totaled $137 million in
1966, against $78 million in 1965 while arrivals under such loans
amounted to $113 million, a threefold increase over the level of 1965
(Jeble 35)« The bulk of private loans ceme from Japan after normel-
ization of diplometic relations between Korea and Japan. Of private
loans, those guaranteed by the Government aceounted for 61 per cent and
those gueranteed by commercial banks for 37 per cent in 1966. The
remainder were the loens without repeyment guerantee end all of these
vere made by the U,S, and Germany, In 1965, the share of the government-
guersnteed loans was 95 per cent, while the remaining 5 per cent of the
total loans were without eny guarantee. The government-guaranteed loans
were heavily concentrated in cement and fertilizer industries in 1966,
vhereas loans guaranteed by commercisl benks principally went *o the
textile industry. Germen and French locans carried a relatively longer
repayment period of 12~13 years, while U.S. and Jepanese loans caerried
6«8 years of redemption period.

In eddition to these private loans, "short-term" obligations, defined
as L/C and T/A settlements outstanding, and cash loans of less than three
yeers maturity, increased considersbly during 1966 snd slso in the first
half of 1967. At the end of 1965, the totel amount of these short~term
otligetions stood at $83 million; they imereased to $154 million by the
end of 1966, & gain of some 86 per cent. In the first semeater of 1967,
they rose further to about $251 million or some 63 per cent more., Of
these short-term obligations, cash loans increased by $6 million in 1566
to reach the level of $8 million by the end of the year amd stood &t $10
million in June 1967.

!
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6. Externsl debt service schedule .

Total external debt outstanding, including both principal and interest,
totaled $873 million at the end of 1966 (Table 36). Du 'ing 1966, debt service
payments asmounted to $15 million (or 3.3 per cent of current receipts), as
comperad wita the payment of $7 million in 1965 {or 2.5 per cent of current
receipts). In view of the relatively less favorable terms under which
private loans can be obtained, the policy of the Government has been to
secure more foreign official loans and to induce an inflow of direct foreign
investments. The Government intends to limit service paymentn to 9 per cent
of current esccount receipts. In fact, the law or guaranteeing repayment
for loans, as amended on July 1k, 1966, provides that annual debt service
arising from the government-guaranteed loens be maintained within the 9 per
cent limite.

Table 36. External Debt Service Repayments and Schedule

(In millions of U.S. dollers)

Actuel Debt outstanding eé/
Repayments including interest Repaynent Schedul

1962-65 1966 asoflec. 31, 1966 1967 1 1969 1970 1971

Lficlal loans 103 103 480Q6 243 l'|'05 603 6.6 7.1
Private loanse 17.5 1k4.0 392.8 2665 39T 5949 Tle3 60.3
Total, 18.8 15.3 873.4 28.8 Lh,2 66,2 7TT.9 6T.3

Sources: The Eccnomic Planning Board and the Bsak of Korea, Seoul, Korea.
1/ Escablished on the basis of debt outstanding as of December 31, 1966,

loans already signed in 1967 by August 15, and estimntes of loans to be
signed in 1967 after August 15.

Te Direaect foreign investment

The number of direct foreign investments authorized totaled 18 in 1966,
en increase of T over the previous year's level, but the value of these
investments toteled only $14 million as compared with $23 million in 1965.
However, the amount of direct investment actuaelly made during 1966 was $13
million, a marked increase over $5 million in 1965. The bulk of dirent
investment actually made was by the Swift Consortium and the Gulf 0il Corpo~
ration of the U.S. to construct the third and fowrth fertilizer plants.
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The remainder went to electronics and food industries. Investment incomes,
which foreign investors received during the year, totaled $229,000, an
increase of $132,900 over the previous year's level. The foreign investment
by source and by industry are shown in the following table.

Table 37. Status of Forelgn Private Investment, 1965-June 19675/

(In millions of U,S. dollars)

1967
1965 1966 January-dJurne
Amount Ratio Amount %%tio Amoqptl(gggio
(PEEnt) Cent ) ____cent)
By country:
United States 21,3 k.3 9.3 68,9 1l1.4 100.0
Jape.n l.2 53 3.8 28.1 - -
Others 0.1 0.4 Okt 3.0 - -
Total 22.6 100.0 13.5 100.0 1ll.k 100.0
By industry:
Petrochemical 21l.3 gh.2 1.8 13.3 2,8 24,6
Electronic O.Ll- 1.8 6.8 50.1& 8.0 70.2
Food procersing - - 3.4 25.2 - ¢ e
Textile - -— 0.2 1.5 —— -
Automoblle - - 0.7 S5e2 - —
Others 0.9 ‘-L.O 006 h'oh- 0.6 5.2

Source: Genersl Status of Foreign Capital Inducement, publighed on
June 13, 1967 by the Ecomomic Planning Boerd.

l/ PBused on epproval.

8. International reserves

International reserves increased by 69 per cent in 1966 to reach a
record level of $239 million by December, es compared with a 7.5 per
cent increasse in 1965. The growth in reserves has continued in 1967
and reserves increased by $64 million in the first 8 months to reach
$303 million on August 31, 1967 (Appendix Teble VIII). An immediate effect
of this rapid increase in internationel reserves was an expansion in
domestic liquldity. As shown in Teble 38, net foreign assets of the Bank
of Korea increased continuously throughout 1966, resulting in an increase
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Table 38. Foreign Assets and Liabilities of the Bank of Korea, '
196k-June 1967

(In millions of U.S. dollars)

At the end of _
196k 1965 1966 1067

Mar. June Sept. Dec.  Mar.  June

I. Asaete;/
Time deposits  105.8 98.0 108.3 107.9 137.8 177.5)
Due from the ROK
account with

banks abroad 3.8 h.9 9.5 10.4 9.1 13.0§ 221.33/ 212.53/
Foreign exchange

pending
collec'bion 8. 5 1902 12 .8 1902 22.7 2200
Export usance
bills 2,1 1.7 1.7 1.7 1.7 1.6
Interoffice
accounts 6.7 12.0 13.9 16.3 16.9 18.7
Loans in foreign w
currency - - -~ -- - -- 6.7 14.9
QOthers o 108 1.2 2.2 3.3 106 lovi 103 l.h
Tote12/ 128.7 137.0 1B.k 158.8 189.8 234.1 229.3 228.8

