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Korea 

Basic Data 

Area 98,966 square kilometers 

Population (1981)  38.7 million 

- 

Annual rate of population increase (1975-81) 1.6 per cent 

1978 - 1979 1980 1981 

1 ,281 1,600 1,482 1,636 GNP per capita (in current U.S. dollars) 

Real GNP (changes in per cent) 
Real GNP 
Consumption 
Private 
Government 

Fixed investment 
Exports of goods and nonfactor services 
Imports of goods and nonfactor services 
Agriculture and fisheries 
Manufacturing 
Social overhead capital 

11.6 
11 .o 
10.3 
15.2 
39.4 
17.5 
29 e 1  
-4 - 0  
20.7 
21.3 

6.4 
7.4 
8.7 

-0.6 
9.7 

-3 - 6  
8.6 
6.7 
9.8 
8.8 

-6.2 
-1 .o 
-1.4 

1.9 
-12.0 

9.9 
-7.7 

-22.0 
-1.1 

2 .o 

7 . 1  
4.2 
4.4 
2.8 

-5 .2  
17.5 

7.9 
23.0 

6.8 
3 . 1  

Prices and wages (changes in per cent) 
Wholesale prices (December-December) 

Consumer prices (December-December) 

GNP deflator 
Nominal manufacturing wages 
Real wages 

(annual average) 

(annual average) 

12.2 
11.7 
16.4 
14.4 
20.6 
34.3 
17.4 

23.5 
18.8 
21.2 
18.3 
19.3 
30.7 
10.5 

44.2 
38.9 
34.6 
28.7 
25.9 
23.2 
-4.3 

11.8 
22.5 
12 - 6  
23.3 
17.4 
19 .0  
-3.5 

3.2 3.8 5.2 4.5 Unemployment (per cent of labor force) 

Money and credit (changes in per cent) 
Money supply 
Quasi-money 
Broad money 
Domestic credit 11 - 

2 5  
41 
3 5  
46 

2 1  
27 
25 
36 

16 
32 
27 
36 

5 
34 
25 
33 

Public finance (in billions of won) 
Central Government 
Expenditure 
Revenue 
Deficit 

Expenditure 
Revenue 
Deficit 

Consolidated public sector 

4,408 5,990 7 ,682 10,127 
4,108 5,445 6,833 8,628 

-300 -545 -849 -1,499 

5 ,001 6,210 8,455 11 ,481  
4,385 5,770 7 ,281  9,354 

-616 -440 -1,174 -2,127 
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Korea 

Basic Data (concluded) 

19f - 1980 - 1979 - 1978 - 
Balance of payments (in millions of US$) 
Exports, f.0.b. 
Imports, f . 0 . b .  
(Oil imports) 

Trade deficit 
Current account 
Overall balance 
External debt (US$ bn.) 2 /  - 

International reserves (in millions of 
U.S. dollars, end of period) 

Gross official reserves 
As per cent of imports of goods and 

services 

Selected financial ratios (in per cent) 
Current account deficit/GNP 
Fixed investment/GNP 
Domestic saving/GNP 
Public sector deficit/GNP 3/ 
Central Government def icit/GNP 

Oil imports/total imports of goods 
and services 

External debt/GNP 
External debt service 

As per cent of GNP 
As per cent of exports of goods 
and services 

Interest payments on external 
debt/exports of goods and services 

IMF Dosition 
Quota 
Use of resources under program 

(in per cent of quota) 

Exchange rate 

12,711 14,705 17,214 20,8f 
-14,491 -19,100 -21,598 -24,1( 
(-2,200) (-3,360) (-5,825) (-6,6: 
-1,780 
-1,085 
-402 
15.8 

4,938 

26.3 

2.3 
30.6 
26.4 
2.7 
1.3 

11.8 
31.4 

4.8 

13.2 

5.4 

-4,395 -4,384 
-4,151 -5,321 
-973 -1,890 
21.2 

5,710 

23.7 

6.9 
32.5 
26.6 
1.5 
1.9 

13.9 
30.8 

4.9 

15.2 

6.9 

SDR 255.9 million 

-- -- 

27.4 

6,571 

22.9 

9.4 
32.7 
19.9 
3.2 
2.5 

20.5 
42.1 

7.3 

18.4 

11.6 

125 

US$1 = W 712.0 (February 

-3,25 
-4,71 
-2,3( 
32. 

6,85 

21. 

7. 
28 I 
20 I 

4 .  
3. 

20,  
47 I 

8. 

19 I 

13 I 

2: 

27, 191 

1/ 
- 2/ 
3/  Excluding telecommunications. 

Excluding valuation adjustment for foreign currency loans to domestic res] 
Private and public short- and long-term debt, including purchases from thc 

- 

- 



I. Introduction 

Economic policies and developments during the last two years were 
dominated by the need to adjust to the effects of a prolonged period of 
overheating prior to 1979 and to the substantial deterioration in the 
terms of trade owing to the sharp rise in oil prices in 1979-80. 
addition, economic activity in 1980 was seriously affected by political 
uncertainties and civil disturbances following the death of President 
Park in late 1979, and by a disastrous harvest, with 1980 rice production 
down by over 30 per cent due to inclement weather during the summer. 

In 

In early 1980, strong measures were taken to curb domestic inflation 
and to promote external adjustment in the face of the worsening terms of 
trade. The won was depreciated by 16.6 per cent in January, and by a 
total of 30 per cent on a nominal trade-weighted basis during the course 
of the year; in real terms, the depreciation was about 11 per cent. To 
support the exchange rate adjustment, monetary policy was tightened 
considerably and interest rates were raised. Furthermore, energy prices 
were sharply increased, accompanied by other strong conservation measures. 
To complement these stabilization efforts, the authorities initiated a 
number of structural reforms, including restructuring of key heavy indus- 
tries, steps to reduce oil dependency, and measures to provide greater 
autonomy to financial institutions. Responding to the stabilization 
measures, the Korean economy achieved a substantial degree of external 
adjustment in 1980: even though the current account deficit of the 
balance of payments widened, from 6.9 per cent of GNP in 1979 to 9.4 per 
cent in 1980, the increase was equivalent to less than half of the price- 
induced rise in the oil import bill, in spite of a substantial rise in 
interest payments due in part to higher international interest rates. 
The adjustment was effected primarily through a fall in the volume of 
non-oil imports and by a resumption of export volume growth, as the 
improvement in Korea’s competitiveness served to offset weaker external 
demand. The adjustment was borne by domestic consumption as well as 
investment, with the impact of contractionary financial policies reinforced 
by the political uncertainties and the effects of the poor harvest on 
rural output and incomes (agricultural output fell by 22 per cent); as 
a result, real GNP, which had grown at an average rate of 10 per cent 
per annum during the previous 15 years, contracted by 6.2 per cent in 
1980. Reflecting the depreciation of the won, the oil price increases, 
and the poor harvest, inflation accelerated sharply, with the WPI 
rising by 44 per cent (December-December) compared with 24 per cent in 
1979; however, the underlying domestic rate of inflation moderated. 

The major economic objectives for 1981 were to promote further 
external adjustment while reducing inflation and securing a resumption 
of economic growth following the setback in 1980. To this end, the 
authorities continued to pursue restrained monetary policies and ini- 
tiated a large-scale educational campaign to secure moderation in wage 
increases. Fiscal policy was moderately expansionary in 1981, as public 
construction projects were accelerated to provide a stimulus to activity 
in the first half of the year; when an expected upturn in private 
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investment in the second half did not materialize, the higher tempo of 
expenditure was maintained through the rest of the year. 
ating further in the first quarter, the nominal effective exchange rate 
was allowed to appreciate; with inflation in Korea higher than in trading 
partners, the real effective exchange rate appreciated by about 10 per 
cent between the fourth quarter of 1980 and the fourth quarter of 1981. 

After depreci- 

Substantial external adjustment was again achieved in 1981, as the 
current account deficit was reduced by almost 2 percentage points of 
GNF', to 7 . 5  per cent, despite further increases in international inter- 
est rates and the need to import abnormally large quantities of rice 
in the wake of the 1980 harvest failure. The adjustment was almost 
entirely the result of a strong export performance, reinforced by in- 
creased receipts from overseas construction contracts; as the lagged 
effects of the 1980 improvements in competitiveness worked their way 
through, export volume growth reached nearly 20 per cent, though weak- 
ening significantly in the last quarter. Inflation decelerated sharply 
to less than 12 per cent, due mainly to weakening import prices, improved 
food supplies, and the absence of major exchange rate adjustments, though 
further progress was also accomplished in moderating domestic cost pres- 
sures. Real GNP grew by 7.1 per cent, of which more than half was attri- 
butable to the return of agricultural output to normal levels. Growth 
of nonagricultural GNP also recovered, sustained by the fiscal stimulus, 
the buoyancy of exports, and a strengthening of consumption demand, but 
private investment activity remained weak in the face of continuing high 
inventories, excess capacity, and weak profitability in the manufacturing 
sector. 

During 1982 and subsequent years, the authorities aim to build on 
the progress made in 1981 by promoting further external adjustment, 
reducing inflation, and thereby laying the basis for a renewal of sustained 
economic growth which would raise living standards, improve social condi- 
tions, and provide employment for the growing labor force. Objectives 
and policies for the medium term are set out in Korea's Fifth Five-Year 
Economic and Social Development Plan, 1982-86, and are outlined in Sup- 
plement 1 to this report, which will be issued shortly. The principal 
external goal is to reduce the current account deficit to about 3 per 
cent of GNP by 1986, permitting a reduction of the debt service ratio 
to 14 per cent from 20 per cent in 1981 (Supplement 1 also contains a 
detailed review of the balance of payments projections of the Fifth Plan). 
l o  accommodate the reduction in foreign savings while providing sufficient 
finance for investment, the ratio of domestic savings to GNP is projected 
t o  rise sharply, from 20 per cent in 1981 t o  about 30 per cent by 1986, 
mainly on the basis of a recovery of household savings. Growth of real 
GNP is targeted at 7.6 per cent per annum so as to absorb the projected 
expansion of the labor force (2.8 per cent per annum), reduce the unem- 
ployment rate to 4 per cent (4.5 per cent in 1981), and raise real per 
capita incomes. Policies for the Plan period emphasize prudent demand 
management, reduction of direct government intervention in economic 
activity, and strengthening of the market mechanism; specific measures 
include reductions in the public sector deficit and rate of monetary 
expansion, together with structural reforms of the tax, financial, and 
industrial incentive systems, and further import liberalization. 
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11. Domestic Economic Developments 

Developments in aggregate demand during 1980 and 1981 1. 

Aggregate demand recovered in 1981 after a sharp decline in 1980 
(Chart l), when the contractionary impact of strong adjustment policies 
was reinforced by the effects of civil disturbances and a poor harvest. 
Domestic demand revived in 1981 on the basis of a recovery in private 
consumption and a stimulative fiscal policy centered on increased public 
construction activity, but private investment remained depressed in the 
face of persistent excess capacity, high inventories, and depressed 
profits. Export demand, which was strong in 1980, accelerated further 
through the third quarter of 1981, as the lagged effects of improved 
competitiveness following the depreciation of the won during 1980 
worked their way through; export growth slackened in the last quarter 
of 1981, however. Overall, real GNP increased by 7.1 per cent in 1981 
following a 6.2 per cent decline in 1980. 

Consumption expenditure in real terms grew by over 4 per cent in 
1981 after a 1 per cent decline in 1980 (Table 1 and Appendix Table I). 
Private consumption, which had declined in 1980 under the impact of 
restrictive financial policies and a sharp drop in rural incomes (rice 
output fell by over 30 per cent in 1980), picked up steadily during 1981 
in response to a recovery of real household incomes.l/ Although average 
real wages declined for the second successive year, 27 employment increased 
by over 2 per cent, and nonwage incomes rose strongiy on the basis of the 
recovery of farm incomes to normal levels (agricultural value-added rose 
by 23 per cent in real terms) and higher property income. The pickup in 
household consumption was concentrated on durable goods, with spending 
on household appliances and furniture up by 29 per cent in real terms in 
1981 after a 23 per cent decline in 1980. In line with the shift to a 
less contractionary fiscal policy, government consumption expenditure 
grew strongly in the second half of 1980 and the first half of 1981, com- 
pared with a year earlier, before slowing in the latter part of the year; 
for 1981 as a whole, the growth of government consumption in real terms 
was somewhat higher than in the previous year. 

11 Using the CPI (which increased by 23.3  per cent over the average 
for 1980) as deflator, real household incomes are estimated to have risen 
by just over 1 per cent in 1981. Using instead the private consumption 
deflator from the national accounts (which rose by only 20.5 per cent), 
the increase in real incomes is over 3 per cent. For the analysis of 
changes in consumption expenditure, the latter price index is appropriate, 
since the same index is actually used to deflate total expenditure; in 
addition, the deflator covers the whole economy, whereas the CPI is an 
index of prices in cities. 

deFlined by 3.5 per cent in 1981 on the basis of movements in the CPI, 
but by only 1.2 per cent in terms of the consumption deflator; see foot- 
note 1/ above. 

2 /  Average real earnings in manufacturing are estimated to have 

- 
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Gross domestic saving as a ratio of GNF' was virtually unchanged at 
20 per cent in 1981 (Table 2) after a sharp decline in 1980, when house- 
hold savings were drawn down in an effort to maintain spending in the 
face of recession, which also reduced business profits and, therefore, 
corporate savings; in 1981, the ratio of household savings to GNP is esti- 
mated to have shown a further slight decline, but reflecting this time a 
strengthening of consumer confidence, as indicated by the upsurge in 
spending on durable goods. 
corporate saving as a ratio of GNP is estimated to have shown little 
change in 1981; however, government savings increased, mainly due to a 
reduction in grain subsidies. 

With operating profitability still depressed, 

After rapid expansion in earlier years, gross fixed investment in 
real terms contracted by 17 per cent during the two-year period 1980-81 
(Table 3 ) .  In 1980, a 1 2  per cent drop was led by a fall in machinery and 
equipment investment of over 20 per cent in real terms in the face of weak 
demand, tight credit policies, the uncertain business climate, and over- 
investment in certain sectors in preceding years. Construction investment 
increased marginally, sustained by a pickup in government construction 
activity in the second half. In 1981, real fixed investment fell by a 
further 5 per cent. Though the decline in machinery and equipment invest- 
ment was much reduced, private construction activity remained weak. 
Government construction was buoyant throughout as the authorities began 
the year by taking steps to stimulate economic activity through acceler- 
ating construction projects, and then maintained the higher tempo of 
spending when the expected recovery of private investment did not materi- 
alize in the second half. Other construction activity did eventually show 
signs of recovery toward the end of the year, though it was not broadly 
based, being mainly attributable to an ongoing power station construction 
program. Machinery and equipment investment remained weak in the second 
half, showing little response to the upturn in construction activity and 
the strong growth of exports through most of the year, despite specific 
stimulative measures announced in April. These included a preferential 
equipment loan scheme, with W 200 billion earmarked f o r  export industries 
and W 150 billion for small and medium industries, and an extension into 
1982 of the temporary investment tax credit, which had been due to expire 
in June. 

The weakness of private investment in the face of these positive 
influences reflected not only the still fragile state of business con- 
fidence and the persistence of excess capacity in certain sectors, but 
also the continuing weak financial position of manufacturing companies. 
As a result of heavy reliance on borrowing as a source of finance, the 
debt-equity ratio of manufacturing companies in Korea is very high by 
international standards.11 In addition, a significant proportion 
of total liabilities are-denominated in foreign currencies, for both 

11 The ratio of liabilities to net worth for manufacturing companies 
in-Korea exceeded 300 per cent throughout 1974-79, and reached 488 per 
cent in 1980; comparable figures for U.S .  and German companies in 1978 
were 93 per cent and 209 per cent, respectively. 
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Table 2. Korea: Consumption, Capital Formation, 
and Savings, 1977-81 

(In per cent of GNF')l/ - 

1981 2 - 1977 1978 1979 1980 

Consumption 
Private 
Government 

74.9 
(63.2) 
(11.7) 

73.6 
(62.1) 
(11.5) 

73.4 
(62.3) 
(11.1) 

80.1 
(67.1) 
(13.0) 

80.0 
(67.2) 
(12.8) 

Gross domestic capital 
format ion 

Gross fixed investment 
Change in stocks 

27.3 
(26.0) 
(1.3) 

31.1 
(30.6) 
(0.5) 

35.4 
(32.5) 
(2.9) 

31.5 
(32.7) 
(-1.2) 

27.3 
(28.3) 
(-1.1) 

26.4 
(10.0) 
(10.5) 
(5.9) 

26.6 
(9.7) 
(10.2) 
(6.7) 

Gross domestic saving 
Households 
Companies 
Government 3/ - 

Foreign saving 
(At constant prices) 

7 -6 
(16.7) 

10.2 
(12.3) 

8.3 
(9.3) 

3.3 
(11.0) 

Statistical discrepancy A/ 1.5 1.2 

75.1 

1.4 -1 .o 1.6 

Addendum: 

Ratio of gross domestic 
saving to gross 
domestic capital 
formation 92.1 84.7 63.2 73.4 

Source: Bank of Korea, Monthly Statistical Bulletin. 

- 11 - 21 Preliminary. 
31  Excludes communications. 

- 4/ 

At current market prices unless otherwise stated. 