II. Liabilities&/

Resident deposits 0.9 1.8 0.7 1.9 1.4 1.3)
Remittence pending 0.8 1.9 3.1 2.7 3.7 k,1
Loan payable 10,0 10.0 10.0 ] - -
Export and import
guarantee money 52.8 359 38.1  35.6 L40.0 29.4 79.92/ hh.sé/
Korea=-Japan open
sccount 43,3 Lh.1  LO.T 39.2 38.8 36.6
Exchange certifi-
cetes issued 0.l N.2 Osl 0.2 0.1l 0.1
Others 2.8 HeH 9,4 12.5 6.0 15.3"! 0.1 0.1
Total 110.7 99,5 I102.1 ~92.1 90.0 86.8 ~B0.0 Ty

III. Net Foreilgn Assets
(I~L1) 18.0 37.6 46.3 66.7 99.8 147.3 149.3 184,k

Sourrce: The Rank of Korea.
;/ Excludes contre-acconnt of acceptances and gusrantees, gold tranche with
the Fund and ebout $3 rillion of gold.
g/ Total arsets vary from the gross gold and exchange holdings as given in
Appendix Table VIII,since the latter includes foreign exchange holdings of ‘
commercial banks and Foreign Exchange Bank.
3/ Bince February 1, 1967, these foreign assets and liabilities of the Bank of
Korea 2a'e been transferred to the Foreign Exchange Bank of Korea, and they appear
now &6 o single account in the books of the Bank of Korea,
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of neerly $110 million by the end of the year. This compares with an

increase of $20 million in 1965. In the first half of 1967, they rose
further to $184 million,

The Government initiated in December 1966 the grenting of loans
denominated in foreign currencies to qualified industries end government
enterprises from the government-held foreign exchange reserves (see
sectlon on exports above)s Of the first $30 million set aside for loans
to finance capital goods imports, $28 million was alloceted and the L/Cs
were opened for about $20 million by the first part of July. As for the
second $30 million of forelgn exchenge loans with e maturity of five
years, only sbout $3 million was allaocated by the early part of July.

IIX. The Restrictive System

Since the last Article XIV comsultation in August 1966, the restrictive
system of Koree has evolved toward a greater degree of liberalization of
qQuantitative controls on imports and invisible payments. The Government
has also underteken certein measures to broaden the exchenge certificate
market and to render it more responsive to changes in the economy. The
period of validity of exchange certificates was extended from 15 days to
45 days end the meximum spreed between the Bank's buying end selling 1ates
was widened and exchange banks were permitted within certain limits to
operate in the market as dealers.

Regarding restrictlons on trade and payments, the policy of liberal-
ization was pursued vigorously in 1966 and in the first half of 1967. An
important step in import liberalization was taken in July and August 1967
with the introduction of the so~called "negative list" system. Under this
system, which puts an end to the previous import programs, all commodities
mey be freely imported unless they belong to a negative list, which is
itself divided into a prohibited list and a restricted list. There was
little change in the advance deposit schemes which remained very complex.
Restrictions on peyments for invisibles were further relaxed. Since April
1966 payments for bank charges, insurance premiums, communication fees,
and periodicals have been licensed automatically, and in November 19G6
expense allowances for travelers abroad were increased, Since July 1967
nonresidents need not register their foreign currency holdings upon entering
Korea if they are carrying only spec.fied currencies; overseas branches of
Korean traders could maintein urder certai~ ~onditions accounts in foreign
exchange up to certain limits; sllowances travel were raised from $500
to $900 per month and living sllowances for students were raised from $150
to $300 per month.

A new Foreign Excnenge Bank of Korea was created in August 1966
to take over from the Bank of Korea the dey-to-day operation of all trans-
actions in foreign exchange while the Bank of Korea kept its over-all
administrative control on the foreign exchange macket. The Foreign Exchange
Bank of Koree started its operations on January 30, 1967 (see Part II, p. 51).
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1. Exchange rate systenm

No per value for the Korean won has been esteblished with the Fund.
Since March 22, 1965, there has been a fluctuating exchange rete determined
in an exchange certificate market.

The Bank of Korea announces daily the Luying and the selling rate
for fore _n exchange (BOK posted rate for customers). This is the rate
at which commercial banks authorized to deal in foreign exchange (called
foreign exchange banks) buy or sell frreign exchange. The Governor
of the Bank of Korea is given discretion to move the BanLk's posted rates,
i.e., both selling and buying rates, in either direction within 2 per cent
of the rate prevailing in the certificate market on the previous day; &
chenge of the posted rate beyond this limit requires prior approval of
the Minister of Finance, In determining i1ts daily posted rate, the Bank
has been guided principally by the weighted average market rate of the
previous dey. During the second half of 1966 &nd until Jenuery 16, 1967,
the posted rates of the Bank of Koree have remeined stable at W 270.36
per US$l, buying, end W 272.00 per US$l selling. In January 1967 the
meximum spread between the Bank's buying and selling reates was widened
to 1.8 per cent from 0.6 per cent, leading to posted rates that varied
slightly around W 267.59 per US$1, buying, and W 272.50 per US$l selling.
Since March 17, 1967, the rates applicable to the exchange transections
between the Bank of Korea and the foreign exchange banks were set within
0.1 per cent of the Benk of Korea's posted rates for customers instead
of 0.6 per cent as previously, in order to reduce the profit of the
foreign exchange banks on their exchenge transactions with the Bank of
Koreu, and induce them to operate in the certificate market where they
could earn a larger profit margin. In eddition, on July 18, 1967, the
foreign exchange banks were permitted to operate in the markei as deelers,
waith certsin maximum limits on their inventory of exchange certificates.
As a result of these measures, the certificate wmarket has become very
active and the proportion of certificates 1ssued ageinst export receipts
rose from 59 per cent in October-December 1966 to 97 per cent in June
1967, while the proportion of certificates issued against invisible receipts
rose from 22 per cent to 39 per cent in the same pericd. The certificate
market rate fluctuested around W 271.U48 per US$1.