- 
Difference between expenditure and output estimates of GNP. 
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Table 3. Korea: Composition of Gross Domestic Fixed 
Capital Formation, 1978-81 

(At 1975 market prices; percentage change 
over same Deriod of Drevious year) 

1978 1979 1980 1981 11 
1st 2nd 1st 2nd 
Half Half Year Half Half Year 

Fixed capital 
formation 

Private construc- 

Building con- 
st ruc t ion 

Dwelling 
Nonresidential 

tion 21 

Other construction 

Government 
construct ion 

Machinery and 
equipment 

39.4 9.7 -11.9 -12.1 -12.0 -10.3 -0.4 -5.2 

32.2 -1.4 11.8 -10.0 0.2 -24.2 1.5 -11.9 

38.1 -9.5 17.3 -22.3 -4.8 -27.8 -4.1 -17.0 
55.1 -16.9 -7.9 -21.4 -14.8 -27.4 -3.2 -15.9 
21.1 -- 50.4 -23.1 5.8 -28.1 -5.0 -17.9 

-- -- ---- 

15.1 26.8 0.2 25.7 12.4 -15.6 11.5 -1.1 

12.3 14.3 -14.8 15.1 1.9 17.1 14.7 15.6 

53.3 16.3 -23.9 -20.0 -22.0 -5.2 -6.9 -6.1 

Source: Bank of Korea. 

11 Preliminary. 
21 Includes public enterprises. 
- 
- 



- 8 -  

exporting firms and those producing for the domestic market.l/ 
quently, major factors contributing to successive declines in pretax 
manufacturing profits as a ratio of sales during 1979-80 included in- 
creased debt servicing expenses and losses on foreign currency liabi- 
lities due to high interest rates and depreciation of the won (Table 4 ) .  
These factors put a particularly heavy burden on those companies which 
produce essentially for the domestic market and which, therefore, did 
not benefit from as rapid a growth of demand as did the companies pro- 
ducing mainly for export. 
moderating in 1981, profits are estimated to have recovered somewhat 
but, 1980 apart, they still remained at the lowest level in relation to 
sales since 1971. 

Conse- 

With the impact of the above influences 

Inventory changes played a significant role in the economic fluc- 
tuations of the past two years; the volume of stocks declined by the 
equivalent of 2.3 per cent of GNP in 1980, but rose by 1.4 per cent 
in 1981. These movements were more than accounted for by changes in 
stocks of agricultural commodities (especially rice), which normally 
accumulate in the fourth quarter of the year and are then drawn down 
during the first three quarters of the subsequent calendar year. As a 
result of the poor 1980 harvest, the buildup of stocks at the end of that 
year was much less than normal, but stocks then rose sharply in 1981 
following a return to normal harvest conditions, as well as efforts by 
the Government earlier in the year to build up official rice stocks (held 
by the Grain Management Fund) to more comfortable levels. Manufacturing 
inventories followed a contrasting pattern, rising sharply in 1980 and 
declining somewhat in 1981 (see section 2). 

Growth of exports of goods and services resumed in 1980, despite 
weaker external market conditions, as earlier losses of competitiveness 
were reversed by the depreciation of the won during the year. For the 
year as a whole, export growth reached 10 per cent in real terms; the 
rate of growth accelerated sharply in the last quarter as the improvement 
in competitiveness began to take effect. Strong performance persisted 
through the first three quarters of 1981, when the volume of exports was 
over 20 per cent higher than a year earlier; in the last quarter, however, 
export growth weakened significantly. For the year as a whole, exports 
of goods and services grew by 17.5 per cent in real terms. In line with 
movements in aggregate demand, the volume of imports of goods and services 
fell by nearly 8 per cent in 1980, before rising by a similar amount in 
1981, though part of this increase was attributable to exceptional rice 
imports in the wake of the bad harvest. Reflecting the growth of exports 
and the decline in imports, foreign saving as a ratio of GNP fell sub- 
stantially in real terms in 1980 (Table 2); in nominal terms, however, it 

1/ In 1980, foreign loans comprised 16 per cent of liabilities for 
companies exporting more than 50 per cent of their output, and 9 per 
cent of liabilities for companies producing mainly for the domestic 
market . 



- 9 -  

Table 4 .  Korea: Indicators of Manufacturing Profitability, 1971-81 

(In per cent) 

Ratios to Value of Sales 
Other Current 

Profit/ nonoperating 
Operating Financial income less Current Total 
profit 11 expenses 2 1  expenses 31 profit 41 Assets - - - - 

(1) ( 2 )  ( 3 )  ( 4 )  ( 5 )  

1971  
1972 
1973 
1974  
1975 

1976 
1977 
1978 
1979 
1980 

1981  51 - 

9.0 8.8 1.0 1.2 1.0 
9.6 7.1 1.4 3.9 3.8 

10.4 4.6 1.7 7.5 7.9 
7.7 4.4 1 .5  4.8 5.7 
7.2 5.1 1.3 3.4 3.8 

7.5 
6.8 
7.7 
7.4 
7.3 

7.1 

4.9 1.3 3.9 4.6 
4.9 1.6 3.5 4.5 
4.8 1.1 4.0 5.0 
5.9 1.2 2.7 3.4 
7.3 -0.2 -0.2 -0.2 

6.5 0.9 1.5 1.9 

Sources: Bank of Korea, Financial Statements Analysis; and staff estimates. 

1/ Sales revenue minus production costs minus selling, administrative, and 

21 Interest, discounts, and premia. 
3/ Interest, dividends, and other nonoperating income received minus losses 

4 /  Column (1) - ( 2 )  + ( 3 ) .  
5 /  Staff estimate. 

general expenses. 
- 

on-foreign loans and other nonoperating expenses. 

- 
- 
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increased considerably because of the sharp deterioration in the terms 
of trade in that year. In 1981, the foreign saving gap narrowed in both 
nominal and real terms, mainly on account of the strong growth of exports. 

2. Developments in aggregate output during 1980 and 1981 

Movements in aggregate output during 1980-81 were strongly in- 
fluenced by the disastrous 1980 rice harvest and the subsequent return 
of agricultural output to normal levels. Of the 6 . 2  per cent decline in 
real GNP in 1980, more than 4 percentage points was contributed by a 
22 per cent fall in agricultural value-added (Chart 2 ,  Table 5, and 
Appendix Table 11); recovering in 1981, agriculture contributed more 
than half of the 7.1 per cent growth of GNP. Value-added in nonagri- 
cultural sectors, which fell by 2 . 5  per cent in real terms in 1980 under 
the impact of adjustment policies, political uncertainties, and the 
fall in rural incomes, increased by 4 per cent in 1981 as manufacturing 
output responded to the strong growth of exports and the strengthening 
of domestic consumption demand. 

The sharp drop in agricultural output in 1980 was largely due to 
an extremely poor rice crop; in normal years, rice production accounts 
for nearly half of value-added in agriculture, forestry, and fishing. 
The crop failure was caused by below-average sunshine and temperatures 
during the critical phases of crop development (July-August), so that 
rice output fell by more than 30 per cent, while output of barley and 
wheat also declined sharply (Table 6 ) .  In 1981, rice output recovered 
almost to the 1979 level, though average yields still remained more than 
10 per cent below those achieved in 1977-78. In part, this was due to the 
reluctance of farmers to plant new high-yielding varieties of rice, as 
these had proved especially vulnerable to the adverse weather of the pre- 
vious year; in addition, some damage to the crop was caused by a typhoon. 
Barley and wheat production showed little change from the previous year, 
while the performance of vegetable production was mixed. Other develop- 
ments contributing to the recovery of agricultural output during the year 
were higher livestock production and improved offshore and deep-sea fish 
catches. 

Value-added in manufacturing recovered firmly in 1981, increasing 
by almost 7 per cent in real terms after a 1 per cent decline in 1980 
(Table 5 ) ;  manufacturing growth was nevertheless still less than half the 
15 per cent average recorded between 1976 and 1979, partly because of 
the persistence of high inventories. The average ratio of inventories to 
shipments, which jumped by nearly 40 per cent in 1980 as companies post- 
poned production cutbacks to avoid laying off workers, declined by only 
about 4 per cent in 1981 and was thus still high by comparison with earlier 
years (Chart 3 ) .  

Output developments in manufacturing were closely related to the 
performance of exports; as exports grew strongly, manufacturing production 
rose by almost 16 per cent between the third quarter of 1980 and the third 
quarter of 1981 (Appendix Table 111), but declined marginally in the fourth 
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Table 6. Korea: Agricultural Output, 1977-81 

(In .thousands of metric tons) - 1/ 

1977 1978 1979 1980 1981 

Grains 

Rice 

Barley and wheat 

Other 

Chinese cabbage 

Radishes 

Garlic, onions, 
and red peppers 

Pulses 

Potatoes 

Fish catch 

Addendum: 

6 985 
(-2.5) 
6,006 
(15.2) 
862 

(-53.2) 
117 

(13.6) 

2,774 
(-11.0) 

(9.4) 

L 

1,855 

555 
(43.4) 

390 
(10.8) 

595 
(-10.8) 

2,421 
(0.6) 

7 308 L 
(4-6) 

5,797 
(-3.5) 

(61.0) 

(5.1) 

(44.3) 

2,407 

1,388 

123 

4,002 

(29.8) 

374 
( -32 6) 

355 
(-9.0) 

565 
(-5 0) 

2,354 
(-2 8) 

6,856 
(-6.2) 
5,136 
(-11 -4) 
1,555 
(12.1) 

165 
(34.1) 

3,445 
(-13.9) 

2,072 
(-13.9) 

855 
(128.6) 

326 
(-8.2) 

501 
(-11 3) 

2,422 
(2.9) 

4,690 

3,550 

903 
(-41.9) 

237 
(43.6) 

3,040 

(-31 6) 

( -30 9 ) 

(-11.8) 

1,973 
(-4.8) 

653 
(-23.6) 

257 
(-21.2) 

515 
(2.8) 

2,410 
(-0.5) 

6,215 
(32.5) 
5,063 
(42.6) 

916 
(1.4) 
236 

(-0.4) 

3,572 
(17.5) 

2,097 
(6.3) 

57 3 
(-12.3) 

216 
(-16.0) 

456 
(-11 5) 

2,755 
(14.3) 

(Yield: metric tons Der hectare) 

Rice productivity 4.88 4.71 4.17 2-88 4.14 

Source: Ministry of Agriculture and Fisheries. 

- 1/ Annual percentage changes in parentheses. 
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CHART 3 

KOREA 

ACTIVITY IN MANUFACTURING, 1976-81 
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quarter when exports weakened. Output of the export-oriented textile 
industry strengthened following the improvement in competitiveness during 
1980, and remained buoyant through most of 1981 as Korea successfully 
penetrated new markets in developing countries; in the last quarter of 
1981, however, textile output declined slightly on a seasonally adjusted 
basis. Output of basic metal industries showed a similar pattern, 
with exports performing well and domestic demand for steel also proving 
buoyant, mainly on the strength of infrastructure projects (notably 
subway construction). 
fabricated metal products, machinery, and equipment sector, which had 
suffered in 1980 from the sharp downturn in demand for consumer durables; 
in 1981, although domestic demand for automobiles remained sluggish, 
demand for household appliances (particularly, color TVs and refriger- 
ators) grew sharply. Shipbuilding continued to perform exceptionally, 
with production increasing by over 70 per cent in 1981 after an 80 per 
cent rise the previous year. Performance in other sectors was more 
modest, with the output of nonmetallic minerals (mainly cement) and wood 
products held in check by the continuing recession in domestic construc- 
tion activity, while the chemicals and allied products sector continued 
to be afflicted by high costs, especially in petrochemicals and ferti- 
lizer production. 

The other strong performer in 1981 was the 

Value-added in'mining and quarrying increased by nearly 7 per cent 
in 1981, .following a 1 per cent decline in 1980. The higher output was 
primarily due to increased production of anthracite and salt resulting 
from government efforts to encourage the domestic coal industry and 
more favorable weather conditions. 

Domestic construction activity has generally been depressed since 
the boom of 1977-78, which had prompted government measures to discourage 
speculative activity in real estate. 
had risen only slightly in 1979, declined in 1980 and the first three 
quarters of 1981 before picking up in the fourth quarter (Table 5 ) .  
this modest performance, however, was sustained only by government con- 
struction and the investment program of the electricity industry. In 
1980, the downturn in construction demand, as measured by the floor area 
of permits issued (Table 7), was most acute in industrial building, which 
then recovered somewhat during 1981, when, on the other hand, permits for 
residential building suffered the sLarpest decline. 
nonindustrial construction also declined in 1981. To stimulate a recovery 
of private housing construction, in June 1981 the Government extended the 
period of temporary reductions in capital gains tax rates on real estate 
transfers and increased the deduction intended to compensate for inflation. 
In January 1982, the lower capital gains tax rates were further extended 
until March 1984. Other measures announced at the same time included 
W 300 billion in new housing loans and reduced interest rates on con- 
struction loans from the National Housing Fund. 

Value-added in construction, which 

Even 

Permits for other 

In contrast to domestic construction, overseas construction activity 
has expanded rapidly in recent years and has become both a major source of 
foreign exchange earnings and a significant employer of Korean workers 
overseas (Table 8). Following the relaxation in mid-1979 of measures 
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Table 8. Korea: Construction Contracts Overseas, 1977-81 

1977 1978 1979 1980 1981 - 1/ 

Contract value 
Middle East 
Other countries 

Work agreements 
Middle East 
Other countries 

Korean labor force 
overs ea s 

Middle East 
Other countries 

(In millions of U.S. dollars) 

3,752 8,145 6,731 8,424 14,370 
3.623 7.982 6,358 7,953 13.565 
- 

129 163 37 3 471 805 

(Number of agreements) 

270 231 188 
177 214 215 227 231 

- 265 - - 235 - - 
11 21 16 38 39 

(Number of workers at end of period) 

69,623 85,873 110,911 135,740 168,034 
52,247 84,289 109,573 131,679 158,497 
17,376 1,584 1,338 4,061 9,537 

Source: Ministry of Finance. 

1/ Preliminary. - 

restricting overseas construction contracts, whose earlier introduction hgd 
been prompted by the emergence of domestic labor shortages, the value of 
new contracts awarded to Korean firms rose sharply to reach a record level 
of USs14.4 billion in 1981, of which over 90 per cent was for projects in 
the Middle East. The number of Korean construction workers overseas is 
estimated to have reached almost 168,000 by end-1981, or nearly double the 
1978 level. 

3. Energy 

The major sources of energy supply in Korea are oil and coal, which 
in 1981 accounted for 59 per cent and 32 per cent of total energy use, 
respectively (Table 9). The other sources of energy are firewood (5 per 
cent), nuclear power, hydroelectricity, and natural gas (each 1 to 2 per 
cent). 
of long-term contracts. 

Oil is entirely imported, mostly from the Middle East on the basis 

In late 1980, the Government announced a comprehensive energy con- 
servation program which aims at restraining the growth of energy consump- 
tion and encouraging energy users to switch from oil to coal and other 
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Table 9. Korea: Sources of Energy, 1979-86 

(Share in per cent) 

1979 1980 1981 1986 
Projection 

Oil 

Coal 
(Imported) 

Hydroelectricity 

Nuclear 

Natural gas 

F i r ewood 

Total 

Addendum: 

Share of imported 
energy sources A/ in 
total energy use 

64.4 

23.5 
(2.8) 

1.5 

2.1 

0.9 

7.6 

100.0 

70.2 

60.3 

29.8 
(10.3) 

1.1 

2.0 

1.0 

5.7 

100.0 

73 .7  

58.9 

32.0 
(13.7) 

1.2 

1.6 

1.2 

5.1 

100.0 

49.8 

31.5 
(16.8) 

1.1 

9.8 

5.6 

2.2 

100.0 

75.4 81.9 

Source: Ministry of Energy and Resources. 

1/ Includes oil, imported coal, nuclear fuel, and natural gas. - 
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non-oil sources to reduce oil dependence. 
been adjusted promptly in line with increases in costs; prices of petro- 
leum products were doubled in 1980 and raised by 22 per cent in 1981, 
while during 1980-81 average electricity prices were increased by 80 per 
cent and coal prices by 91 per cent. 
use included restrictions on the use of street lights, elevators, air- 
conditioners and on operating hours of gas stations and entertainment 
establishments. In the industrial sector, the conservation program fea- 
tures efforts to identify and remedy wasteful use of energy through 
government-sponsored energy audits of major plants in energy-intensive 
sectors of manufacturing. Through these measures, the Government aims to 
reduce total energy use by a minimum of 5 per cent by 1986. In addition, 
the Government has initiated an extensive program of special loans on 
preferential terms to help enterprises switch from oil to coal-fired 
boilers. 
especially significant progress in reducing oil consumption was achieved 
in the cement industry; in this sector alone, the equivalent of 5 million 
barrels of annual consumption, or more than 2 per cent of the total for 
the economy, is estimated to have been saved through the conversion of 
boilers. 

Administered energy prices have 

Other measures to conserve energy 

Loans under this program totaled W 140 billion in 1981, when 

On the supply side, the Government's long-term energy program empha- 
sizes the development of non-oil energy sources, primarily through a major 
program of nuclear power station construction. Twelve new nuclear power 
plants are to be completed by 1991, in addition to one which is already 
in operation. Ten of these are either under construction, or in various 
stages of preparation; two are expected to come into operation by the 
beginning of 1984. 
provided by nuclear sources is projected to rise from 8 per cent in 1981 
to 40 per cent by 1986. Although some increase in domestic coal produc- 
tion is anticipated during the next few years, the energy program entails 
increasing reliance on imports of coal, as well as of natural gas and 
nuclear fuel. 
which increased from 70 per cent in 1979 to 75 per cent in 1981, is thus 
projected to reach 82 per cent by 1986. At the same time, dependence on 
oil imports is expected to continue to decline, from 59 per cent in 1981 
to about 50 per cent by 1986 and near 40 per cent by the beginning of 
the 1990s. 