Exchange certificates are isgued by the Foreign Exchange Bank of Kores,
and other exchange banks against all foreign exchange earnings in specified
currencies surrendered by residents., 8Sales of forelgn exchange by non-
residents (essentially tourisis and UN forces stationed in Korea) or
sgles of nonspecified currencies must be effected at the BOK posted
buying rate. Foreign exchange receipts of the Government ere, in
practice, converted directly at the BOK buying rate slthough they may be
occasionally exchanged for certificates which are sold in the market.
Exchange certificates are slso issued againast officisl foreign exchange
reserves and ageinst receipts of U.S. supporting assistance. All foreign
exchange proceeds, however, may slternatively be exchanged for won at
the buying rate posted by the Bank of Korea. Exchange certificates
are now valid for L5 days; expired certificates mey be surrendered
et the posted rate of the date of expirstion or of the date

-
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of surrender, whichever is lower., The short maturity of the certificates
and the high rates of interest prevarling in the domestic money market
have discouraged speenlative holdings of such certificates,

Exchange certificates are required for all foreign exchange expendi-
tures except for peyments for imports under U.S. PL 480, payments by
cormercral banks in ccnnection with their banking transactions,
peyments less then the equivalent of US$50, and peyments mede by certein
compenies which ere now suthorized to meintain balances an foreign exchange
sbroad and use them for their foreign peyments {eir lines, ship lines,
insurance compenies and certein government corporations). In most foreign
exchange exyenditures by the Government, the Bank of Xorea sells exchange
certificates to the Government et its BOK posted rete but the certificate
trensaction 1s purely boockkeeping.

2. Maan features of tne exchange control

&, Administration of control

The Ministry of kinence 1s 1n charge of exchange control, subject to
the epprovel of the Cabinet. It carries out policy with respect to
prescription of currency and method of settlement, foreign exchange
operetions, payments for normerchandise trensactions, and cepitel trans-
actions end trensfers. The Foreign Exchange Bank of Korea, whose cepitel
is wholly subscribed by the Bank of Xoresa, has teken over the functions
of the latter for ell transactions in foreign exchange. As the Government's
sgent, the Bank of Korea regulates operations in the certificate market
ard 15 euthorized to intervere in 1t. The Bank hes also been given authority
to control receipts and payments related to invisibles. The Foreign Exchange
Bank of Koreae and five commerciel banks (exchange benks), as well as the
branch offices in Koree of foreign banks are authorized to engage in
foreign exchange operations.

The trade program (for imports financed by KFX) is prepared by the
Ministry of Commerce & ° Industry. The selection of pe.mitted imports
15 the responsibility ot the Ministry of Commerce end Industry. Imports
financed by fo-eign eid funds are prograrmed seperately by the Econemic
Plenning Boerd in consultacion with ihe Ministry of Commerce and Industry
and import licenses are i1ssued by the Foreign Exchange Bank of Korea.

b. Prescription of curreacy

The proceeds of evports must be obtained in Cenedien dollars, deutsche (
mark, French francs, Hong Kong dollars, Italian lire, pound sterling, Swiss
francs, U.S. dollars or, since July 18, 1967, Swedish krona. The methods
of peyment on account of other settlemeuts requare the approval of the
Minastry of Finarnce.
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ce Imports and import payments

(1) ZImport procedures

All imports require licenses; for certaln imports licenses
are sutomatically issued upon application. No licenses are issued for
any goods originating from communist countries and for certain importe
from all other countries.

Imports are divided into two categories: thcse paid for with Kovean
foreign exchange (so-called K¥FX imports) and those paid for with foreign
eid funds. KFX imports were claseified until July 1967 as automatic
approval, semi-restricted, prohibited or unspecified items.

The progress towaerd liberalization of quantitative import controls
until June 30, 1967 is shown in Table 39.

Table 39. Classification of Imports

(In number of items in the Korean import lists)

1967
Deec. 31, Dec. 31, Juzie 30, 2nd helf
1665 1966 1967 prograin
Automatic Approval 1,495 2,357 3,549 3,761
Semiresiricted 124 134 92 9l
Restricted lll- - - -
Prohibjted 620 386 249 ol

Source: Data provided by the Korean authorities.

In the trade program announced early June for the secoud half of 1967,
automatic approval items (3,761) consisted mainly of essential consumer
goods and certain raw materiels and capital goods; these items were to

be licensed automatically and to account for about 87 per cent of KFX
imports. BSemirestricted items (91) were not subgect to individual

gquotas but required the approval of competent ministries for olher than
balance of payments reasons, such as reasons of public health. Prohibited
imports covered 2hl commodities, mainly luxur les, home industry protective
and locally available goods. The category of restricted items was
abolished on December 1, 1966.
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The import control system was changed from July 1967. In the new
syetem, all commodities may be freely imported (1.e., applications for
import licenses are automatically approved) unless they belong to a
"negative liet." The negative list includes 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 the Standard Industrial Trade Classification, the following:

Number of Per
SITC JTtems Cent
Negu.u.ve List
Prohibited L,239 .

Restricted 5,859

o
O'\\'O-F’
£ vk

Automatic Approvel 19,902

Total 30,000 100.0

The classification of these items by the Ministry of Commerce and Industry
wes made acecording to the following criterie:

‘e As sutomatic approval: items which are not domestically
produced, or when produceA, ere considered competitive with foreign
products of the same kind. Items whose domestlc price is cecn-.
8ldered to be too high or vhose quallty 1s inadequate.

31. As restricted items: certain items may be allowed only
to end-users., Certain items may be permitted to be imported in
limited quantities under an import quota system, Lo the extent
of a certeain percentage of export performance in order to give
impetus to domestic industry for better quality. Other items muy
be permitted to be imported on a cese-by-case basls upon recommen~
dation, according to domestic demand and supply condlitions.

iil., As prohibilited: Iluxuries, ltews prohibited for non-
econcmic reasons and sonme domestically produced goods.

Imports of raw materiels for the production of exports are apprroved
sutomatically irrespective of whether they ere clussified as autometic,
restricted, or prohiblited items., IForeign ald imperts are classified as
elther automatic approval items or restricted items. In principle, no
commodities imported with foreign eid furds are included among the KFX
imports, but in exceptional casee payment for imports usually {inanced
with aid funds may be made with KFX exchange., Import licenses are granted
only to reglstered traders; to maintain the status of a reglstered trader,
e minimum value of US$100,000 of exports is required each year.
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On August 22, 1966 it was announced that the Ministry of Commerce
and Industry, in approving imports that require the Ministry's recommen-
dation, would give priority to goods originating in countries with which
Korea meintained e favorable trade balance. These countries vwere listed
a8 Burme, Singapore, Thailand, Viet-Nam, Belgium, the Netherlands, Sweden,
the United Kingdom, the United States and the territory of Okinawa.

(2) Import payments

Payments for KFX imports are made, in principle, against
a letter of crcdit. Payments for raw material imports for the production
of exports may also be made against documents (D/P basis) or within SO
deys from the acceptance of documents (D/A basis}. Any settlement other
than the above requires the approval of the Ministry of Finance.

Import peyments are made by tendering exchange certificates to the
authorized banks. In principle, exchenge certificates are surrendered
in full amouat, at the time of opening letters of credit. (See Annex I.)

As an exception to this, in the case of imports to be used for the
production of exporis, importers are allowed under presc.'ibed conditions
to submit, up to varying amounts, bank guarantees dencminated in foreign
currencies in place of exchange certificates until bills of lading for
the import are released. (Bank guarantees ere avaitable at a cost of
1l.5 per cent & year.) Since December 23, 1966, traderse could import raw
materlals for exports wiihout meking an advance deposit at the time of
opening the import letter of credit; this exemption applied to imports
corresponding to up to 25 per cent of the value of raw materials they
hed used for exports in the preceding year. In the case of importe to
be used for the production of exports for which an export letter of credit
hes been obtained, & bank guarantee mey be used for the full amount of
imports and the certificates may be surrendered when the bills of lading
are released. Iln the case of imports for exports supported by a related
export contract, the importers are required to tender exchange certificates
corresponding to a minimum 17 per cent of imports when the letter of credit
is opened (the maergin requirement) and the balamnce of 90 per cent mey be
net with benk guarentees until tke o0ills of laeding ere released,

Imports of raw materisis in the prohibited category are permitted
provided they are used for exports; they arc subject to exchange certificate
requirements of 30 per cent and 20 per cent of the value, respectively, to
be fulfilled at the time of opening letters of credit. These requlrements
apply to all imports except to 38 items including raw cotton and cottoa
textiles and to such import itzms needing more than 10 days in traenseit
irrespective of whether the impcrters have received an export letter of
credit, an export contract, or whetner they are entitled to lmports under
the above-mentioned export performance criteria (see Annex I). Import
of equipment needed to manutacture certain export items such as raw silk,
veneer sheets ard plywood, sweaters, etc.,, has been allowed in limited
amount under specilal payment prorcedures,
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The procedures of paymente for imports financed by foreign aid differ
substantially from those finenced by the KFX: they alsc vary in accordence
with the source of aid. (See Annmex I.) In respect of U.S. aid (supporting
assistance) imports, certain cash advance deposits in wom are required at
the time of applying for imports. For the U.S. imports whick require the
"Smaell Business" notice or a purchese authorization under U.S. procurement
procedures, an amount of W 55 per US$l must be deposited when the application
for imports is made; an additional deposit of W 200 per US$l is required
vrior to the issusnce of the import license which follows completion of the
"Smell Business" procedpre&7 or purchase authorization. For imports exempted
from these regulations, a deposit of W 255 per US$L is required at the time
of applying for the import license. Upon the release of the bills of lading,
peyments are made in exchenge certificates for the full amount of imports
and the .ash advance deposits are then refunded.

Regarding imports under U.S. PL 480, an initial cash deposit of W 50
per US$l is required at the time of applying for imports, and en additional
deposit of W 50 per US$lL is made prior to the issusnce of the import
license (for imports of raw cotton & bank guaruncee me, be submitted
instead of the second W 50 per dollar cash deposit, but for imports of
tallow the second cash deposit of W 205 per US$L is required.) Settlement
for the remeinder is made in won when the bill of .eding is released, and
no exchange certificetes are required.

Regarding the imports financed by Jaranese aid (property claims), en
advence deposit schewe ig applied for imports through the Government Supply
Office (GSROK) including fertilizers. Deposits have to be made in exchange
certificates in the amount of 5 per cent et the time of the application
for imports and €0 per cent when the import licenses are issued. The remeinder
of the velue of import (35 per cent) 1s paid in exchange certificates upon
the release of the bill of lading.

Imports of the Government and government-operated emterprises are not
subject to the above advance deposit requirements, irrespective of whether
they are financed by Korean foreign exchange or foreign aid. ILetters of
credit for such imports are opened by the authorized benks in exchange for
promissory uctes denomineted in foreign exchapge, and payments are made
in exchange certificates when the bill of ladirg is releascd.

de Payments for invisibles

All payments for invisibles require individual licenses. Payments for
invisibles connected with foreign trade transactions and for certain other
items, such as bank charges, insurance premiums, communication fees,

1/ This procedure requires & publication of the specification of goods
to be financed by U.S. aid in the "Small Business Circuler" of U.S. AID
for e perlod of 45 days; certein imports, e.g., those not exceeding the
amount of UC$5,00C at a time or those related to an exclusive agency
contract, are exempted from this requircment,
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periodicaels, and payments made in connection with remittances of profits
and capital repayments on loans and investments that had been approved

by the Government, sre licensed automaticelly., Import licenses are issued
on ¢, and f, basis upon request. However, for imports peid for with
Korean foreign exchenge, licenses are issued only tror tramsport in Korean
ships. Exceptions are made to this upon recommendation from the Korean
Ship-Owners Asaociation that Korean ships are not available for transport
of the particular import. The same rule also applies for the transport

of Korean exports by foreign bottoms. As & result of the recommendation
requirement from the Korean Ship~Owners Association, about 65-70 per cent
of the trade tetween Korea and Japan are reserved for Korean ships. The
comparable figure for total trade is about one third. The Korean Ship- '
Cwners Associaetion hes no pooling agreement regarding imports shipped

in non-Korean bottoms. Regarding the foreign aid imports, the general
U.Se rule of minimum 50 per cent utilization of U.S. ships is applied for
a2ll U.S. aid imports. No discrimination in favor of aid-giving countries’
boats is applied in respect to aid imports frum Japen and Germany.

Exporters whose foreign exchange earnings exceed the equivalent of
US$100,000 & year may use part of such earnings for business travel ov
other trade promotion purposes, such as maintaining overseas branches.
In eddition, exporters are authorized tn use exchange earnings up to an
amount of US$5,000 a month for the expenses of their overseas branches.
All travelers abroad mey purchase up to $300 per month, to which an
additionsl $200 per trip may be obtained as extra expenses.

Foreign and Korean currency notes may not be exported without permisasion.
Departiing foreiguers may reconvert unused won notes into U.S. dollars and
they may take out any foreign exchange that they had regilstered on entry.

€. Export and invisible proceeds

All exportu to communist countries, and exports of certain goods (such
as raw cotton, raw hides, certain precious metals, certain ores and minerals,
pulp, and lumber) to 8ll countries, are prohiblted. Certain exports require
individual licenses. All other exports may be made freely under an automatic
approval rrocedure.