As a result, the share of electricity generation 

The share of imported sources in total energy output, 

Oil exploration efforts, including three wells drilled in a joint 
development zone with Japan, have so far failed to discover any fields 
with commercial potential. 
in 1982 in Korea's exclusive continental shelf area. 

A further exploratory well is to be drilled 

4 .  Employment and wages 

The fluctuations in economic activity during 1980-81 led to signi- 
ficant changes in labor market conditions. Prior to the 1980 recession, 
conditions were tight, with the rate of unemployment below 3 per cent 
and wage increases exceeding 30 per cent per annum during 1976-79 
(Chart 4). For most of this period, increases in real wages were much 
greater than productivity gains, contributing to the erosion of Korea's 
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external competitiveness. During the period of rapid economic expansion 
in the 1970s, the growth of employment was concentrated on the manufac- 
turing and service sectors, while agricultural employment generally declined. 

The recession in 1980 and the subsequent recovery in 1981 saw sharp 
reversals of these trends. In 1980, total employment, which had in- 
creased by nearly 6 per cent during 1977-79, rose only marginally (Table l o ) ,  
while manufacturing employment fell by 5 per cent, registering the first 
annual decline since the period of rapid economic development began in the 
early 1960s. With the labor force still expanding, the rate of unemployment 
rose to more than 5 per cent. In 1981, the unemployment rate declined to 
4.5 per cent, as total employment increased by 2.5 per cent, outpacing the 
growth of the labor force. Despite the resumption of manufacturing output 
growth, however, employment in that sector declined by a further 3 per 
cent. To some extent, this development, and the associated acceleration 
of manufacturing productivity growth (from 11 per cent in 1980 to 17 per cent 
in the first nine months of 1981), may represent a lagged adjustment to 
developments in 1980 as employers were slow to lay off skilled workers. 
Employment in the services sector grew by 5 per cent in 1981, in line with 
past trends, but agricultural employment reversed its previous downward 
trend and rose by 3 per cent. In part, this reflected a shift in migration 
trends; the rural population and labor force increased for the first time 
in a number of years, as some of the laid-off urban workers returned to 
rural areas. 

The easing of labor market pressures in 1980 was accompanied by a 
significant slowdown in wage increases; nominal wages in manufacturing 
rose by 23 per cent, compared with over 30 per cent in each of the four 
preceding years. As a result real wages, growth of which averaged 17 per 
cent per annum during 1975-79, fell by more than 4 per cent in 1980. 
Early in 1981, the Government initiated a large-scale educational campaign 
to explain to the public the adverse consequences of excessive wage increases 
and to ensure that gains in export competitiveness would not be eroded by 
rising labor costs as economic activity recovered. Following these efforts, 
nominal wage increases moderated again to about 19 per cent 11 and, despite 
the slowdown in inflation, real wages are estimated to have zeclined by a 
further 3.5 per cent. With productivity growth accelerating, the increase 
in unit labor costs was therefore contained below 5 per cent, compared 
with about 13 per cent in 1979 and 10 per cent in 1980. 

1/ Major wage settlements in early 1981 averaged 17 per cent. Movements 
inactual earnings are also significantly influenced by bonus payments, 
typically paid in the last month of a quarter (bonuses accounted for 10 per 
cent of total earnings in 1980); total bonus payments per worker in the first 
10 months of 1981 were 26 per cent higher than in the corresponding period 
of 1980. 
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Table 10. Korea: Population, Labor Force, and Employment, 1977-81 

(In millions of Dersons) 

1977 1978 1979 1980 1981 

Population - I/ 

Labor force 

Employment 
Agriculture, forestry, 

and fishing 
Mining 
Manufacturing 
Social overhead capital 
and other services 

Unemployment 
(per cent of labor force) 

23.34 

13.44 

12.93 

5.40 
0.10 
2.80 

4.62 

0.51 
(3.8) 

24.02 

13.93 

13.49 

5.18 
0.11 
3.02 

- 

5.19 

0.44 
(3-2) 

24.68 

14.21 

13.66 

4.89 
0.11 
3.13 

5.54 

0.54 
93.8) 

25.34 25.97 

14.45 14.71 

13.71 14.05 - 
4.66 4.81 
0.12 0.12 
2.97 2.87 

5.95 6.25 

0.75 0.66 
(5.2) (4.5) 

Source: Economic Planning Board, Monthly Statistics of Korea. 

1/ Aged 14 years and over. - 

5. Price developments 

Inflation slowed down sharply in 1981 after a significant accel- 
eration the year before (Table 11). The wholesale price index (WPI), 
rose by less than 12 per cent (December to December), compared with 24 per 
cent in 1979 and 44 per cent in 1980. 
price index (CPI) was less than 13 per cent in 1981, down from 21 per cent 
and 35 per cent, respectively, during 1979 and 1980. On an annual average 
basis, the increase in the WPI was 19 per cent in 1979, 39 per cent in 
1980 and 23 per cent in 1981. To a considerable extent, the deceleration 
of inflation in 1981 reflected the absence of special factors which had 
characterized 1980--a major depreciation of the won, rising oil prices, 
and a poor harvest--but the underlying rate of domestic inflation also 
moderated. The decline in inflation was especially marked in the second 
half of 1981, when the WPI rose at an annual rate of only 2.5 per cent. 

Likewise, the increase in the consumer 
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Tentative staff estimates, based on an econometric analysis of the 
impact of changes in import prices on domestic inflation, 11 indicate 
that about 27 percentage points of the 44 per cent increase in the WPI 
during 1980 were contributed by the combination of increases in world 
prices and a 30 per cent effective nominal depreciation of the won during 
the year (Chart 5). Of the remainder, more than half was contributed by 
a 46 per cent increase in domestic food prices due mainly to the bad 
harvest. In the face of tight financial policies and the fall in econo- 
mic activity, the contribution of other domestic factors is estimated to 
have declined from about 10 percentage points in 1979 to 7 points in 
1980. 

All of these influences on domestic inflation were significantly 
reduced in 1981, as the increase in import prices moderated, the nominal 
depreciation of the won slowed, food supplies improved, and further 
progress was achieved in moderating domestic cost pressures. 
ation of the won and the increase in world prices are estimated together 
to have contributed about 7 percentage points to the increase in the WPI 
during the year, but this was entirely due to the lagged impact of the 
depreciation and a rise in world import prices in the latter part of 
1980 and the first quarter of 1981. Between the first and last quarters 
of 1981, world import prices actually declined by nearly 1 per cent, and 
the won appreciated in nominal terms, adding another 1 per cent to the 

11 For details, see SM/81/31, Annex I. In the specification of the 

Depreci- 

mo'lIel, the prices of traded goods in domestic currency are assumed to 
be determined by world market prices and the exchange rate for the won, 
while changes in the prices of nontraded goods depend on excess real money 
balances and the gap between actual and potential output. 
a 10 per cent increase in the domestic price of imports is estimated to 
raise the WPI by about 3 per cent in the first quarter, 4 per cent within 
two quarters, and 5 per cent in the long run. Using these results, the 
contribution of foreign factors to domestic inflation is computed by 
analysis of movements in import prices in domestic currency, taking into 
account the estimated lags. This contribution is then decomposed into two 
elements: changes in the nominal effective exchange rate for the won, and 
changes in world prices. The remaining change in the WPI is attributed to 
domestic factors, of which the contribution of domestic food prices is 
identified from analysis of movements in the "agricultural and marine 
foods" category of the WPI.  Other domestic factors account for the residual, 
which may be regarded as an estimate of the underlying rate of domestically 
generated inflation. The results of this analysis are broadly consistent 
with those of a separate staff study which identifies the direct and indi- 
rect effects on the WPI  of changes in non-oil import prices and the price 
of oil, taking explicit account of the latter's particular significance in 
the input-output structure of the economy; the analysis employed here 
focuses on the direct and indirect effects of import prices in the aggregate. 
Additional work has also been carried out to link changes in the UP1 with 
changes in the CPI and the GNF deflator, indicating that, when the prices 
of traded goods rise faster than the prices of nontraded goods (as in 
1980), the WPI, in which the share of imported goods is comparatively 
large, tends to increase more rapidly than the CPI and the GNF deflator. 

Ceteris paribus, 
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decline in import prices in domestic currency. With agricultural produc- 
tion recovering to normal levels, domestic food prices fell in the last 
quarter and rose by less than 5 per cent during the year as a whole; as 
a result, agricultural prices contributed only 1 percentage point to 
the increase in the WPI in 1981, compared with about 10 points in 1980. 
Under the influence of wage moderation, productivity gains, and prudent 
demand management, the contribution of other domestic factors to inflation 
is estimated to have declined further to 4 percentage points in 1981. 

Short term fluctuations in wholesale prices during the course of 1981 
reflected developments in the above-mentioned influences and also the 
timing of consequent adjustments to administered prices. The WPI 
rose by 10.4 per cent in the first half of 1981, but by only 1.2 per cent 
in the second half, including a fall in the last quarter. The increase in 
the first half was concentrated in the second quarter (6.9 per cent), as 
adjustments to administered prices of petroleum products (15 per cent), 
coal (20 per cent), and electricity (10 per cent) were made in April. 
Food price rises also accelerated sharply in the second quarter, due mainly 
to increases for grains, fresh fruit, and meat. The increase in the WPI 
slowed to 2.1 per cent in the third quarter, as grain and meat price 
increases moderated in the face of improving supplies, and manufactured 
goods benefited from stable raw material prices and moderation in labor 
cost increases. In August, however, coal prices were raised by a further 
16 per cent. In the fourth quarter, the WPI actually declined by 0.8 per 
cent due to falling food prices. Under a combination of an improved harvest 
and reduced net purchases of rice by the Grain Management Fund, as the 
Government began to allow a decline in official stocks, rice prices fell 
by 20 per cent in the last four months of the year, while prices of fresh 
fruit, meat, potatoes, and vegetables also dropped sharply; overall, prices 
of agricultural and marine foods fell by almost 11 per cent in the final 
quarter. Prices of nonagricultural commodities rose by just over 2.2 per 
cent, compared with 1.2 per cent in the third quarter, as prices of elec- 
tricity and petroleum products were raised by 6 per cent at the end of 
November. 

The price control system was further liberalized in 1981. The 
arrangements under which increases in prices charged by 58 “monopolistic“ 
or “oligopolistic” enterprises, covering 35 commodities, were subject to 
prior government approval were replaced in 1981 by a monitoring scheme 
under which price increases must be reported to the Government within 
three days. 
97 commodities, is intended to provide information for decisions on 
import liberalization and actions t o  counter monopolistic abuses under 
the 1981 Monopoly Regulation and Fair Trade Law. 

The new scheme, which initially covered 150 enterprises and 
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WHOLESALE PRICES, 1979-81 

A. WHOLESALE PRICE MOVEMENTS 
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6. Monetary and credit policy 

a. Overview of develoDments and Dolicies during 1980-81 

Monetary policy in 1980 aimed mainly at controlling inflation by 
curbing domestic second-round effects of the oil price adjustments and 
the depreciation of the won. To this end, monetary conditions during 
the year were kept tight, contributing substantially to the curtailment 
of aggregate domestic demand and thereby facilitating external adjust- 
ment. In mid-1980, monetary policy was eased somewhat to accommodate 
the greater-than-expected imported inflation which had occurred in the 
first half and to provide room for larger bank borrowing by the Govern- 
ment for the financing of higher expenditure to stimulate the economy. 

The objective of monetary policy in 1981 was to permit a resumption 
of growth while securing a reduction in inflation and supporting further 
external adjustment. As the stimulative stance of fiscal policy adopted 
in the second half of 1980 was to continue in 1981 to provide momentum 
for growth, monetary policy was designed to accommodate larger bank bor- 
rowing by the public sector. The growth of nominal broad money (adjusted 
for the offset of compensatory balances, see next subsection) accelerated 
somewhat, and with the rate of inflation declining, the real average 
stock of broad money rose by approximately 10 per cent in 1981, com- 
pared with a decline of 8 per cent in 1980. While the income velocity 
of money had risen in 1980 following three years of steady decline, 
velocity fell slightly in 1981 in line with the deceleration in the 
rate of inflation (a close association between the behavior of velocity 
and inflation is observable in Korea, Chart 6). On the whole, the stance 
of monetary policy in 1981 was sufficiently tight to help bring about 
a further reduction in domestically generated inflation and a decline 
in the current account deficit, while also permitting a recovery of 
economic activity. 

Interest rates, which are under official control, were reduced by a 
total of 4 percentage points between November 1981 and January 1982; at 
the end of February, the prime lending rate was 15.5 per cent. While 
interest rates in real terms had been strongly negative in 1980 and in 
the first three quarters of 1981, they turned positive by a small margin 
in the fourth quarter of 1981 as a result of the decline in the rate of 
inflation-l/ - 

The reform of the financial sector, which was initiated in 1980 
with the main objective of strengthening the role of the market mechanism 
in the financial system, was continued in 1981. The measures implemented 
in 1981 included a partial liberalization of the commercial paper market, 
a reduction in the differential between general and preferential interest 
rates, and a strengthening of the autonomy of bank management. The 
Government also sold its equity in one of the five nationwide commercial 
banks to the private sector, and its share in the ownership of the other 

1/ In late March 1982, most interest rates were further reduced by 
1.3 to 2.4 percentage points. 
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four nationwide banks was reduced by foregoing the acquieition of new 
shares when the capital of these banks was increased. 
early 1982, direct credit.contro1 by the Bank of Korea through establish- 
ing credit ceilings for each individual bank was abolished. Henceforth, 
in managing liquidity, the Bank of Korea will rely solely on traditional 
instruments of monetary control, such as rediscounts, reserve requirements, 
and open market operations. 

Furthermore, in 

b. Monetary developments and policies in 1981 

(1) Domestic credit and liquidity 

Recorded average broad money grew by about 26 per cent in 1981, or 
by approximately the same rate as in 1980 (Table 12). However, because 
of a government-directed reduction in outstanding deposits held against 
loans as compensatory balances undertaken since the third quarter of 
1980, the recorded growth of credit and liquidity understated the effec- 
tive increase. The Government's objective in directing a reduction in 
compensatory balances was to reduce the effective cost of credit.l/ But 
the off setting of compensatory balances against a corresponding amount 
of the loan also had the effect of lowering, ceteris paribus, the recorded 
levels of credit and deposits, while leaving credit and liquidity actually 
available to the public unchanged. If an adjustment is made for the off- 
set of compensatory balances, average broad money grew effectively by 
about 34 per cent in 1981, compared with 28 per cent in 1980.2/ The 
higher liquidity growth in 1981 was brought about by an accelGration in 
the rate of growth of domestic credit (annual average) from 41.5 per 
cent in 1980 to 43.0 per cent in 1981; net foreign assets of the bank- 
ing system declined by W 1,682 billion in 1981, compared with a decline 
of W 818 billion in 1980 (Table 13). With liquidity growing faster and 
the annual average rate of inflation (WPI) declining because of factors 
not related to domestic demand (see section 5 above), monetary condi- 
tions eased markedly in 1981 and the income velocity of money fell by 
over 2 percentage points (Table 12). 

1/ The holding of part of the proceeds of a new loan in a captive depo- 
siF account (compensatory balances) had been widely used by banks to 
supplement profits from regulated interest rates. The proportion of a 
loan to be held in compensatory balances accounts was negotiated between 
the bank and the borrower. To reduce effective credit costs, the Bank 
of Korea instructed banks in September 1980 to eliminate compensatory 
balances in excess of those required as security for the loan by allowing 
firms to repay part of the loans with these deposits. 
April 1981, the Bank of Korea issued instructions aimed at limiting the 
practice of requesting compensatory balances from borrowers in the 
future. 

2/ 
sec'tion take account of the offset of compensatory balances and 
are derived from seasonally adjusted series. Growth rates of cre- 
dit also exclude valuation adjustments for foreign currency loans to 
residents. 

Furthermore, in 

All growth rates of money and credit presented in this sub- 
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Table 12. Korea: Developments in GNP, Prices, Monetary 
Aggregates, and Velocity of Circulation, 1978-81 

(Per cent change from preceding period) - 1/ 

~ 

Period Averages 

1978 1979 1980 

~~ 

1981 ~. _ _  
1st 2nd 1st 2nd 

Half Half Year Half Half Year 

Real GNP 

WP I 

Domestic credit 

Broad money (M2) 

Real broad money (M2/WPI) 

Velocity of broad money 
(Real GNP x WPI/M2) 

Domestic credit adjusted 
for offset of com- 
pensatory balances 

Broad money adjusted 
for offset of com- 
pensatory balances 
(M2 adjusted) 

Real adjusted broad 
money (M2 adjusted/ 
WPI ) 

Velocity of adjusted 
broad money (Real 
GNP x WPI/M2 adjusted) 

11.6 6.4 -1.5 -5.6 -6.2 8.2 1.6 7.1 

11.7 18.8 21.0 14.0 38.9 10.9 7.3 '22.5 

37.0 38.8 20.3 16.3 40.0 18.1 15.8 37.0 

37.4 27.6 12.0 13.0 26.6 13.0 11.4 26.4 

23.0 7.4 -7.4 -0.9 -8.9 1.9 3.8 3.2 

-9.3 -0.9 6.4 -4.7 3.0 6.2 -2.1 3.8 

37.0 38.8 20.3 18.6 41.5 21.5 17.0 43.0 

37.4 27.6 12.0 15.5 28.4 17.9 13.0 34.2 

23.0 7.4 -7.4 1.3 -7.6 6.3 5.3 9.6 

-9.3 -0.9 6.4 -6.8 1.5 1.8 -3.5 -2.3 

Source: Staff calculations based on data provided by the Korean 
authorities. i 

1/ Seasonally adjusted series. - 



Table 13. Korea: Monetary Survey, 1978-81 

(In billions of won) 1/ 

Outstanding at 1978 1979 1980 1981 

End of Period March June Sept. Dec. March June Sept. Dec. 