The export proceeds in prescribed foreign exchange must be surrendered
to the exchange banks at the buylng rate posted by the Bank of Korea or be
exchanged into equivalent foreign exchonge certificates. The same treatment
applies to all proceeds derived from invisibles. The ilmport of Korean
currency nctes requires special autaorization. Travelers may bring with

them any amount of designated foreign currencies without registration upon
entry.

f+ Capital
All cepltal remittances require approvele Foreign cepital iuvestment,

loens from ebromd, and imports of capital goods on a long-term basis are
regulated by che Yoreign Capital Inducement Taw of August 3, 1966. Under
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this law, foreign investors may invest without any limit, or minimum
national participatiou requirement, subject to approval by and registration
at the Economic Planning Board. Free remittance of profits and repstriation
of capital up to 20 per cent a year, two years after the original capital
investment was made are guarantecd. Liberal tax exemptions (100 per cent
the first five years, 5C per cent the foilowing three years) are granted

to foreign enterprises together with exempiion from customs duties on
imports of capital goods.

3, Bllateralism

The only bilateral payments agreement is with the Republic of Viet-Nam,
signed in December 1962, However, it bas not been operative; no bilateral
account hes been established and all settlements have been made in con-
vertible currencies.

__ The bilateral payments agreement with Japan was termineted on Merch 19,
1996+ A balance of sbout $45 million of the bilateral account due from Korea
wes to be settled in equal installments over teu years, with the proceeds
of funds to be granted by Japan for the settlement of Korean property claims
following the ratification of the normelization treaty of December 18, 1G65.

A barter arrangement with Indonesia wazs concluded on December 9, 1965,
involving export of cotton textiles up to $2 million to Indonesia by Koreen
traders in exchange for commodities included in the import program. Settle=
ments were to bte made through en escrow account. However, no transection
has taken place under this arrangement nor has the escrow account been
established.



IMPORT PAYMENT PROCEDURES

(Ae of August 10, 1967T)

Approval of the
Applications Applications (Issuance Opening of

Releasing of
for Import of Import Licenses)  Letters of Credit

1/ Bills of Ladingl/

I. Imports of the private sector

1. KFX imports other than
those for exports

2. KFX rav material imports
for exports
(a) Imports supported by

an export letter of
credit.

(b) Imports supported by
an export contract

(c) Oiher imports§/

- - Exchange certifi- -
cates in full amount,

- - Letters of guaran- Exchange certifi- '
tee in full amount cates for the full e
denominated in amount upon release N
foreign currency of bills of lading.g/ '

issued by author-
ized banks.

- - Exchange certifi- Exchange certifi-
cates correspond- cates for the
ing to 10 per cent amount covered by
of L/C. bank guarantees.2/

Bank guarautees
corresponding to
S0 per cent of L/C.

- - Letters of guarantee Exchange certificates
in full emount de- for the full amount
nominsted in foreign upon releass of bills
currency issued by of lading.

authorized banks,

I XNV
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Applicetions
for Import

Approval of the

Applications (Issuance

of Import Licenses)

Opening of
Letters of Creditl/

Releasing of
Bills of Ladingl/

(d) Imporuis of the -
prohibited list
items, except cotton
textiles, etc.

KFX equipment and
facilities for exports
and etc. (for detail,

see poges 103-105 and
91-92 of Answer for 1967)

(8) Equipuent and -
fazilities for
exportis.
(In case the standard -

transit terms are
less than 10 days)

(L) Imports by Government- -
run enterprises and
other public institutions.

(¢) Byquipment, facilities and
raw materials Ly government-
invested enlerprises and
public foundations qualify-
ing a guridical person.

Exchange certifi-
cates correspond-
ing to 30 per cent
of L/C.

Bank guarantees
corresponding to
70 per cent of L/C.

Exchange certifi-
cates equivalent

to 10 per cent

of L/C.

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

Exchange certifi-
cates equivalent to
10 per cent of L/C.

Ditto

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

Exchange certifi-
cates equivalent

to 10 ,per cent of
L/c..5./p

Exchange certifi-
cates equivalent

to 4Q per cent of
L/C.

.

Ditto

I XNV
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Applications

for Import

Approval of the

Applications (Issuence

of Import Licenses)

Opening of p
Letters of Creditd/

Releasing
Releasing of
Bills of Ladl

(d) Equipment and
facilities for use
of foreign exchange
earnings, import

substitute industries
or for projects under
the Five~Year Ecopomic

Development Plane

L, KFX eapital gooGs imports

Ly export industries on
D/A besiss

5¢ J«S¢ ald imports othex

than PL hBOQ

(a) Subgect to U.S. pro-
curement regulations
or S.Bs notice.

(b) Others (exempted
from the require-
ment undex (a)
gbove).

6. UsSe PL 480 imports

(a) Raw cotton

-

Cash deposits
in the amount
of W 55 per L.

Cash deposits
in the amount
of W 50 per $1.

Additional cash
deposits in the
amount of W 200

ver $l.

Cash deposits in
the amount of

W 255 per bl

Bank guarantess in
{the amount of W 50
per $1.

Exchange certifi-
cates equivalent to
20 per cent of L/C.

Ditto

Settlement by
exchange certifl=
cates up to three
years from
acceptance.

- gL -

Exchenge certifi-
cates in full amount
(advance deposits
are refunded).

Ditto

IT Lyvd

Settlement of the %
remgainder by won (W
payments (Of the
amount W 100 per

$1 mey be credited.)




Applicatiors
for Import

Approval of the

Applications (Issuance
of Import Licenses)

Opening of

Letters of Credit

Releasing of
Bills of lading

(b) Tallow

(¢) Others

T+ Jepanese ald amports
(other than fertilizer)

8. Japanese ald inports
Tthrough OSROXK

[I.
Government-run enterprises

Ditto

Ditto

Ixchange
certificates

in the amount
of 5 per cent
of application.

>

Imports of the Government and -

le COrdinary mports of the
Government.

2. Government imports under
the Government's obliga-
tional authority.

—— ——

Additicnal cash
deposits in the
amount of W 205
per $L.

Additional cash
deposite in the
amount of W 50
per $l.

Exchenge certificates
in the amount of 60
per cent oif the allo=~
cation.

Promissory notes
denominated 1in
foreign currency
lssued by autho~
rized banks.

Payment guaran-
tees submitted
by the chief of

Settlement of the
remainder by won
raymentse

Settlement of the
remailnder by won
payments.

Exchange certifirnates
for the remsinder of
the allocated amount

(35 per cent).

Exchange certificates
in full amounte.