Net foreign assets 725 236 -120 -339 -465 -582 -1,061 -1,713 -2,046 -2,264 
Assets 2,519 2,900 3,314 3,595 4,239 4,806 4,407 4,602 4,368 5,409 
Liabilities 1,794 2,664 3,434 3,934 4,704 5,388 5,468 6,315 6,414 7,673 

Domestic credit 2/ 8,722 11,826 12,970 13,870 14,972 16,778 17,879 19,162 20,393 22,459 
(45.9) (35.6) (35.0) (36.5) (35.7) (36.0) (35.2) (36.1 ) (34.5) (32.9) 


Public sector 464 335 436 289 266 731 1,134 1,334 1,293 1,659 

Private sector 2/ 8,258 11,491 12,534 13,581 14,706 16,047 16,745 17,828 19,100 20,800 


(47.1) (39.1) (37.9) (36.8) (34.1) (33.6) (30.9) (29.2) (28.2) (28.6) 

Broad money 7,929 9,878 10,277 10,663 11 ,438 12,535 13,013 13,399 14,275 15,688 
(35.0) (24.6) (25.5) (27.5) (23.0) (26.9) (26.6) (25.7) (24.5) (25.2) 

Narrow money 2,714 3,275 3,200 2,961 3,487 3,807 3,825 3,712 3,287 3.986 IV
(24.9) (20.7) (20.2) (14.4) (4.4) (16.2) (19.5) (25.4) (-5.7) (4.7) 0\ 

Quasi-money 5,215 6,603 7,077 7,702 7,951 8,728 9,188 9,687 10,987 11,702 
(40.9) (26.6) (28.0) (33.4) (33.4) (32.2) (29.8) (25.8) (38.2) (34.1) 

Other liabilities (net) 1,518 2,185 2,573 2,868 3,070 3,661 3,804 4,050 4,072 4,504 

Memorandum items: 
Estimated cumulative 


offset of compens­
atory balances 319 536 . 976 1,063 1,162 1,608 


Growth rates adjusted 

for offset of com­
pensatoy balances 

(in per cent) 


Domestic credit 2/ 38.7 40.6 41.3 43.8 39.3 42.5 
Broad money 26.4 32.2 34.4 35.6 31.3 32.3 

Sources: Bank of Korea, Monthly Economic Statistics; and data provided by the Korean authorities. 

1/ Figures in parentheses indicate growth rates over the same period one year earlier. 

2/ Growth rates are based on data excluding valuation changes in foreign currency loans to domestic residents. 
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The easing of monetary conditions in 1981 occurred gradually as 
the year progressed. Despite a relatively high rate of credit expansion 
in the first half (21.5 per cent),l/ monetary conditions were somewhat 
tighter in the first six months asprices were still rising by more than 
10 per cent under the impact of the increase in import prices and domestic 
food prices, and as real GNP rebounded from the slump of late 1980 caused 
by the crop failure.2/ As a result, the income velocity of money accel- 
erated in the first Kalf. 
lower in the second half (17.0 per cent), monetary conditions eased 
considerably as inflation abated substantially and as the growth of real 
GNP also slowed partly because of the less favorable export performance. 
Reflecting these factors, the income velocity of money fell by 3.5 per- 
centage points in the second half. 

Although the rate of credit expansion was 

Reflecting a more expansionary fiscal policy, the public sector 
accounted for about 25 per cent of the total domestic credit expansion 
in the first half of 1981, compared with 15 per cent in the second half 
of 1980. Following traditional practice, almost all of the bank cre- 
dit to the public sector was extended by the Bank of Korea. Therefore, 
public sector credit was the major factor behind the growth of reserve 
money in the first two quarters of 1981 (Chart 7). Although public sector 
spending remained on an expansionary course in the second half of 1981, 
bank borrowing by the public sector slowed, as the Government covered a 
larger proportion of its financing needs in the bond market. The con- 
tribution of the public sector to the expansion of total domestic credit 
in the period June to December 1981 thus fell to about 10 per cent; for 
the year as a whole, this contribution was 16 per cent. 

The demand for private sector credit in 1981 was mainly for work- 
ing capital to finance increased production in response to the gradual 
recovery of consumer demand and the strength of exports in the first 
three quarters. Furthermore, the increase in debt service on foreign 
debt, partly related to high interest rates abroad, raised the credit 
requirements of the business sector. The demand for equipment funds 
remained low, as a result of the continued sluggishness of investment.31 

In the course of 1981, the Bank of Korea engaged frequently in open 

- 

market operations, modified the rediscounting system, and changed the 
reserve requirements. To offset the liquidity impact of the large exten- 
sion of central bank credit to the public sector, the Bank of Korea 
increased substantially the amount of stabilization bonds sold to the 

11 Growth over the preceding six-month period on seasonally adjusted 
basis . 
21 The fact that the growth of money was not reduced in the final 

quarter of 1980 despite the sharp fall in income due to the crop 
failure suggests that a liquidity cushion may have been created toward 
the end of 1980 which alleviated the relatively tight credit situation 
suggested by the data for the first half of 1981. 
liquidity cushion is indicated by the substantial decline in the income 
velocity of money recorded in the second half of 1980 (Table 12). 

3 /  For the distribution of credit by sector, see Appendix Table IV. 

The existence of this 

- 
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banking system in the first half of 1981; a small amount of stabilization 
bonds was also sold to the public. Another significant policy measure 
in the first half of 1981 was a modification of the rediscounting mecha- 
nism for commercial bills. To facilitate the supply of working capital 
to firms and to strengthen rediscounting as an instrument of overall 
liquidity control, the rediscount ceilings for individual business com- 
panies were replaced by rediscount ceilings for each bank. In early July 
1981, the Bank of Korea reduced the ratio of required noninterest-bearing 
reserves--which differed according to the type of deposit-from an average 
of 10.2 per cent to a uniform rate of 5 .5  per cent. This measure was 
designed to protect the profitability of the banking system following 
an increase in some deposit rates with effect from July 1 (lending rates 
remained unchanged). 
cent was implemented in November 1981 in the wake of the interest rate 
reductions earlier that month which affected all nonpreferential lending 
but only some deposit rates. To offset the liquidity impact of the 
reduction in reserve requirements, the Bank of Korea sold large amounts 
of interest-bearing stabilization bonds to deposit money banks in July 
and November 1981, and requested banks to increase deposits in the 
interest-bearing stabilization account. As a result of the reduction 
in reserve requirements in mid-l981--which implied an increase in the 
money multiplier--and the absorption of freed reserves through the sale 
of stabilization bonds and the increase in deposits in the stabilization 
account, reserve money declined in the second half of 1981 (Chart 7). 

A further reduction in the reserve ratio to 3.5 per 

( 2 )  Interest rate policy 

Bank interest rates in Korea are under official control. As 
a result of selective credit policies, a large number of preferential 
interest rates to support activities accorded priority by the Government 
have emerged over the years. Another distinctive feature of Korea’s 
interest rate policy is that changes in interest rates also affect out- 
standing bank loans including medium- and long-term loans, with the new 
interest rate applying at the next interest payment date. Consequently, 
even a small increase or reduction in interest rates has a considerable 
impact on the corporate debt service burden. 

As the rate of inflation accelerated rapidly in late 1979 and early 
1980, interest rates were raised by a total of 6 percentage points in 
January 1980, with the prime rate increased to 24.5 per cent. After 
a gradual reduction by 5 percentage points in the second half of 1980, 
interest rates remained unchanged in the first half of 1981. In July, 
interest rates on savings deposits were raised from 5.5 per cent for 
deposits outstanding for less than 30 days and 12.3 per cent for other 
savings deposits, to a uniform rate of 14.4 per cent, with interest 
paid henceforth on the average outstanding balance (Table 14). At the 
same time, household checking deposits, on which previously no interest 
had been paid, were permitted to yield an interest rate of 14.4 per 
cent. The purpose of these measures was to increase savings and improve 
the competitive position of banks vis-a-vis nonbank financial institutions 
(NBFIs), which in the past had been permitted to offer higher deposit 
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Table 14. Korea: Selected Interest Rates on Deposits of 
Deposit Money Banks, 1979-82 

(In Der cent Der annum) . I  

Effective From 
1979 1980 1981 1982 
Sept . Jan. Nov . NOV Jan. 

Household checking deposits 

Notice deposits (more than 
30 days) 

Time deposits 
Over 3 months 
Over 6 months 
Over 1 year 

Savings deposits 
Less than 30 days 
More than 30 days 

Installment savings deposits 
3 years 

Workmen's wealth accumulation 
deposits 61 
2 years- 
5 years 

Memorandum items: 

-- 14.4 2/ - 

10.0 10.0 10.5 8.3 

15.0 19.2 14.8 14.8 
17.1 21.3 16.9 15.2 
18.6 24.0 19.5 17.4 

5.5 5.5 5.5 14.4 4/ 
14.4 - 16.8 31 12.3 - 12.6 

18.2 25.0 19.5 17.3 
(22*5)5/ - (20.3)2/ 

25.7 28.4 28.4 28.4 
30.2 33.6 33.6 33.6 

14.4 

10.8 

14.4 
14.6 
15.0 

14.4 
14.4 

15.0 

28.4 
33.6 

Selected interest rates on 
deposits of nonbank finan- 
cial institutions 
Investment and finance 

companies 
Bills resold: 1-29 days 

60-90 days 
Mutual credit cooperatives 
Time deposits, 1 year 

20.6 23.8 19.2 18.1 
24.6 29.2 23.1 20.0 

19.8 24.9 22.5 19.5 

15.5 7/ 
17.0 - 
15.9 

Sources: Bank of Korea, Monthly Economic Statistics; and data provided by 
the Korean authorities. 

11 Interest rate of 6.0 per cent between April 1977 and April 1979. \ 

2/ Established in July 1981. 
3 /  As of April 1980. 
4 1  As of July 1981. 
5 1  Special interest rate on household deposits. 
6 /  These rates include only the interest paid by banks and the government 

- 
- 
- 
- 
- 

subidy. 
on these assets. 

In addition, employees are encouraged to contribute to the yield 

7 /  As of February 1982. - 
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rates than banks. The change in deposit rates caused a shift of deposits 
from narrow money to quasi-money, with the improved incentives for 
savings deposits apparently outweighing the attraction of interest 
payment on checking accounts, since personal checks are not a widespread 
means of payment in Korea. 

Between November 1981 and January 1982, following a sharp decline 
in inflation and a drop in foreign interest rates, nonpreferential lending 
rates and most time deposit rates and the rate on installment savings 
deposits were reduced in steps by a total of about 4 percentage points 
(Chart 8 and Table 15). The interest rate on one-year time deposits was 
reduced from 19.5 per cent to 15.0 per cent and the prime lending rate 
(bank discount on bills) was lowered from 19.5 per cent to 15.5 per 
cent. Interest rates in real terms were negative in the first three 
quarters of 1981, though the negative margin declined as inflation abated 
(Table 16 and Chart 8).1/ 
decelerating, interest rates in real terms became positive. As a result 
of the upturn in international interest rates from December 1981, nominal 
interest rates in Korea and U . S .  dollar rates at end February 1982 were 
approximately at the same level.2/ - 

In the fourth quarter, with inflation further 

( 3 )  Preferential credit policies 

Lending at preferential interest rates to priority sectors and 

A substantial part of the preferential lending activity ha6 been 
for priority activities has been an important feature of Korea's financial 
system. 
carried out through deposit money banks. Preferential lending is also 
channeled through the Korea Development Bank (KDB) and other development 
institutions, the Korea Housing Bank, the Small and Medium Industry Bank, 
and agricultural and fisheries cooperatives./ 

In carrying out their preferential lending activity, deposit money 
banks either use their own funds, supported by preferential rediscounting 
of eligible bills by the Bank of Korea, or act as conduit for government 
funds, including funds from the National Investment Fund (NIF). At the 
same time, banks are also a source of funds for the NIF as they have 
to hold a certain proportion of their deposits in bonds issued by the 
NIF. It is estimated that an amount equivalent to about 20 per cent of 

1/ T o  measure real rates of interest, it is necessary t o  find a proxy 
for the expected rate of inflation, a task rendered difficult by the large 
and mostly exogenously induced fluctuations in the rate of inflation in 
Korea in recent years. The proxy used here is the rate of increase in the 
WPI during the latest 12-month period. This assumes that expectations 
adjust with a relatively short lag to actual price developments. 

cextage points and lending rates by 1.5 to 2.0 percentage points. 
prime lending rate was adjusted to 13.5 per cent. 

KDE and the other development institutions, is included in domestic credit 
in the monetary survey (Table 12) and domestic credit expansion by sector 
(Appendix Table IV). 

21 In late March 1982, deposit rates were further reduced by 2.4 per- 
The 

Credit extended by these institutions, with the exception of the 31  
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the loans and discounts of deposit money banks .to the manufacturing sec- 
tor constitutes preferential bank lending (Appendix Table V). This 
share has declined slightly since 1977. 
ential bank lending is related to exports, with the remainder constituting 
mainly loans to industry with NIF funds. The importance of preferential 
loans for exports is also underscored by the fact that export-related 
refinancing has amounted to about 30 per cent of total claims on banks 
of the Bank of Korea. The loanable amount for export financing is 
expressed as so many won per U.S. dollar of exports. The implied loan- 
able amount for exports, as a proportion of the value of exports, 
which was as high as 89 to 99 per cent at end-1979, fell to 72 to 83 per 
cent at end-1981, as the amount of won per U . S .  dollar was not increased 
in 1981 despite' a depreciation of the won vis-a-vis the U.S. dollar. 
However, adjustments made in January 1982 established a range with a 
maximum of 88 per cent and a miniroum of 73 per cent at that time. Other 
eligibility criteria for export loans were relaxed in mid-1981. The 
preferential lending activity of the development and other specialized 
institutions is in part supported by funds from the Bank of Korea and 
the Government. 

About 75 per cent of the prefer- 

The gradual reduction in the differential between general and pre- 
ferential interest rates is one of the objectives of the Government. 
Significant progress was achieved in this area in 1981, as the pre- 
ferential rate for export loans remained at 12 per cent despite the 
4 percentage-point reduction in the nonpreferential lending rates. 
Furthermore, the preferential lending rates on KDB, N I F ,  and national 
housing construction funds were reduced by only 3 percentage points or 
less (Table 15). 

(4) Lending activity of foreign bank branches 

The share of credit extended by the branches of foreign banks 
in total domestic credit of the banking system to the private sector, 
which had increased from 8 per cent to 12 per cent between December 1979 
and December 1980, fell to 11 per cent at the end of December 1981. Two 
factors were principally responsible for this relative decline. The 
limits on foreign currency swaps against won with the Bank of Korea, 
which have been the major source of funds for credits extended in domestic 
currency by the branches of foreign banks, were not raised until March 
1982.L/ 
by these swap limits, was relatively low because of the smaller differ- 
ential between domestic and foreign interest rates, which reduced the 

The demand for credit in foreign currency, which is not affected 

11 Under the swap system, the branches of foreign banks swap U.S. dol- 
lars against won with the Bank of Korea for a period of up to 12 months 
and at a guaranteed exchange rate. 
on the swap funds is 1 per cent, irrespective of the levels of domestic 
and foreign interest rates, which means that if domestic interest rates \ 

are lower than foreign rates, the Bank of Korea provides a subsidy. 
When U . S .  dollar interest rates approached the level of domestic rates 
in late 1980, swaps with deutsche mark funds were also permitted be- 
cause of the lower interest rates on deutsche mark funds. 

The profit margin available to banks 
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interest rate incentive for borrowing in foreign 
The branches of foreign banks have traditionally 
half of the foreign currency loans. 

c. Nonbank financial institutions and cap 

currency (Chart 8). 
provided about one 

tal markets 

The nonbank financial institutions (NBFIs) consist of the Korea 
Development Bank (KDB) and other official development institutions, 
specialized savings institutions, short-term finance companies, merchant 
banks, and insurance companies. The official development institutions 
are the largest segment of the NBFIs. They were created for the purpose 
of channeling funds, including government funds and the proceeds of 
official foreign borrowing, to priority sectors of the economy. The 
second largest class of NBFIs are the short-term finance companies. 
These companies are permitted to offer a wide range of services, including 
the acceptance, guarantee, discount, purchase, or sale of promissory 
notes and the issuance of their own paper. They can also participate, 
with certain limitations, in capital market activities. Merchant banks 
were established only recently, but their activities have been growing 
rapidly. 
tion some NBFIs, notably the short-term finance companies, can exercise 
in allocating credit. 