Settlement by ex-~
change certificates
upon releage of bill
of lading.g/

Settlement by ex=-
change certificates
upon release of bill

central government of lading.8

organd.

IFor footnotes sce 5. 80.

..6L-
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For imports for waich payment is made on & D/A or D/P basis, see "Payments for Imports".

These who receive bank credit in local currency make full vasyments in local currency in
135 days after the release of the bill of lading.

Exporters are permitted to impert raw materials up to the value equivalent to 25 per
ceunt of the total raw materlals imported during the past one=year period prior to arrival
of export letters »f credit or the conclusion of export contracts.

Aprlies to all such imports, irrespective of whether the importers have received an
evport letter of credit, en export contract or whether they are entitled to imports
under the export performance criterie as indicated above (footnote 3).

For the settlement of the remainingz 80 per cent of L/C amount, a bank credit in foreign
currency 1s given by the foreign exchange banks at an interest rate of 6.5 per cent per
annum. Half the smount of the credit must be repaid within 18 months and the remainder
within 30 monihe from the date of release of the B/L.

For the setilement of the remaining 30 per cent of L/C amount, a bank credit in foreign
currcucy is also given., However, half the smount of the credit must be repaid within
12 months and the remainder within 24 months from the date of release of the B/L.

For {ibe seitlement of the remaining GO per cent (80 per cent in case of (d) of L/C amount,
alsc & bank credit in foreign currency is given at an interest rate of 7.5 per cent per
anoum.  This credit metures in five years including two yeers grace period, with repayment
on an anauzl instellment basis.

EBxchange certificates are issued by Forelign Exchange Bank of Korea agelnst won payments.

T XJNNV
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Table I. Laboxr Force end Employment by Major Industries, 1963-66

(Quarterly average)

1963 1964 1565 1966
Gainfully employed (1,000 persons) 7,947 8,210 8,522 8,659
Economicelly active population
(1,000 persons) 8,683 8,893 9,199 9,325
Total population (14 years old and
over, in 1,000 persons) 15,684 16,348 16,591 16,849
Employment or per cent of economlcelly
active population 91.5 92.3 92,6 92.9
Unemployzent as per cent of
economleally active population 8.5 TeT Tl el
Major sectoral employees &s per cent
of total employmcnt 100.0 100.0 100.0 100.0
Agricultural, iorestry and fishery  63.2 61.9 5847 5842
Minlng, ranufacturing and
construction 1l.2 1l.2 13.1 13.0
Commexrce 9.9 10.5 11.5 11.3
Government 3ok 3ol 340 b2
All other services 1243 1340 13.7 1343

Source: The Bank of Korea, Monthly Stati<tical Review, Seoul.




Table II, gelacted Interest Rates of Banking Institutiona

(In p r cent per annum)

Bank of Korea NACF
Eqort Commercial panks Agraculture Cooper-
anl UN Rice Com= Purchase Com= Over- Rice General and ative
supply llen mercial Other of aid Export Import msrcial Other Over- due lien fund forestry business
loans loans bills bllls goods hills bills bills bills draft loans loans loans loans loans
Lending Rotes
Previous rate 35 be 115 135 95 65 o 16,0 18,5 2.0 11,0 160 16.0 9.1
New ratci/ 15 4o 210 23.0 230 65 240 26,0 260 36,5 11.0 260 23.0 12,2
A further revision 2
eifectave Dec 1,1965 == - 28.¢c  28,0. 26 02/ 60 (Qﬁ'g“/ ~- -~ 280 - -~ -a -~ -
(CffPCtJVG(éffcctive (effective
June 29,  June 29, Feb 1,
1967) 1967) 1966)
Savings
Time Deposits National Savings Short-Term Savings
3-6 montha ©-12 months  12-18 months Over 18 months  Association Installment Notice Savings
Demsxt Rates
Trertous yate 9 12 15 15 16.8 10.0 3.65  3.60
Hew 1ateé7 1.5:8.23/ 2 0-2.23/ 2 2-2 3 30 30.0 30.0 5.00 12.00i/

Sowrce  Data provided by the Korcan authorities

l/ New 1ate became effective from Heptember 30, 1965 for all banks other than the Cential Bank, and {rom November 16, 1955 for the Bank of
horea

2/ I'rom inrch 13, 1707, the 1ate on (entiel Bonk loans for evport promotion 15 23 por cenl per annum  Commercial bank loans for raw matlerial
wmports for {oteign ~xchanee earning purroscs will carry an annual interest rate of 6 per cent, while the interest rate on loans for imports of
rav matrrials and todustrial facilities for purposes other then carning foreign exchange is 24 per cent.

3/ Th> "o lary Brard set o maximum interest vole of time devosits at 2 5 per cent a month. The interesi 1ates paid by banking insiitutions
arc as follows 1 9 ner cent e menth tor 3-monih time deposits, 2.0 per cent for G-month deyosits; 2.2 per cent for 12-month deposits, and
2.5 per cont for lb-monlh deposits

5/ The actual 1ale agracd upon by the forean Banking Associalion is 7.2 per cent per annum.

XIaN=dav
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Table III. Reserve Fosition of Commerciral and Other Banks,
1963=May 1967

(Daily average in billions of won)

Requiredg/ Excess Free Excess
1/ Reserve Regerves= Reserves Borrowing Reserves
Deposit= Holdings (1) (2) (3) (2 minus 3)
Commexrcial banks
1963 December 26.2 L.l L,0 0.1 2.6 2.5
1964 December 26.2 3.1 2.9 0.2 4.5 4.3
1965 March 28.1 3.0 3.1 - 5.3 -5.4
June 34.0 4.1 3,8 0.3 0.5 ~0.2
September 36.3 5.1 L.8 0.3 1.0 -0.7
December 45.3 7.0 6.7 0.3 L,1 -3.8
1966 March sh.7 13.6 13.1 0.5 3.7 -3.2
June 62.9 14,7 b b 0.3 3.6 -3.3
September 3.8 16.5 16.3 0.2 3.8 -3.6
December T9.7 19,0 18.7 0.3 3.7 -3.L4
1967 March 95.1 26.0 25.7 0.3 L.y 4.1
M&y 108.!4' 23.8 ?3.6 002 ,4'09 ",4'07
Other banksé/
1963 December 9.1 1.6 1.4b 0.2 4,9 =L4.7
1964 December 11.2 1.7 1.3 0.4 7.3 -6.9
1965 Maich 12.2 1.8 1.4 0.4 6.9 -6.5
June ik.2 1.8 1.6 0.2 13.0 -12.8
September 15.9 2.2 2,1 0.1 1k.2 -1k.1
Decenmber 17.1 2.9 2.5 O.4 17.0 -16.6
1966 larch 12.4 5.1 4.9 0.2 16.9 -16.7
June 25,6 6.4 6.0 0.4 21.5 -21.1
September 31.1 7.1 6.8 0.3 22.7 -22.4
Decenber 35.2 9.0 8.7 0.3 22,1 -21.8
1967 March ko.1 17.0 10.9 6.1 20.7 -1k.6
Moy ho.7 9.9 9.6 0.3 26.2 -25,9

Fer fecotnetes see puge 6.
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Footnotes to Table III

Source: The Bank of Korea, Monthly Statistical Review, Seoul, Koreea.

6%{ Covers deposits subject to reserve requirements prior to January 16,
1966, Uncleared checks and bills were deducted from demand deposits;
thereafter they are subject to reserve requirements.

g/ During 1565 the minimum reserve requirements were adjusted twice:
effective July 16 minimum rescrve requirements were reised from 12 per cent
to 16 per cent against demand derosits while those against time and saving
deposits remained unchanged at 10 per cent. At the same time, the ratio of
vault cash authorized to be held as reserves was reduced from 25 per cent
to 10 per cent of required minimum reserves; effective from December 1, the
reserve requirements were raised to 20 per cent sgainst demand deposits,
time and savings deposits were classified into short-term end long-term
time deposits with & reserve ratio of 12 per cent agalnst the former and
10 per cent for the latter, Effective February 1, 1666, the reserve ratio
was raised further to 35 per cent ageinst derand deposits, to 15 per cent
against long-term time end savings derosits, and to 20 per cent against
short-term time and savings deposits. Effective from October 1, 1966,
marginal reserve requirements were imposed; 50 per cent against demand
deposits ard 4S5 por cert age_nst Lime and seviags deposits, in excess of
the respecrive avwrese alance outstanding al the end of September 1965.

_3_/ Covers LACF, 14iB ana CNB, g




Table IV. Exports by Commodity Group, 1962_May 1967

(In millions of U.S. dollars)

Growth Rete

Average Annuel
Growth Rate

1962 1963 196k 1965 1966 1467 1965-66 1962-65
(Jan.=Mey) (Iz per cent) (In per cent)

Total exports 5)4'08 86.8 119.1 17501 250-3 110.5 1}209 bl 2
Food and l.ve animals (SITC 0) 21.9 18.1  26.4 28.2 41.3 14.2 46.5 20,k
Beverages and tobacco (SITC 1) O.l 0.3 0.2 0.9 6.9 3.9 66.7 116.7
Crude materisls, inedible,

except fuels (SITC 2) 193 20.2 3Lk 37.0 46.7 22.5 26.2 15.8
Mineral fuels, lubricants and ,

related materials (SITC 3) 2,0 2.6 2.5 1.9 1.5 0.k -21.1 -1.9
Animel and vegetable oils

and faus (SITC &) 0.1 C.l 0.l 0.1 0.1 -- - .-
Chemicals (SIIC 5) 1.0 0.9 06 O.h 0.7 0.3 75.0 -2.5
Manufactured goods classified

by material (SITC 6) 6.2 28.1 42,3 664k 842 34.8 26.8 129.2
Machinery and transporti

equepment (SI1C 7) 1.4 4.2 2.2 545 9.6 hal T4e5 (8.1
Miscellaneous menufactured

articles (SITC 8) 2.0 6.4 13.2 3445 59.2 3043 11.6 159.4
Not classified (SITC 9) 0.1 0.1 0.2 0.2 0.2 0.1 -- 1.1

pource;

The Beak of Korea, Monthly Statisticel Review, Seoul, Korea.

58
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Imports by Commodity Group, 1962-May 1967£/

Table V.
(In millions of U.S. dollars)
. Growth Rate
1962 1963 1964 1965 1966 1967 1965-67
(Jan.-May) (In per cent)

Total importB 421.8 56003 )'I'O,'l'o,"' l"63.}+ Tléuh 3"“9.2 5"“.6
Food and live enimels (SITC O) 48,6 120,6 68.2  63.5 2.4 27.8 14,0
Beverages and tobacco (SITC 1) 0.1 0.3 0.1 0.2 0.3 0.3 50.0
Crude meterisls, inedible,

except fuels (SITC 2) 89,7 107.1 97.1 110.0  153.9 69.8 39.9
Mineral fuels, lubricanis and

related materials (SIIC 3) 30,6 3hJ 2845 3L.3 42, h 22,2 35:5
A - l prd [ ] L [ ] [ ] L} [ ] .

p%E%TCaﬁ% vegetable oils and fats 349 L.8 3.9 3.8 5¢5 2,6 Ly, 7
Chericals (SITC 5) 94,3  80.0 84,3 103.4  13k.5 32,7 30,1
Manufactured goods classified

vy waterial (SITC 6) 73.1 88,3 46,1  TlL.2  125.2 66.0 75.8
Ma%g#%%r%)and transpost equipment  69.8  115.6  69.5 73.1 171.7 122,2 287.6

(o R

Miigﬁﬁ%égﬁous parufactured articles 10.2 8.0 5¢3 6.8 10.5 5.6 5k o4
Not classified (SITC 9) 1.5 1.2 1.3 0.2 - - -

Source: The Bunk of Korea, Monthly Statistical Review, Seoul, Korea.

1/ On c.ief. basis.
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Table VI,

(In millions of U.S.dollars)