The growth of NBFIs was also encouraged by the greater discre- 

Deposits with NBFIs amounted to about 30 per cent of the combined 
deposits of NBFIs and deposit money banks at the end of 1981 (a finan- 
cial survey is presented in Appendix Table VI). Deposits with NBFIs 
grew at an average annual rate of 44 per cent in the period 1978-81, 
compared with an annual average rate of growth of 29 per cent for the 
liabilities (M2) of deposit money banks. This difference reflected 
mainly the fact that NBFIs were permitted to offer more attractive 
interest rates on their liabilities than deposit money banks. The growth 
of deposits with NBFIs continued to outpace the rise in broad money 
(adjusted for the effect of the offsetting of compensatory balances) in 
the first half of 1981, but, following the introduction of interest- 
bearing checking deposits with deposit money banks and the increase in 
interest rates on savings deposits, the growth rates of broad money and 
NBFI deposits were approximately the same in the third quarter of 1981. 
In the first nine months of 1981 as a whole, deposits with NBFIs rose by 
24 per cent, compared with a rate of increase of 18 per cent in adjusted 
broad money. As a result of the interest rate adjustments of mid-1981 
and the selective deposit rate reductions in late 1981-early 1982, the 
interest rate differential between deposit money banks and NBFIs was 
reduced (Table 15). 

Korea's corporate sector has traditionally derived a significant 
share of its liquidity needs from the commercial paper market. The 
paper issued in this market has not, however, been related to trade 
transactions, but has been in the nature of promissory notes with or 
without payment guarantee from short-term finance companies.l/ The 
market for this paper has been operated by the short-term fizance 

1/ For paper related to trade transactions, the term commercial bill 
is-used. 
refinances commercial bills. 

This paper is discountable with banks, and the Bank of Korea 
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companies and merchant banks which invest in paper issued by corporations, 
act as brokers, or issue their own paper. Interest rates in this market 
have been under official control, but, with effect from late June 1981, 
the Government freed from control interest rates on corporate paper 
with maturities of 91 to 180 days.11 
paper expanded very fast in the second half of 1981, attracting funds 
both from the unorganized money market and the bond market. The amount 
of total issues in the period July-December 1981 was about W 1,000 billion 
and the outstanding amount at the end of the year was about W 600 billion. 
The latter increase was almost as large as the increase in the stock of 
all corporate commercial paper in 1980 as a whole. 
the new commercial paper market was around 25 per cent throughout the 
second half of 1981. To reduce the risk of default in this rapidly 
expanding market, the Government in early 1982 tightened the eligibility 
criteria and established limits on the amounts individual corporations 
can raise in this market. 

The market for this new commercial 

The interest rate in 

New issue activity in the market for corporate bonds was relatively 
weak in the first half of 1981 but increased in the third and fourth 
quarters of the year as the demand for funds by corporations rose, which 
was partly related to maturing debt. Total new issues amounted to 
W 1,036 billion, representing a growth rate of about 7 per cent over 
the previous year; in 1980, new issues had risen by over 50 per cent. 
Yields on corporate bonds were around 26 per cent at the beginning of 
1981 and declined steadily in the first half to about 22 per cent by 
mid-1981. In the final quarter of the year yields rose again to about 
27 per cent in response to the increased demand for funds by corpor- 
ations and larger issues of government bonds. Increased investor inter- 
est in the more liquid liberalized market for corporate commercial paper 
may also have resulted in a shift of funds from this market, thereby 
contributing to the increase in bond yields. 

The gradual improvement in the economic situation, as well as the 
favorable export performance and the substantial increase in construction 
orders from overseas, resulted in sharp increases in the volume of shares 
traded and in the composite stock price index in the period April to 
July 1981. Subsequently, however, the trading volume and the stock price 
index started to decline, due to profit taking, the emergence of the new 
commercial paper market, and the decline in export orders. After having 
reached a peak of 210.2 in July 1981, the stock market price index fell t o  
178.4 by the end of the year, compared with 139.6 at end-1980 and 207.2 at 
end-1978. 

7 .  Public finance 

a. Structure of the public sector 

The public sector in Korea includes central and local governments 
and a wide range of financial and nonfinancial public enterprises. The 
Central Government consists of the central national administration 

1/ A nominal interest ceiling of 40 per cent per annum was retained. - 
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(legislative, ministries, and agencies); provincial and local governments 
comprise the nine provinces, the two largest cities (Seoul and Pusan), 
38 municipalities, and 139 counties. Although local governments have 
substantial administrative responsibility, they have only limited authority 
to raise revenue or borrow, and receive about 60 per cent of their income 
from the Central Government in the form of grants and subsidies; local 
taxes are mainly property taxes (see Annex I of Supplement 1 to this 
report, to be issued shortly). 

public enterprises comprise (1) those organized in the form of 
departments or agencies of the Central Government; (2) government- 
invested companies or corporations; and ( 3 )  other government-invested 
institutions. Government-invested companies include all the manufacturing, 
industrial, and other organizations recognized by the authorities as 
public enterprises, based on the criterion of a 50 per cent or greater 
equity share. 
institutions, which are classified as financial institutions, these 
companies are listed in Appendix Table VII. With the exception of the 
Korea Development Bank, government contributions to these enterprises 
take the form of equity. In this report the available public sector is 
defined to include the Central Government and the five nonfinancial 
public enterprises organized essentially along departmental lines.11 
Thus, provincial and local governments and the government-invested- 
entities are omitted. 

Together with the more significant government-invested 

The role of public enterprises in Korea is to provide specific 
goods and services, to fulfill an assigned role in industrialization, 
and to further economic development. In some enterprises, administrative 
controls have tended to keep sales prices below economic levels. In 
part reflecting these price controls, the financing of the activities 
of these enterprises has entailed substantial reliance on borrowing both 
from domestic institutions, including the banking system, and from abroad. 
Interest rates on loans from domestic institutions tend to be heavily 
sybsidized. 

The operations of the public sector are effected through a complex 
funding structure comprising a general account, various special accounts, 
extrabudgetary funds, and other nonbudgetary transactions (Annex I). 
The general account covers the activities of government ministries and 
agencies and accounts for about 80 per cent of central government expend- 
iture and net lending, receiving the bulk of central government tax 
revenues and some nontax revenues. Special accounts are established for 
specific projects, or in some cases where revenues are earmarked for 
particular expenditures. The national budget covers only operations 
funded through the general account and 12 special accounts. Extrabudgetary 
funds are set up to pursue particular government objectives, notably, 
net lending operations; two of these funds, those for Grain Management 
and Supply, are treated as nonfinancial public enterprises and therefore 
have corresponding enterprise special accounts, while the remainder are 
consolidated with the Central Government in this report. In addition, 

11 Railways, Communications, Supply Fund, Office of Monopoly, and the 
GrFin Management Fund. 
below. 

The operations of these enterprises are described 
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two nonbudgetary transactions--foreign borrowing directly on-lent to the 
private sector, and foreign military sales credits--are also included 
in the analysis of Central Government and consolidated public sector 
operations. 

Two main changes were introduced to this funding structure during 
1981 and early 1982.1/ 
ant addition was theestablishment in July 1981 of the National Housing 
Fund which absorbed the housing loan operations of the Korea Housing 
Bank and Citizens National Bank and through which the increased public 
funds for housing are now allocated. Another major change occurred in 
the nonfinancial public enterprise sector: in January 1982, telecom- 
munications was removed from the Communications Special Account (and, 
hence, from the available public sector as defined here) when the in- 
dependent government-invested corporation, Korea Telecommunications 
Authority (KTA), was established. Its management will be independent of 
the Ministry of Communications, and it will not have access either to 
government budgetary support or to Bank of Korea financing. Henceforth, 
the Communications Special Account comprises only the relatively insig- 
nificant postal service. 

In the consolidated Central Government an import- 

Central government revenues are recorded when they are deposited 
with the Bank of Korea, and expenditure is recorded on the basis of 
checks issued. Previously, the fiscal year, which is the calendar year, 
included a complimentary period of 20 days in the following January for 
both revenue and expenditure. Effective January 1, 1982, the complimentary 
period was abolished. 
impact on recorded 1981 expenditure because many relevant payments were 
intentionally made before the end of the calendar year. Regarding reve- 
nue, almost all of the complimentary period revenue has come from customs 
duties. As a result, customs revenue is understated by about 7 per cent 
for 1981 and is somewhat overstated for 1982. The budget is normally 
approved no later than December. A supplementary budget, encompassing 
policy changes or revised estimates, has become a regular feature during 
the second half of the financial year. 

This modification is not expected to have much 

b. Recent developments 

(1) Overview 

Over the past two decades fiscal policy has played an important 
role in Korea's rapid development, primarily through the mobilization of 
domestic resources and through a concentration of expenditure programs 

1/ There were also some minor adjustments. These included the split 
ofthe Veterans' Relief Special Account into two parts, one of which was 
added to the General Account and the other to the Veterans' Relief Fund, 
and the elimination of the Job Rehabilitation Fund and the transfer of 
its functions to the private sector. Also, two other relatively small 
extrabudgetary funds were added: the Electronics Industry Promotion 
Fund (January, 1981) and the Marine Promotion Fund (January, 1982). Two 
other funds (Cultural Estate and National Welfare Pension) are not included 
in budget estimates, but do appear in final settlement. The Science and 
Technology Promotion Fund exists in law, but currently channels no funds. 
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on economic development, particularly the provision of infrastructure. 
While these fundamental directions have continued in the more recent 
past, there has also been in the last several years a discernible shift 
toward the more active use of fiscal policy as a countercyclical demand 
management toolel/ Moreover, while economic development expenditures 
of the public seFtor have focused historically on the provision of econ- 
omic services, notably transportation, communication, and other infra- 
structure facilities, there has recently been a gradual shift toward 
social development expenditures, particularly housing, education, and 
social security. Taxation policy has been concerned primarily with 
improving the elasticity of the tax system and providing incentives to 
priority sectors, particularly to heavy and chemical industries and 
exports. By and large, the borrowing requirements of the public sector 
have not been a major source of domestic credit expansion, although the 
Grain Management and Fertilizer Funds have been significant borrowers 
from the Bank of Korea. During 1970-79, the public sector deficit aver- 
aged 2.9 per cent of GNP. During the second half of 1980 and during 
1981, fiscal policy was used to provide some stimulus to growth; as a 
result, the overall deficit averaged 4.2 per cent of GNP during 1980-91 
(Table 17), with the public sector accounting for 8 per cent and 16 per 
cent, respectively, of domestic credit expansion.?/ For 1982 the public 
sector's share in total credit expansion is projected at 14 per cent, 
and the overall deficit is expected to decline to 2.7 per cent of GNP. 

To complement the depreciation of the won in January 1980, and in 
view of the sharp increases in o i l  prices, the authorities initially 
pursued a tight fiscal policy during that year to facilitate adjustment 
in the economy. As the year progressed there was a sharp deterioration 
in the business climate, with aggregate output declining and unemploy- 
ment rising. Therefore, fiscal policy was eased somewhat in the second 
half of the year in order to stimulate growth, and particularly to offset 
the effects of the sharp fall in rural incomes due to the crop failure. 
However, in 1980 as a whole, the stance of fiscal policy was relatively 
contractionary. The fiscal stimulus in the second half of the year was 
provided in the form of an increase by some W 450 billion over earlier 
projections of central government expenditure. The additional outlays 
were focused on employment-intensive Investment projects in the 
agricultural sector, additional contributions to the Small and Medium 

1/ See "An Analysis of Fiscal Impact" in Supplement 1 to this report, 
to-be issued shortly. 

2 1  The fiscal and monetary accounts in this report use, as do the 
auFhorities, different definitions for the position of the public 
sector with the banking system: (1) government lending funds in depo- 
sit money banks are treated as net lending in the fiscal accounts at 
the time the deposit is placed in deposit money banks, whereas the 
monetary data include these deposits in government deposits (netted out 
against claims on the Government); (2) fiscal accounts prior to 1982 
include the 20-day complimentary period; (3)  bank borrowing by the Fer- 
tilizer Fund, a government-directed agency in the private sector, is 
included in the monetary accounts as net credit to the public sector. 
For details on the financing of the consolidated public sector oper- 
ations and a reconciliation of the fiscal and monetary accounts, see 
Appendix Table VIII. 
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Table 17. Korea: Operations of Central Government and 
Consolidated Public Sector, 1978-82 

1981 
Original Latest Budget 

1978 1979 1980 estimate estimate 1982 

Central Government 
Expenditure L/ 
Revenue 
Deficit (-) 
Financing 
Domes t ic 

Bank 
Nonbank 

Foreign 

Consolidated public sector 
Expenditure A/ 
Revenue 
Deficit (-) 
[Deficit] - 21 
Financing 
Domestic 

Bank 
Nonbank 

Foreign 

Central Government 
Expenditure L/ 
Revenue 
Deficit (-) 

Consolidated public sector 
Expenditure A/ 
Revenue 
Deficit (-) 
[Deficit] - 21 

4,408 
4,108 
-300 
300 
-65 

(-111) 
(46) 
365 

5,001 
4,385 
-616 

616 
257 
(177) 
(80) 
359 

19.2 
17.9 
1.3 

21.8 
19.1 
2.7 

5,990 
5,445 
-545 
545 
27 2 

(251) 
(21) 
273 

6,210 
5,770 
-440 

[ -4351 
440 
174 
(71) 

(103) 
266 

20.6 
18.7 
1.9 

21.4 
19.9 
1.5 
[1.51 

(In billions of won) 

7,682 
6,833 
-849 
849 
523 
(434 1 
(89) 
326 

9,542 10,127 
8,558 8,628 
-984 -1,499 
984 1,499 
649 1,031 
(557) (663) 
(92) (368 1 
335 468 

8,455 10,836 
7,281 9,524 

-1,174 -1,312 

1,174 1,312 
856 984 
(607) (662) 
(249) (322) 
318 328 

[-1,0871 

11,481 
9,354 

-2,127 
(-1,9241 
2,127 
1,667 
(1,024) 
(643) 
460 

(In per cent of GNP) 21 

22.4 20.7 23.5 
19.9 18.6 20.0 
2.5 2.1 3.5 

24.6 23.6 26.6 
21.2 20.7 21.7 
3.4 2.9 4.9 
[ 3 4  (4.41 

11,882 
10,931 
-951 
951 
735 
(371) 
(364) 
216 

12,493 
11,093 
-1,400 

[ -1,3991 
1,400 
1,191 
(699) 
(492) 
209 

22.8 
21.0 
1.8 

24.0 
21.3 
2.7 
12-71 

Sources: Korean authorities; and staff estimates. 

11 Includes net lending. 
21 In January 1982, telecommunications was removed from the Communications Special Account 

(CSA) when the independent publicly owned corporation, Korea Telecommunications Authority, was 
established. From 1982, the CSA will include only the relatively small postal service. The 
figures in brackets provide the deficit in each year with the CSA deleted, so that comparisons 
with 1982 can be made without the definitional problem of the available public sector arising. 

3 /  GNP figures used: 1978, W 22,918 billion; 1979, W 29,072 billion; 1980, W 34,322 bil- 
lion; 1981 original estimate, W 46,000 billion; 1981 latest estimate, W 43,155 billion; 19112, 
W 52,143 billion. 

- 
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Industry Bank, increased funds for low income earners' housing, and a 
salary bonus for government employees. Revenues were more buoyant than 
expected because of the impact of high inflation on indirect taxes, 
which more than offset the weakness in direct taxes and the loss of 
revenue resulting from discretionary tax measures associated with the 
fiscal stimulus. The Central Government deficit rose from 1.9 per cent 
of GNP in 1979 to 2.5 per cent in 1980; during the same period, the 
public sector deficit rose from 1.5 per cent of GNP to 3.4 per cent. 
These increases led to a greater need for financing from the banking 
system, and net credit to the public sector, as defined in the monetary 
accounts, amounted to W 396 billion after having declined by W 129 billion 
in 1979. Net foreign borrowings, amounting to W 318 billion in 1980 com- 
pared with W 266 billion in 1979, were largely for loans on-lent to 
the private sector and foreign military sales (FMS) credits.l/ - 

At the outset of 1981, the economic environment was still charac- 
terized by relatively high unemployment, continuing high levels of in- 
ventories and excess capacity, and a sluggish world economic outlook. 
Consequently, fiscal policy continued to aim at the provision of some 
stimulus to growth and, for the year as a whole, the stance was com- 
paratively expansionary. 
the tempo of public spending, primarily on rural projects to cushion the 
loss in agricultural incomes, and on low-income housing. Public construc- 
tion activities, which normally are concentrated in the second half of 
the year, were also advanced into the first half. These steps aimed at 
boosting employment, thereby sustaining consumer demand, while allowing 
time for a lagged recovery of the business sector. Reinforcing these 
expenditure measures were several temporary tax changes: income taxes 
for low-income workers were cut, special excise duties for selected 
consumer durables were reduced, the temporary investment tax credit was 
extended, and a scheme to encourage additional investment by certain 
smaller firms was prolonged. When, despite strong export growth, the 
anticipated recovery in private investment did not materialize as the 
year progressed, the Government chose to maintain the higher pace of 
expenditure in the second half through the adoption of a Supplementary 
Budget. Once again, the spending was concentrated on housing and social 
overhead capital; about a fifth of the increase in spending was due spe- 
cifically for repair of typhoon damage. Thus, compared with previous 
years the structure of expenditure in 1981 shifted toward public capital 
formation and housing, particularly through net lending, as reYlected in 
the large deficits of the two most important extrabudgetary funds, the 
National Investment Fund and the National Housing Fund (Appendix Tables 
X, XI, XII, and XIII). 