Exports by Country, 1562-May 1967

Rate of Growth

of Exports

Destination of Exports 1962 1963 196k 1965 1566 1967 1965-66 Per Cent of Total
f.o.b. Jan.-Moy) (In per cent) 1962 1965 1966 1967
Asia 35.7 53.7 66.0 85.8 104.8 43,7 22.1 65.1 L49.0 41.9 39.5
Japan 23.5 24,8 38.2 440 66.3 28.6 50.7 k2,9 25.1 26.5 25.9
Hong Kong b7 9.1 11.6 10.8 9.5 5.6 ~12.0 8.6 6.2 3.8 5.1
Viet-Nam 0.8 12,1 6.3 14.8 13.8 2.1 -6.8 1.5 8.5 5.5 1.9
Others 6.7 7.7 9.9 16.2 15.2 7.4 -6.2 12.2 9.3 6.1 6.7
Europe 5.3 7.9 15.7 21.4 34 13.6 59.8 11.5 12,2 13.6 12.3
Sweden 0.2 0.4 1.6 5.1 9.8 3.4 92.2 0.k 2.9 3.9 3.1
United Kingdom 1.6 1.6 6.5 3.6 5.1 3.1 41.7 2.9 2.1 2.0 2.8
Germany 0.2 1.3 1.1 3.2 7.0 2.1 118.8 o.b 1.8 2.8 1.9
Others 4.3 L.6 6.5 9.5 12.3 5.0 29.5 7.8 Sl k.9 4.5
North America 12.1  24.5 36,0 64,2 101.6 48.5 58.3 22,1 36.7 Lo.6 43.9
United States 12.0 24,3 35.6 61.7 95.8 u6.7 55.3 21.9 35.2 38.3 k2.4
Caneda 0.1 0.2 o4 2.5 5.8 1.8 132.0 0.2 1.4 2.3 1.6
Latin Americe O.k -- 0.3 C.b 0.9 0.3 125.0 1.7 0.2 0.4 0.3
Africa - 0.1 0.3 2.1 7.0 3.5 233.3 - 1.2 2.8 3.2
Others. 0.3 0.5 0.7 1.2 1.6 0.9 __58.3 0.5 0.7 0.'f 0.8
Totlal 54,8 86.8 119.1 175.1 250.3 110.5 k2,9 100.0 100.0 100.0 100.0

Source: The Bank of Kores, Monthly Stetistical Review, Seoul, Korea.
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Table VII, Imports by Country, 1962-May 1967

(In millions of U.S. dollars)

igin of Imports 1962 1963 196k 1565 1966 1567 Per Cent of Total

c.i.f. (Jan.-May) 1962 1963 1964 1965 1966 1067
ia k1.5 208.4 146.2 228.2 384.9  199.6 43.5 37.2 36.2 49,2 53.7 57.2
Japan 109.2 159.3 110.3 166.6 293.8  156.0 25.9 28.4 271.2 36.0 k1.0 Lbk.7
Chine (Taiwan) 7.3  15.0 5.2 10.5 10.8 10.0 T &7 1.3 2.3 1.5 29
Hong Kong 0.3 6.1 5.9 1.5 17 h.2 c.1 11 1.5 1.6 11 1,2
Fhilippines 13.1 12,2 9.0 1ll.1 21,0 7.9 3.1 2.2 2,2 2.3 2.9 2,3
Malaysia 6.6 2.1 1.3 2,5 10.1 5.6 1.6 0.4 0.3 0.5 1.4 1.6
Others 5.0 13.7 1k.7 30.0 L1,k 15.9 1.2 2.4 3.6 6.4 5.8 L4.6
rope M.t  Kn.8 39,2 L0.6 55.8 32.8 9.8 7.5 9.7 87 7.8 9.k
Germany 19.2 22,7 23.9 16.1 20.3 7.2 L6 41 59 3.4 28 21
United Kingdom 6.3 5,2 3,2 1.2 2.2 1.2 1.5 0.9 0.8 0.3 0.3 0.3
Netherlands 1.6 5.4 4.0 2.8 2.8 2.0 ok 1.0 1.0 0.6 0.k 0.6
Italy k.9 3.3 h.5 6.2 16.1 4,1 1.2 0.6 1.1 1.3 2.2 1.2
Others 9.l 5,2 3.6 5.1  1h4,5 18.3 2.2 1.0 0.9 1.1 2,0 5,2
rth Americe e22,h  287.5 20b.6 183.9 2%6.4  110.6 52,7 51.3 50.6 39.6 35,8 31.7
Canada 2.0 3.5 2.5 1.6 2.7 1.5 0.5 0.6 0.6 0.3 0.k 0.k
U.8.A. 2¢0,3 2841  202.1 182.3 253.7  109.1 52.2 50.7 50.0 139.3 354 31.2
4in Americe 6.6 1.5 1.6 2.2 3.7 1.3 1.6 0.3 04 0.5 0.5 0.4
'race 1.9 0.7 1.3 o 7.1 0.5 0.5 0.1 0.3 0.9 1.0 0.l
hers 8,0 20.k 1.4 ks 8.6 L.b 1.9 3.6 2.8 1.0 1.2 1.3

Total 421.8 560.3 Lok.h4 k63.4 T16.4 349,2 100.0 100.0 100.0 1100.0 100.0 100.0

XTANAIIY

Source: The Bank of Korea, Monthly Statistical Review, Secoul, Korea.
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Table VIII,Gold and Foreign Exchange Holdings and Debit Balance of
the Korea-Jopan Open Accourt, 1G60-August 1967

(In millions of U.S. dollaers)

Debit Balance

Foreign on Korea-Jdapen
Gold Exchange Totall/ Open Account
1960 1.8 155.2 157.0 Lh.1
1961 1.8 205.2 207.0 L. 2
1962 1.9 166.8 168.6 L9,k
1963 1.9 129.6 131.5 424
1964 2.8 128.9 131.7 43.3
1965
March 2.9 117.0 119.9 50.6
June 3.2 110.0 113.2 k7.9
Septenber 3.3 118.8 122,0 4,2
December 3,3 138.3 141.6 hh,1
1966
Merch 3.3 150,0 153.3 40.7
June 3.3 160.8 164,1 30,2
September 3.4 190.8 194,2 38.8
December 3.4 235,8 239.2 36.6
1967
January 3.4 2hs.3 oh8.7 36.6
February 3.Lh 262.1 265.5 36.6
March 3.4 265.1 268.5 36.6
April 3.4 288.4 291.8 36.6
May 3.4 306.L4 309.8 36.6
June 3.4 296.7 300.2 36.6
July 3.4 303.7 307.1 30,6
August 3.4 303.0 306, 4 36.6

Sources: The Bank of Korea, Monthly Statistical Review, Seoul,
Korea; and IMF, Interpaticnal Financisl Statiseics,

1/ Foreign exchange holdings ccmprise all official and bank
holdings. The Government deposited its foreign exchange noldings with
the Bank of Korea until Marca 1961; since then, the Goverrment has not
owned any foreign exchenge. Five commerciral banks hold a small amount
of foreign exchange beginning in April 1962, and the newly established
Foreign Exchange Bank also handles foreign exchange since 30 January,
1967. The Bank of Korea holdirgs also include some privetely deposited
foreign cxchange and a $10 million borrowing of the Bank in November
1963 from a U.S. commercial bank vhich was paid in May 1966. Above cata.
represent gross holdings.