The measures centered initially on increasing 

The tax/GNP ratio fell slightly in 1981, reflecting the economic 
slowdown and countercyclical policy. The buoyancy of corporate tax 
receipts was affected by the sharp decline in profits during the pre- 
vious year and by tax credits and concessions granted in response to the 
recession in economic activity. Discretionary changes in rates and 
exemptions also led to a decline in the ratio of personal taxes to GNP. 
Meanwhile, the buoyancy of sales taxes was adversely affected by the 
rapid decrease in the rate of inflation and reductions in selective 

1/ Details of the financing of the Central Government and the 
puElic sector are contained in Appendix Tables VI11 and IX. 



- 41 - 

excises. The ratio of customs duties to GNP also declined, due to slug- 
gish imports, the lagged effects of duty reductions in 1980, and account- 
ing changes involved in eliminating the fiscal year complimentary period. 
As a result of these developments, the central government deficit rose 
from 2.5 per cent of GNP in 1980 to 3.5 per cent in 1981. 
the consolidated public sector deficit/GNP ratio rose from 3.4 per cent 
to 4.9 per cent. The somewhat larger increase in the overall deficit 
reflected the building up to more normal levels of official rice stocks 
purchased by the Grain Management Fund following the rice crop failure 
in 1980 and also extraordinarily large capital outlays on telecommuni- 
cations plant and equipment by the Communications Special Account. 

Correspondingly, 

As a result of the more expansionary stance of fiscal policy during 
1981, net credit to the public sector from the banking system more than 
doubled, from W 396 billion in 1980 to W 928 billion in 1981. This 
accounted for 16 per cent of net credit expansion in the economy during 
1981 versus 8 per cent in 1980. The additional expenditures of the 
second half of 1981 were largely financed through bond issues to the 
nonbank public. Since these issues were concentrated in the fourth 
quarter of the year, some crowding out is likely to have occurred: 
commercial bond issues dropped by 47 pet cent between October and Decem- 
ber, a decline not attributable to seasonal factors, while government 
and corporate bond yields increased from 23 to 24 per cent in September 
to 26 to 27 per cent in December. 

(2) Revenue developments, 1978-81 

Since the mid-l970s, the Korean authorities have made contin- 
uous efforts to improve the efficiency, equity, and elasticity of the 
tax system through implementation of structural changes.l/ These have 
included the defense surtax introduced in 1975-76, which-raised the 
overall ratio of taxes to GNP by almost 2 percentage points, and the 
establishment in 1977 of a value-added tax (VAT), which simplified the 
indirect tax system. During 1979-80, changes in the tax system were 
more modest, with increasing emphasis placed on taxation's role in 
stabilization and income distribution policy. The tax rates in the 
individual income tax schedule were frequently revised, and exemptions 
and deductions raised. Significant reforms of the tax system were begun 
in 1981 as part of the overall policy of structural adjustment. These 
included an increase in the separate taxation ratio for interest and 
dividend incomes, a simplification of the corporate tax structure, and 
an extension of VAT. The tax reform measures introduced effective in 
1982 continued these changes, but were much broader in scope./ 

Between 1978 and 1981, total central government revenue increased 
from 17.9 per cent to 20.0 per cent of GNP, with nontax revenue increas- 
ing at a faster rate than tax revenue, based on markedly increased in- 
terest receipts and the effects of higher fees and charges (Table 18 
and Appendix Table XIV). This revenue growth and the changes in its 

1/ For a detailed description of tax changes during 1977-80, see 

2 /  The 1982 changes are described below with the 1982 budget and are 
sM778/206 (8/1/78), SM/80/15 (1/18/80), and SM/81/31 (2/6/81). 

detailed further in Supplement 1 to this report, to be issued shortly. 
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Table 18. Korea: Composition of Central Government Revenue, 1978-82 

(In per cent) 

La t e6 t Budget 
Estimate Estimate 

1978 1979 1980 1981 1982 

Tax revenue 
Tax on income and profits 

85.2 90.1 88.8 86.3 85.2 
25.4 25.4 22.0 20.8 21.6 
- - - - - 

Corporate (12.3) (12.4) (10.8) (10.2) (10.8) 
Individual (13.1) (13.0) (11.2) (10.6) (10.8) 

Taxes on goods and services 42.6 43.2 45.3 46.5 45.1 

Other taxes (including social 
Taxes on international trade 18.9 16.8 14.8 14.6 15.0 

security and property taxes 3.2 3.4 4.2 3.3 3.5 

Nontax revenue (including capital 
9.9 11.2 13.7 14.8 14.8 ---- revenue and grants) 

Total revenue and grants 100.0 100.0 100.0 100.0 100.0 

Memorandum items: 

Tax revenue as percentage of GNP 16.2 16.6 17.2 17.0 17.9 
Total revenue as percentage of GNP 17.9 18.7 19.9 20.0 21 .o 

Source: Appendix Table XIV. 

composition during 1978-81 reflect, in addition to the structural changes 
just discussed, general macroeconomic developments. Through 1978, the 
rapid growth of the economy resulted in very buoyant corporate tax reve- 
nues and customs duties. Between 1979 and 1981, however, the decline in 
economic activity and temporary discretionary adjustments in tax brackets, 
rates, and deductions sharply reduced the buoyancy of these revenues and 
contributed to the fall in the share of personal income tax in total 
revenue. These shifts became more apparent in 1980 than in 1979 because 
revenues for the latter period consisted in part of lagged collections 
of direct taxes based on the 1978 income year. Revenue from taxes on 
goods and services was especially buoyant during 1979-80 because of the 
effects of increases in selective excises in mid-1978, an increase in 
the petroleum excise, and the large increases in oil prices over the 
two-year period. Tax revenue as a proportion of GNP further increased 
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to an estimated 17.2 per cent in 1980, due largely to the impact of the 
high inflation rate on indirect taxes and the sharp rise in the profits 
of the fiscal monopoly, following price increases of 40 per cent in mid- 
1980. The ratio of VAT receipts to GNF' rose from 3.7 per cent in 1979 
to 4.3 per cent in 1980. Reflecting the lagged collection of business 
taxes, and compounded by rising unemployment and discretionary tax 
changes,l/ there was a substantial reduction in the share of direct 
taxes intotal GNP in 1980. The ratio of taxes on international trade 
to GNP also declined sizeably, as the impact on customs revenue of more 
slowly growing imports, tariff reductions, and the deferral of customs 
duty payments due from exporters was only partly offset by the sharp 
rise in import prices. 

In 1981, the ratio of tax revenues to GNP fell slightly from the 
previous year. The buoyancy of corporate tax collections was affected 
by the sharp decline in profits in the 1980 income year, and by the tax 
credits and concessions granted to companies in response to weak economic 
conditions. The ratio of personal income taxes to GNP continued to 
decline in response to discretionary changes in tax rates and exemptions; 
the personal exemption was raised to offset the effect of inflation- 
induced bracket creep, and there was also a temporary reduction in income 
tax ranging from 10 per cent to 20 per cent for low-income earners. The 
buoyancy of domestic taxes on goods and services also declined in 1981, 
owing to reductions in selective excises. However, the share of VAT 
receipts to GNP rose, owing mainly to the extension of the tax base to 
include intercity transportation and rental proceeds from real estate. 
Despite increased duties on some items, the ratio of customs revenues to 
GNP fell in 1981, reflecting sluggish import growth, the lagged effects 
of duty reductions in 1980, and the assignment of some 1981 duty receipts 
to the 1982 fiscal year, when the complimentary period was abolished. 

(3) Expenditure developments, 1978-81 

Between 1978 and 1981, total expenditure of the Central Govern- 
ment rose by 9.2 per cent annually in real terms and increased from 
19.2 per cent to 23.5 per cent of GNP. Growth was quite uneven, however, 
as the real increase was 13.9 per cent in 1979 and 12.3 per cent in 
1981, but only 1.9 per cent during the highly inflationary year of 
1980. On an economic classification, the composition of expenditure 
was relatively stable. Over the period the share of current expenditures 
in total outlays remained around 75 per cent, with the share of expend- 
iture on goods and services constituting 38 to 39 per cent; within this, 
about 13 per cent constituted wages and salaries (Appendix Table XV). 
Similarly, the share of subsidies and transfers remained reasonably 
constant, averaging 29 per cent. Interest payments, however, grew very 

1/ Discretionary tax changes in 1980 included 20 per cent of interim 
prepayments of corporation tax and of tax payments by nonwage and salary 
earners; a widening of the eligibility for the deferred tax scheme; and 
an increase in the temporary investment tax credit for small and medium 
industries involved primarily in the production of private consumption 
needs. 
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rapidly, at over 25 per cent per year in real terms, but from a rela- 
tively small base. Capital outlays declined steadily from about 16 per 
cent of expenditure in 1978 to 11 per cent in 1981, but this was offset 
by an almost equal increase in net lending funds, which are used almost 
entirely for capital purposes. 

The functional classification of expenditure (Appendix Table XVI) 
reveals some clear shifts in priorities over the recent past. In line 
with the shift in policy emphasis toward social expenditures and away 
from traditional areas of spending on economic development, outlays on 
education, social security and welfare, and housing and community ameni- 
ties rose from 19.3 per cent of total expenditure in 1978 to 22.8 per 
cent in 1980. There was a particularly sharp increase in housing outlays 
in 1979 as the Government embarked on a program to improve housing, 
particularly for low-income families. On the other hand, outlays on 
economic services, after a sharp increase in 1979, declined rapidly from 
31.8 per cent of expenditures in that year to 26.0 per cent in 1980. 
Defense expenditures absorbed about 30 per cent of total outlays (about 
7 per cent of GNP) in 1980-81, somewhat more than in 1979. 

In 1981 the share of central government expenditure in GNP continued 
to rise, buoyed by the expansionary fiscal policy. The areas of increase 
are largely reflective of the supplementary budget and stimulative package 
described earlier, as well as the continuing shift toward social outlays. 
The share Of expenditure on education, social security and welfare, and 
housing and community amenities increased further to 24.1 per cent of 
total spending, while outlays on economic services continued to decline 
to 24;6--per cent. The unusually large increase by 41 per cent in agri- 
cultural outlays included both repair of typhoon damage and the special 
rural projects undertaken to offset the fall of rural incomes due to the 
poor 1980 harvest. Similarly, the more than doubling of housing outlays 
was associated with the overall shift in priorities just discussed and 
also the short-term countercyclical fiscal stance. The abrupt increase 
in electricity outlays included about W 100 billion in nonrecurrent 
capital expenditures for a hydroelectric project. These expenditures, 
as well as the extraordinarily large capital outlays on telecommunications 
plant and equipment (W 256 billion) account for the sharp jump in net 
lending which grew by 35 per cent in real terms in 1981. 

C. 1982 budget 

Budgetary policy for 1982 focuses on stabilization and aims at 
reducing both the central government and public sector deficits by 
1.7 percentage points of GNP, to 1.8 per cent and 2.7 per cent, respect- 
ively (Table 17). 
be brought about through increased tax effort and spending restraint. 
The most significant factor in containing the deficit of the nonfinancial 
public enterprises (NFPEs) is the projected reduction of over 20 per 
cent in the deficit of the Grain Management Fund ( G I G )  to be accomplished 
primarily through price adjustments (Appendix Table XVII). Toward the 
end of 1981, for the first time, the government sales price of rice was 

The reduction in the central government deficit will 
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raised above the purchase price by about 2 per cent. During 1982, the 
gap between these two prices is expected to be widened to about 10 per 
cent. 

Central government revenue is projected to increase by 26.7 per 
cent (12.1 per cent in real terms), implying a rise in its share of GNP 
by 1 full percentage point to 21 per cent. Of this increase, about 
0.9 percentage point of GNP is to come from the underlying elasticity of 
the tax system and the remainder from discretionary tax changes (see 
Supplement 1 to this report for a detailed description of these changes). 
To sustain revenue performance and tax elasticity, a composite tax, 
which includes both surtax and direct tax elements, has been introduced 
for a period of five years. 
revenues of about W 300 billion per year during 1982-86, and its proceeds 
have been earmarked to finance additional expenditures in education. 
The 1982 changes in corporate and personal income tax laws are designed 
to improve efficiency and equity of the tax system and to raise personal 
disposable incomes of middle-income groups, particularly wage and salary 
earners. 
reductions in rates to reduce the disparities between open and closed 
corporations and to sharpen the progressivity of the rate structure; 
changes in certain deductions and tax credits in order to favor smaller 
companies and to promote technology and manpower development; reduction 
in the number of so-called "key" industries, and within these, a gradual 
shift toward indirect tax incentives and away from direct tax exemptions; 
introduction of a minimum tax on public corporations; and imposition of 
limits on special expenditures, deductions, and tax credits available to 
private companies which in effect also places a minimum tax on private 
corporations. 

It is expected to generate annual average 

Major changes have been made in the tax status of corporations: 

Changes in personal income taxation include a reduction in tax rates, 
notably for the middle-income brackets, the introduction of unified treat- 
ment of wage and salary earners, increases in the standard deduction for 
spouse and the special deduction for handicapped persons, and rationaliz- 
ation of deductions for education allowances, donations, and medical 
expenses. Other changes in the tax law for 1982 include reductions and 
rationalization of capital gains and inheritance taxes, and a revision 
of special excise tax rates to reflect differences in income elasticities 
of demand by product as income grows. In addition, import duties for 
340 items have been adjusted and rationalized, resulting in a decline of 
the simple average tariff rate from 24.9 per cent to 23.4 per cent and 
in the import-weighted average rate from 12.8 per cent to 12.4 per cent. 

The net revenue gain for 1982 from these tax measures is estimated 
at about W 31.3 billion, or approximately 0.1 per cent- of GNP; additional 
revenue resulting from the education tax (W 237.9 billion) and changes in 
special excise tax rates (W 18.2 billion) will be largely offset by reve- 
nue losses associated with increased deductions and lower tax rates for 
individual income taxpayers. The positive revenue impact of corporate 
tax changes will be realized only from 1983, based on returns from the 
1982 income year. 
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Despite the tighter fiscal stance for 1982 as a whole, steps have 
again been taken to bring forward into the first half about 60 per cent 
of public sector investment projects, most of which were scheduled to 
commence later in the year, and a relatively large amount of housing 
loans will be released during the first quarter. In addition, the 
temporary investment tax credit has been extended through the end of the 
year. Net domestic bank borrowing by the public sector is projected to 
account for about 14 per cent of net domestic credit expansion, compared 
with 16 per cent in 1981. 

For the year as a whole, central government expenditure is projected 
to increase by 17.3 per cent (3.8 per cent in real terms), implying a 
reduction in its share of GNP to 22.8 per cent from 23.5  per cent in 1981. 
The growth in current outlays will slow from last year, reflecting the 
sharp decrease in the rate of growth of wage and salary payments, which 
will rise by only 1.7 per cent in real terms, due mainly to an average 
increase of only 9 per cent in nominal wage rates for civil servants, 
compared with 15 per cent in 1981. The increase in subsidies to NFPEs is 
to cover the deficit of the national railway. By contrast, capital 
spending is projected to increase by 17.7 per cent in real terms. The 
marked decline in net lending to NFPEs results almost entirely from the 
elimination of telecommunications from the NFPE sector. The continuing 
high level of net lending to others is primarily attributable to the 
operations of the National Investment Fund and the National Housing Fund 
(Appendix Tables XI and XIII). 

The expenditure estimates for 1982 entail a continuation of recent 
trends in the composition of spending, although defense outlays are 
forecast to drop t o  about 2 7  per cent of the total from around 30 per 
cent the last two years. Social expenditures (education, social security 
and welfare, and housing and community amenities, all priority areas 
under the Fifth Plan, 1982-86) will rise to almost 28 per cent of the 
total in 1982, up from 24 per cent last year, reflecting real rates of 
growth in each component of nearly 20 per cent or more. 

To improve fiscal planning the authorities have introduced in 1982 
a medium-term plan to serve as a guide for year-to-year implementation 
of the budget. This three-year revenue and expenditure plan serves as 
a logical link between the annual budget and the Fifth Plan. Its 
objectives are to ensure that the composition and level of development 
expenditure evolve in accordance with government priorities and changes 
in resource availability. Toward these ends, the medium-term fiscal 
guidelines will be complemented in 1983 by introducing a system of 
zero-based budgeting that will streamline budget procedures. 

d. Public enterDrise Derformance 

The five nonfinancial public enterprises (Railroads, Communications 
Service, Office of Monopoly, Supply Fund, and Grain Management Fund), 
which, together with the Central Government, constitute the available 
public sector, have particular significance for fiscal management because 
of the effects of official pricing policies on their financing require- 
ments. Throughout the period 1978-81, these enterprises were in combined 
deficit, and a further deficit is forecast for 1982. 
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Railroads have experienced small operating surpluses since 1978 
through periodic revisions in charges, with their investment program 
financed largely by borrowings; in 1982, however, the railway will re- 
ceive a W 22.6 billion current subsidy. The capital expansion program 
for 1982 is estimated at W 228.6 billion, up significantly from the 
previous two years, when investment averaged about W 170 billion. 
Sources of financing typically include foreign borrowing and loans from 
the Central Government, effected through the Korean Development Bank. 

For the Communications Service, operating profits in the past on 
telecommunications substantially exceeded operating losses of the postal 
service, so that, until 1979, its investment program was financed from 
internal sources. However, in 1980 and 1981, when the automatic tele- 
phone dialing system was installed, investment spending from the 
Communications Account increased to W 550.5 billion and W 1,048.9 bil- 
lion, respectively. As a result, recourse to central government lending 
amounted to W 97 billion in 1980 and W 255.5 billion in 1981. Addi- 
tionally, significant amounts of financing were raised through telephone 
bonds. As mentioned previously, the establishment of the KTA in 1982 
leaves the Communications Account with only the small postal service. 
Consequently, in 1982 the Communications Service deficit will be only 
W 0.5 billion, to be financed through changes in cash balances with 
deposit money banks. 

The Office of Monopoly Enterprise markets tobacco and ginseng. Be- 
cause prices of these commodities have been increased regularly in recent 
years, revenue transfers to the Central Government from the Monopoly 
Enterprise Special Account have increased at an average annual rate of 
34 per cent during 1978-81 and are expected to increase by 25 per cent 
in 1982. 

The Supply Fund is responsible for government procurement and also 
purchases goods from the private sector during periods of slack demand 
for subsequent resale. During the recessionary years of 1980-81, borrow- 
ings from the BOK were higher than usual, in order to help finance the 
purchase of manufacturers' inventories as part of the overall program of 
fiscal stimulus. In 1982, BOK borrowings are budgeted to be maintained 
at the 1981 level of W 50 billion, although the 1982 deficit is projected 
at W 58.9 billion, compared to W 10.1 billion in 1981. 

Through the Grain Management Fund (GMF), the Government purchases 
and sells approximately one quarter of the country's production of grains, 
principally,rice and barley, and controls all necessary grain imports. 
Until 1981, purchase prices had been set higher than selling prices (both 
of which were higher than world prices), in line with the policy of 
encouraging production and raising farm incomes. The deficit of the GMF 
in any one year is dependent on the relationship between the purchase 
and selling price, the relative amounts of domestic purchases and im- 
ports, inventory movements, and the timing of payments to growers.11 - 
11 A more detailed description of the GMF's operations is contained 

in-Annex I1 of SM/77/97 (512177). 
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The deficits on the operations of the GMF have been substantial through- 
out much of the past five years, and they have generally been financed 
by borrowing from the BOK and by the placement of grain bonds with the 
deposit money banks and other financial institutions. 

Recent operations of the GMF are detailed in Appendix Table XVII. 
The substantial increase in the GMF operational deficit in 1981 to an 
estimated W 325 billion, compared with a small surplus originally 
forecast, was the result essentially of an increase in rice stocks. 
This stockpiling was the combined result of a decline in rice consumption 
in the wake of the 1980 crop failure and .a decision by the authorities 
to build up official rice stocks to more comfortable levels. At the 
end of 1981 official stocks stood at about 10 million sok (1.44 million 
M.T.), or about three months' consumption, which is regarded by the 
authorities as the minimum adequate level of national stocks. Private 
stocks, which would normally amount to about 2 to 3 million sok, were 
negligible by late 1981, largely because an intensive government campaign 
aimed at publicizing the recovery of agriculture in 1981 so as to dis- 
courage hoarding, had convinced the public that rice prices would drop 
substantially, with the result that private stocks were dissipated 
before the harvest. Consequently, the Government was forced to hold 
more stocks than it had planned. The resulting larger deficit was 
financed by borrowings from the BOK and issues of grain bonds to the 
general public at market rates. 

The projected reduction of the GMF deficit in 1982 by over 20 per 
cent is based on the expectation that release prices for rice will con- 
tinue to be raised during the course of the year to about 10 per cent 
above the purchase price. In late 1981, for the first time, the GKF 
rice release price was raised above the purchase price, by about 2 per 
cent. Net borrowing from the BOK is expected to be W 200 billion in 
1982 partly for repayment of grain bonds held by banks and the public. 

The Fertilizer Fund, while not included in the public sector in the 
fiscal accounts, is a government-controlled agency which has access to 
borrowings from the BOK. As shown in Appendix Table XVIII, its deficit 
has increased each year since 1978, with significant BOK borrowings 
(W 100 billion) in 1981. The Fertilizer Account (FA) deficit depends 
on the relationship between the purchase and selling prices, the relative 
amounts of domestic purchases and imports, the types of fertilizer handled, 
and inventory movements. Although the Government has regularly adjusted 
both selling and purchase prices of fertilizers, the former is still 
well below the latter. Because the authorities are now in the process 
of reorganizing, rationalizing, and consolidating fertilizer operations 
into fewer plants which can operate nearer peak capacity, no official 
projections for FA revenues, expenditures, and financing are available 
for 1982. 
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111. External Developments 

1. Overview 

Korea's balance of payments came under severe pressure in 1979-80. 
The current account deficit quadrupled in 1979 to USS4.2 billion (6.9 per 
cent of GNP) and further widened to USS5.3 billion (9.4 per cent of GNP) 
in 1980 (Table 19 and Chart 9). The external position was initially 
weakened by the expansionary domestic policies pursued during 1977-78, 
which resulted in strong demand pressures and a gradual erosion of 
external competitiveness. These difficulties were seriously compounded 
by the oil price hikes: the price-induced increases in the oil import 
bill during 1979-80 amounted to USS3.4 billion, equivalent to 6 per cent 
of GNP. Sharply rising international interest rates and weak external 
demand were also important factors in the worsening of the payments 
posit ion. 

The strong adjustment measures taken in 1980, which included a sub- 
stantial depreciation of the won in real terms combined with tight finan- 
cial policies, led to considerable external adjustment during 1980-81. 
In 1980, even though the current account deficit widened, the increase 
was equivalent to less than one half of the price-induced rise in the 
oil import bill (Table 20). In 1981, the current account deficit declined 
to USS4.7.billion (7.5 per cent of GNP); adjusted for the exceptional 
rice imports necessitated by the poor 1980 harvest, the underlying 
current account deficit in 1981 was only about 6.5 per cent of GNP. 

The external adjustment was brought about mainly by favorable devel- 
opments in the trade account. Despite a decline in the terms of trade 
of 17 per cent in 1980 and 3 per cent in 1981, the trade deficit remained 
unchanged at USS4.4 billion in 1980 and declined to USS3.2 billion in 
1981. This performance was attributable to a rapid expansion in exports, 
combined with a sharp slowing in import growth. Exports performed remark- 
ably well, reflecting largely the gains in Korea's competitive position 
following the depreciation. Although external demand remained weak, the 
volume of exports grew by over 30 per cent in 1980-81, compared with a 
slight decline in 1979; in value terms, the increase totaled 42 per cent. 
By contrast, the import value rose by only 26 per cent during the same 
period, reflecting the restraining effect of the depreciation, the tight 
monetary policy, and generally depressed domestic economic activity. 
The import volume rose by only 5 per cent in 1980-81, a substantial drop 
from the average annual growth rate of 21 per cent recorded during 1977-79. 

The services account deteriorated sharply in 1980-81, partly off- 
setting the gains in the trade account. The deficit on the services 
account, which was only USS0.2 billion in 1979, widened substantially to 
USS1.4 billion in 1980, and to USS2.0 billion in 1981. This trend is 
attributable mainly to large increases in interest payments, owing to 
high international interest rates and Korea's rising external debt. The 
widening deficit on the transportation account, reflecting higher oil 
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Table 19. Korea: Balance of Payments, 1978-81 

(In millions of U.S. dollars) 

1981 
Prov. 
- 

1978 1979 1980 Actual 

Trade balance 
Exports, f.0.b. 
Imports, f .o.b. 
Oil and oil products 

Services (net) 
Freight and insurance 
Investment income 
Receipts 
Payments 

Overseas construction (net) 
Other (net) 

Transfers (net) 

Current account 

Medium- and long-term capital 
Direct investment (net) 
Loans to private sector 
Loans to public sector 
Amortization 
Loans to nonbank financial 
institutions (net) 11 

Trade credits and other (net) 

Private short-term capital 
Errors and omiasions 
Allocation of SDRs 

Over a1 1 ba 1 anc e 

Monetary movements 11 
Assets 
Liabilities 
Use of Fund credit (net) 
Other, of which: 
Short-t erm 
Medium- and long-term 21 

-1,781 
12,711 
-14,491 
(-2,200) 

224 
-122 
-742 
(286) 

(-1,028) 
1,049 
-39 

472 

-1,085 

2,166 
89 

1,930 
820 
-825 

136 
-16 

-1,171 
-312 

- 

-402 

402 
-37-7 
779 
-112 
891 
(917) 
(-26) 

-4,396 
14,705 
-19,100 
(-3,360) 

-195 
-197 

-1,181 
(332) 

- 

(-1,513) 
1,399 
-216 

439 

-4,151 

2,663 
35 

1,622 
1,086 
-1,123 

1,177 
-134 

844 
-350 

22 

-973 

97 3 -m 
1,970 
-125 
1,995 
(1,583) 

- 

(412) 

-4,384 
17,214 
21,598 
(-5,825) 

-1 386 
15 
L 

-2,102 
(5531 

(-2,655) 
1,451 
-750 

449 

-5,321 

1,857 
6 

1,416 
1,518 
-1,085 

179 
-177 

1,945 
-396 

25 

-1,890 

%E 
2,753 
593 

2,160 
(2,030) 
(130) 

-3,254 
20,850 

-24,105 
(-6,638) 

-1,998 
195 

-2,950 

(-3,661) 
1 , 860 

-1,103 

512 

-4,741 

2,766 
96 

1,172 
1,628 
-1,235 

1,056 
50 

-6 8 
-291 
25 

-2,309 

2,309 

2,635 
628 

2,007 
(1,161) 
(841) 

- 

(711) 

- 

?m 

Sources: Bank of Korea, Monthly Economic Statistics (December 1981); 

1/ Comprising mainly loans to the Korean Development Bank (KDB), the 
data provided by the Korean authorities; and staff estimates. 

Export-Import Bank of Korea (KEXIM), Korea Long-Term Credit Bank, and 
merchant banks. 

biii t i e s . 
a d  commercial banks. 

2 1  A negative sign indicates an increase in assets or a decrease in l i a -  

31 Including loans t o  the Bank of Korea, the Korean Exchange Bank ( K E B ) ,  
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Table 20. Korea: Developments in External Trade, 1977-81 

(In annual per cent changes; unless otherwise indicated) 

1977 1978 1979 1980 1981 

Exports-value 
Volume 
Unit value 

Imports-value 
Volume 
Oil 
Non-oil 

Unit value 
oi 1 
Non-o il 

28.5 26.5 
19.0 14.2 
9.5 10.7 

18.5 16.3 
-0.9 10.6 
19.5 5.3 

21.1 
18.7 
2.0 

23.2 38.5 
20.5 31.2 

(23.8) (35.2) 

(6.4) ( 3 . 4 )  

(17.1) (6.0) 

2.3 5.6 

(2.2) (5.6) 

Terms of trade 7.0 4.9 

Foreign market growth - 1/ 6.8 9.5 

Average LIBOR - 2 /  (in per cent) 6.0 . 8.7 

Korea's real GNP 10.3 11 -6 

Memorandum items: 

Change in current account 
deficit (US$ million) 317 -1,098 

Price-induced change in 
oil import bill 180 80 

Current account deficit 
2.3 in per cent of GNP -- 

35.9 13.1 
11.8 -13.8 
(2.7) (-0.8) 
(11.0) (-14.3) 
22.1 26.9 
(41.7) (82.9) 
(16.5) (15.0) 

-2.1 -17.0 

5.3 1.6 

12.0 14.4 

6.4 -6.2 

-3 ,066 -1,170 

1,010 2,370 

6.9 9.4 

11.6 
6.3 

(-1.8) 
(9.0) 
5.0 

(15.3) 
(1.9) 

-3.0 

5.0 

16.5 

7.1 

58 0 

84 0 

7.5 

Sources: Bank of Korea, Monthly Economic Statistics (December 1981); 
and staff estimates. 

I/ Weighted average of growth in partner countries' (non-oil) import 

2 1  Three-month Euro-dollar deposits. 
voiume . 
- 
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costs, was also a contributing factor. Receipts from overseas construc- 
tion services stagnated in 1980 because of events in the Middle East, 
but resumed their growth in 1981 and so helped to limit the deterioration 
in the services account. 

A large part of the current account deficit continued to be financed 
by medium- and long-term nonbank borrowing. In 1980, however, net inflows 
of long-term capital declined considerably, owing to the temporary post- 
ponement of planned borrowings from banks in view of the political uncer- 
tainties following the assassination of President Park in October 1979. 
Consequently, short-term capital inflows during the year were exceptionally 
large as greater reliance was placed on short-term trade credits. The 
overall deficit in the balance of payments (defined to include as financing 
items all borrowings of the banking system) nearly doubled to USS1.9 bil- 
lion, with the bulk of the deficit financed through short-term borrowing 
by banks. With the political situation stabilizing, long-term capital 
flows returned to their normal pattern in 1981 and provided most of the 
financing; short-term capital actually swung into a small net outflow. 
Largely because of the turnaround in short-term capital movements, the 
overall payments deficit widened to USS2.3 billion. Short-term borrowings 
of the banking system also fell, but their medium-term borrowings rose 
to provide the needed scale of financing. Net use of Fund credit during 
1980-81 amounted to about US$600 million per year. 

The financing requirements of 1980-81 raised Korea's external debt 
from 31 per cent of GNP in 1979 to 48 per cent in 1981; during this 
period, the debt-service ratio rose from 15 per cent to 20 per cent. 
Gross international reserves increased in 1980-81 by US$1.2 billion, 
but in terms of coverage of imports of goods and services, they 
declined slightly. The exchange and trade system, which was not signi- 
ficantly changed in 1980 when the balance of payments pressures were 
particularly heavy, was liberalized further in 1981. 

2. Exchange rate developments 

For a period of five years until January 12, 1980 the won had been 
pegged to the U.S. dollar at a fixed rate of W 484 per U.S. dollar. 
During 1977-79, the nominal (trade-weighted) effective exchange rate had 
depreciated moderately, but since prices and unit labor costs in Korea 
had been rising much faster than in trading partners, particularly in 
1978-79, there had been a gradual loss in external competitiveness, 
leading to a weakening export performance in the late 1970s. In order 
to reverse this trend, the won was depreciated by 16.6 per cent on 
January 12, 1980. At the end of February 1980, a flexible exchange rate 
regime was adopted whereby the exchange rate of the won was determined 
on the basis of a currency basket, with other factors also taken into 
account. Under this arrangement, the won was permitted to move further 
downward during the course of the year, bringing the total effective 
depreciation to about 30 per cent in nominal terms between the fourth 
quarter of 1979 and the fourth quarter of 1980 (Chart lo); in real terms, 
the depreciation was 11 per cent, approximately restoring Korea's external 
competitiveness to its 1976-77 level (Table 21 and Appendix Table XIX). 
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CHART 10 

KOREA 

INDICES OF EXCHANGE RATES' AND 
RELATIVE PRICES, 1978-81 

1975 = 100 
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Swrces: IMF. Inrernarional Financial Srarisrics; and naff estimates. 
'Ouarterly averages; an increase in the index indates an appreciation of the won 
ZRatio of Korean wholesale prices to wholesale prices of trading parinert. 
3Norninal effective exchange rate adjusted for relative rates of inflation (WPI). 
4Trade weighted. 
5~reliminary. 
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Table 21. Korea: Indices of Exchange Rates 1/ 
and Relative Prices, 1975-81 

- 

(1975 = 100) 

Period 
Averages 

Nominal Real 
Effective Effective 
Exchange Re la t ive Exchange 
Rate 2/ Prices 31 Rate 41 
(1) - (2) - (1) x T2) 

1975 
1976 
1977 

1979 
1980 
1981 

1978 

1978 I 
I1 ' 

I11 
IV 

1979 I 
I1 
I11 
IV 

1980 I 
I1 
I11 
IV 

1981 I 
I1 
111 
IV 

100.0 
101.7 
98.6 
89.4 
90.2 
71.5 
66.1 

100.0 
106 0 
110.9 
117.9 
126.4 
153.1 
175.6 

100.0 
107.8 
108.0 
105.4 
114.2 
109.2 
116.1 

93.3 115.6 107.9 
91.4 116.5 106.5 
86.9 118.7 103.2 
86.0 120.7 103.8 

88.4 120.6 106.6 
90.2 124.5 112.3 
89.7 131 .O 117.5 
92.4 130.1 120.2 

77.4 141.7 109.8 
73.3 152.5 111.7 
69.9 155.0 108.4 
65.5 163.1 106.8 

64.9 
66.1 
67.6 
65.7 

169.6 110.1 
176.0 116.4 
179.1 121.1 

116.9 5/ 178.0 - 51 - 

Sources: IMF, International Financial Statistics; and staff estimates. 

1/ An increase in the index indicates an appreciation of the won. 
2/ Trade-weighted. 
3 /  Ratio of Korean wholesale prices to wholesale prices of trading 

4/ Nominal effective exchange rate adjusted for relative price changes. 
- 5/ Preliminary. 

- 
- 

paitners. 
- 
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During the first nine months of 1981, the won was allowed to move 
upward with the U.S. dollar, leading to an effective appreciation of 
3 per cent in the nominal value of the won between the fourth quarter of 
1980 and the third quarter of 1981. As relative prices were also moving 
against Korea, the won appreciated in real terms during this period by 
some 13 per cent. In November, partly in line with the weakening of the 
U.S. dollar, the won depreciated somewhat in nominal terms, so that in 
the fourth quarter of 1981, the index of the nominal effective exchange 
rate for the won was approximately the same as a year earlier. Never- 
theless, since the rate of inflation in Korea, while decelerating sharply 
in the second half of 1981, remained higher than i n  trading partners, 
the real effective exchange rate for the won in the last quarter of 1981 
was still almost 10 per cent higher than a year earlier. 

3.  Developments in exports 

a. Overall trends 

The weakening trend in exports of the late 1970s was reversed in 
1980. The volume of exports, which had actually declined during 1979, 
resumed an upward trend in the first quarter of 1980, and continued to 
grow strongly through the third quarter of 1981 (Table 22). 
of exports rose by 11 per cent in 1980 and 19 per cent in 1981, compared 
with an average volume growth of 11 per cent per year during 1977-79. 
value terms, exports increased by 16 per cent and 21 per cent in 1980 
and 1981, respectively. This recovery in exports occurred in spite of 
continuing weak external market conditions; foreign market growth for 
Korea’s exports (approximated by the weighted average of the growth in 
the non-oil import volume of Korea’s major export markets) rose by less 
than 2 per cent in 1980 and about 5 per cent in 1981, compared with an 
average market growth rate of over 7 per cent per year in the late 1970s. 
The favorable export performance thus primarily reflected substantial 
gains in Korea’s market shares, owing to the improved competitiveness 
achieved in 1980 and more vigorous efforts to diversify markets. In the 
second half of 1981, however, there was a significant weakening of ex- 
ports, with the arrivals of letters of credit falling by 5 per cent in 
real terms over the second half of 1980; following the usual lags, this 
led to a weakening of actual exports in the last quarter of 1981. 

The volume 

In 

The policy emphasis on investment in heavy and chemical industries 
of the late 1970s resulted in some changes in the commodity structure of 
Korean exports in 1980-81. Ships emerged as an important export item 
and exports of metal and metal products also rose rapidly, but the export 
performance of chemical products was mixed. On the whole, however, 
light manufactures retained their dominant position. The share of textile 
and clothing, the largest group of exports, which amounted to about 32 per 
cent in the mid-1970s was still 29 per cent in 1980-81 (Appendix Table XX) 
Similarly, the share of footwear exports remained at around 5 per cent, 
and exports of electrical machinery and electronics accounted for an 
average of 10 per cent of total exports in 1980-81, the same share as in 
the mid- and late-1970s. On the other hand, the relative importance of 
exports of wood and wood products fell, partly because of sluggish demand. 
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Table 22. Korea: Exports and Export Orders, 1978-82 

(In per cent change from preceding year) 

Exports Export Orders 1/ 
Value Volume Value Volume 

1978 I 28.3 19.2 19.3 12.6 
I1 24.5 14.5 18.8 5.8 
I11 26.2 12.7 30.0 11.3 

-1.9 IV 

Year 26.5 14.2 21.7 6.6 

- 19.3 - 16.5 - 27.2 - 

1979 I 
I1 
111 
IV 

17.4 -3.4 24.3 -0.6 
19.7 -1 -4 12.9 -6.2 
24.4 3.2 5.1 -8.7 

-10.8 13.1 - -1 -3 - -0.7 - - 
Year 18.5 -0.9 9.8 -6.5 

1980 I 
I1 
1x1 
IV 

21.6 12 .o 14.7 8.5 
14.3 6.5 9.7 4.9 
12.0 .6.6 25.6 20.6 

43.2 18.1 - 49.3 - 16.8 - - 
Year 16.3 10.6 24.4 18.8 

1981 I 
I1 
111 
IV 

22.9 20.5 24.8 18.0 
30.9 25.4 30.0 22.0 
23.5 22 .o 2.1 -3.9 

-6.2 10.5 - -3.1 - 8.4 - - 
Year 21.1 18.7 12.4 6.7 

1982 January 5.5 
February 3.7 

... -7.0 ... ... -9.9 ... 

Sources: Bank of Korea, Economic Statistics Yearbook (various issues); 
data provided by the Korean authorities; and staff estimates. 

11 Arrivals of export letters of credit. - 
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In 1980, over half of the growth in exports stemmed from the rapid 
expansion in selected heavy machinery and chemical exports. Exports 
of metal and metal products (accounting for 14 per cent of total exports) 
rose by 43 per cent in value terms, ship exports by 20 per cent, and 
chemicals by 47 per cent (Appendix Tables XX and X X I ) .  Below average 
performances were recorded for some of the traditional mainstays of 
light manufactures, such as textiles and clothing, wood and wood products, 
and electrical machinery and electronics (including television sets, 
radios, and telecommunication equipment). This group of exports--demand 
for which is relatively price sensitive--was still suffering from the 
cumulative effect of past losses of competitiveness, including low pro- 
ductivity because of insufficient investment to upgrade technology and 
equipment. 
weak and partly restricted by protectionist measures. Export growth in 
1981 was more broadly based, with considerable improvements in light 
manufactures. Led by strong performance in textiles and clothing, light 
manufactures exports rose by almost 20 per cent. Heavy manufactures 
also grew strongly, with ship exports more than doubling. The weak per- 
formers were exports of electrical machinery, electronics, and chemicals. 

External demand for these products was also exceptionally 

Efforts to diversify markets were successful in 1980-81 as evidenced 
by the marked shift in the directional pattern of exports. 
exports to the main industrial countries, which had already fallen from 
80 per cent in the early 1970s to about 6 5  per cent in the late 19708, 
dropped further to well below 6 0  per cent in 1981 (Table 2 3 ) .  With the 
share of exports to oil-producing countries also declining, the share of 
a group of over 150 mainly developing countries rose from 25 per cent in 
the late 1970s to about 35 per cent in 1981. The decline in the share 
of the traditional markets in the industrial countries partly reflected a 
slowdown in demand and the effect of protectionist measures; exports to 
oil-producing countries, mainly associated with the expanding construction 
activity of Korean firms in the Middle East and the associated supply of 
materials and equipment, have recently been adversely affected by import 
substitution efforts in host countries. 

The share of 

Korea's trade with the United States continued to show a small defi- 
cit in 1980-81, while the traditionally large deficit with Japan persisted 
(Table 2 4 ) .  
the trade deficit with the oil-producing countries increased sharply, 
averaging about US$4 billion in 1980-81. 
other countries, which had shrunk in 1979, widened substantially in 
1980-81, and the global trade deficit also narrowed during this period. 

As a result of the increases in oil prices during 1979-80, 

However, the trade surplus with 

b. Trade measures affecting exports 

Currently, 148 items of Korean exports (mainly labor-intensive, 
light manufactures, equivalent to about 29 per cent of total exports) 
are subject to protectionist measures in major foreign markets. 
these measures were introduced in the mid to late 1970s and were a factor 
contributing to the deterioration in export performance in the late 
1970s; they also spurred export diversification into new areas, such as 

Most of 
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Table 23. Korea: Direction of Exports, 1971 and 1978-81 

(In per cent of total exports) 

1971 1978 1979 1980 1981 
Jan. - 
Nov . 

United States 

Japan 

Saudi Arabia 

Germany, Fed. Rep. of 

United Kingdom 

Canada 

Other Asia 

Other oil exporters 

Other 

Total 

49.8 

24.6 

-- 

2.9 

1.3 

2.7 

6.4 

0.2 

12.1 

100.0 

31.9 

20.7 

5.6 

5.2 

3.1 

2.6 

6.3 

4.4 

20.6 

100.0 

- 

29.1 

22.3 

4.7 

'5.6 

3.6 

2.6 

7.4 

4.9 

20.6 

100.0 

26.3 

17.4 

5.4 

5 -0 

3.3 

2 .o 

9.3 

3.5 

27 e 8  

100.0 

- 

26.3 

16.2 

5.1 

3.8 

3.4 

2.2 

9.5 

2.8 

30.7 

100.0 

Source: Bank of Korea, Economic Statistics Yearbook, (various issues). 
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Table 24. Korea: Trade Balances with Selected 
Partner Countries, 1971 and 1978-81 

(In millions of U . S .  dollars) 

1971 1978 1979 1980 1980 1981 
Jan. - Jan. - 
NOV NOV 

Japan 
Export s 
Imports, c.i.f. 

United States 
Exports 
Imports, c.i.f. 

Oil producers 
Exports 
Imports, c.i.f. 

Other 

Total - 1/ 

-692 
262 
-954 

-146 
532 

-678 

-173 
17 

-190 

- 

- 

- 

-315 - 
-1,326 

-3,354 
2,627 

-5,981 

1,010 
4,058 

-3,043 

-1,379 
1,226 

-2,605 

1,462 

-2,261 

-3,304 

-6,657 

-229 

-4,603 

-2,224 
1,447 

-3,671 

3,353 

4,374 

. 473 

-5,284 

- 

-2,819 
3,039 

-5,858 

-283 

-4,890 

-4,005 
1,793 

-5,798 

- 

4,607 

- 

2,320 

-4,787 

-2,527 
2,772 

-5,299 

-225 

- 

4,150 
-4,375 

-3,271 
1,625 

-4,896 

1,767 

-4,256 

-2,509 
3,145 

-5,654 

-158 
5,114 

-5,272 

-3,302 
1,773 

-5,075 

2,005 

-3,964 

Source: Bank of Korea, Economic Statistics Yearbook (various issues). 

1/ Differs from Table 1 because of partial inclusion of freight and insurance 
in-impo r t s 
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chemicals and heavy industries. In 1980-81, three new trade barriers 
were introduced, but a small number of restrictions were removed or 
relaxed. 

Trade barriers on Korean exports are currently applied by the Euro- 
pean communities and 15 industrial countries; they affect traditional 
export commodities (such as marine products, textiles, footwear, and 
other leather goods) and new export products, such as steel and steel 
products, some rubber products, and electronic consumer goods (Appendix 
Table XXII). The measures include import and tariff quotas, voluntary 
export restraint agreements, special import licensing limitations, and 
administrative guidance. New trade barriers introduced in 1980-81 
included increases by the United States in the existing tariffs on 
imports of canned mushrooms and porcelain in steel cookware; and the 
introduction by Canada of a global quota on imports of nonleather 
footwear. Also in 1980-81, the United States replaced the quota on 
specialty steel products by placing these products under administrative 
surveillance arrangements in January 1981 (whereby countervailing or 
antidumping duties could be imposed), and Finland replaced the special 
import licensing requirement for textiles by a bilateral quota on certain 
textiles. In 1981, the United States removed the restrictions on imports 
of handbags, citizen band receivers, and footwear. 

4 .  Imports 

In 1980-81, the expansion in the value of imports decelerated 
markedly from the exceptionally high rates recorded in the late 1970s. 
The slowdown was brought about initially by a sharp cutback in import 
volume and was reinforced by a recent moderating trend in import prices. 
In 1980, the value of imports expanded by only 13 per cent, despite a 
27 per cent increase in import prices following the second oil shock. 
In volume terms, imports fell by 13.8 per cent, with the volume of oil 
imports declining by about 1 per cent and that of non-oil imports falling 
by over 14 per cent. Several factors contributed to this decline: the 
tight financial policies, the restraining effect of the depreciation, 
the sluggishness of investment demand, the income-reducing impact of the 
sharp deterioration in the terms of trade, and the fall in rural incomes. 
With the exception of imported raw materials for export production, 
grains, and oil, all other broad categories of imports declined. In 
nominal terms, capital goods imports fell especially sharply (21 per 
cent), followed by consumer goods (15 per cent) and raw materials for 
domestic production ( 6  per cent) (Appendix Table XXIII). In volume 
terms, the decline in these imports was even more pronounced as import 
prices for these categories increased by between 9 per cent and 23 per 
cent. Imports of raw materials for export production rose by 13 per 
cent in value; however, this increase was considerably less than the 
expansion in exports, reflecting a drawdown in inventories, as well as 
more efficient use of imported raw materials following the depreciation. 
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The growth in the value of imports slowed further to 12 per cent 
in 1981. Since the volume of imports rose, this slowdown was made pos- 
sible by a deceleration in the increase in import prices to 5 per cent, 
with oil prices increasing by 15 per cent and non-oil import prices by 
only 2 per cent. Oil imports declined by 2 per cent in volume terms as 
a result of strong conservation and oil-substitution efforts. The volume 
of non-oil imports grew by about 6 per cent, of which about 2.5 percentage 
points were accounted for by the exceptional grain imports necessitated 
by the crop failure of 1980. The resumption of growth in other imports 
reflected the recovery of domestic demand and the strong growth (21 per 
cent in value) in imported raw materials for export production. Con- 
sumer goods rose by 15 per cent in value, but imports of raw materials 
for domestic production increased by only 9 per cent, reflecting weak 
investment demand. 

The commodity structure of Korea's imports was significantly affected 
by the increases in oil prices and the sharp curtailment of most non-oil 
imports. Despite the decline in oil consumption, the price hikes raised 
the share of petroleum imports--mainly crude oil--from an average of 
15 per cent in 1977-78 to an average of 25 per cent in 1980-81; by com- 
parison, the share in the early 1970s averaged 8 per cent. The increase 
in the share of oil was approximately matched by a drop in the share of 
capital goods imports, from an average of 30 per cent in the late 1970s 
to 20 per cent in 1980-81. The share of raw materials for export pro- 
duction increased to about 23 per cent, but remained below the average 
of the 1970s, partly because of increased import substitution. 

The changes in the commodity structure of imports also affected the 
directional pattern of imports. While Japan and the United States remained 
the principal suppliers, their relative importance declined significantly 
over the years, whereas the relative share of oil producers increased. 
Japan's share fell to 25 per cent in 1981 from 40 per cent in 1978--a 
trend that partly reflects the recent sharp decline in imports of capital 
goods. With increasing diversification of sources of imports, the share 
of countries other than the principal industrial and oil-producing coun- 
tries increased steadily to 22 per cent in 1981, about double their 
share in the early 1970s (Appendix Table XXIV). 

5 .  Services and transfers 

The services account deteriorated substantially in 1980-81, with 
the deficit rising from about US$200 million in 1979 to USS1.4 billion 
in 1980 and further to USS2.0 billion in 1981. This deterioration is in 
sharp contrast to the 1970s when the balance on the services account 
fluctuated within a relatively narrow range of US$250 million siirplus or 
deficit. The recent increases in the deficits were caused primarily by 
larger investment income payments, mainly interest payments. Another 
contributing factor was the widening deficit in the transportation 
account, a consequence of the oil price increases. Net receipts from 
overseas construction, which include workers' remittances, have been by 
far the single largest net inflow item; they stagnated in 1980, but 
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recovered in 1981. Changes in the other components of the services 
account were relatively minor. Net transfers remained stable at around 
uS$500 million in the last few years. 

Investment income payments consist almost entirely of interest 
payments on foreign debt, which now constitute over 40 per cent of total 
service payments. 
over USS1.5 billion in 1979 to USS2.7 billion in 1980 and USS3.7 bil- 
lion in 1981. In fact, these increases exceeded the increases in the 
deficits of the services account during this period. The larger inter- 
est payments were due both to rising external debt and higher inter- 
national interest rates, combined with an increase in the share of debt 
bearing variable interest rates. The stock of external debt grew by 
55 per cent (US$12 billion) in 1980-81, and the average three-month 
Euro-dollar rate (LIBOR) rose from 12 per cent in 1979 to 16.5 per cent 
in 1981.11 The share of debt bearing variable interest rates has also 
risen, reflecting increased reliance on short-term debt and on medium-to 
long-term loans on commercial terms. 
mainly interest earned on foreign assets of the monetary authorities and 
financial institutions. These receipts rose in 1980-81 in line with 
higher world interest rates. 

Investment income payments grew rapidly from just 

Investment income receipts comprise 

The deficit on the transportation account doubled from about 
US$400 million in 1979 to over US$800 million in 1981. 
mainly from higher charterage and port charges. Net earnings from over- 
seas construction activity 2 1 ,  of which a large component is remittances 
of Korean workers abroad, siagnated in 1980, but increased by almost 
30 per cent in 1981. 
mainly to the political unrest in the Middle East. 
come in 1981 reflects the substantial increases in the number of Korean 
workers abroad (23 per cent) and the value of work completed (50 per 
cent). 

This resulted 

The temporary stagnation in 1980 was related 
The favorable out- 

6. Capital movements 

Medium- and long-term capital inflows consist mainly of borrowings 
by the private and public sectors and, more recently, by nonbank finan- 
cial institutions;3/ direct and portfolio investment inflows are rel- 
atively small. 
After rising rapidly in the late 1970s, medium- and long-term net capi- 
tal inflows dropped by almost one third to USS1.9 billion in 1980, but 
recovered to USS2.8 billion in 1981. These movements reflect fluctuations 
in gross borrowings by nonbank financial institutions; in contrast, 
borrowings by the private and public sectors followed a relatively stable 

CaTital outflows consist mainly of loan repayments. 

11 
beiow . 
21 For details on Korea's overseas construction activity, see sec- 

tion 11, 2 above. 
31 Mainly Korea Development Bank (KDB), Export Import Bank of Korea 

(EXIM), Korea Long-Term Credit Bank, and merchant banks. 

For details of developments on interest payments, see subsection 7 



- 62 - 

course during this period. Borrowings by nonbank financial institutions, 
which rose sharply to USS1.2 billion in 1979, fell to USS0.2 billion in 
1980 and returned to US$1 billion in 1981. The decline in 1980 was rel- 
ated to the civil disturbances early in the year which led to a recon- 
sideration of the long-term borrowing plans for the second half of 1980. 
Rather than taking the risk of having to accept significantly stiffer 
borrowing terms on long-term bank loans, the authorities decided to 
postpone some of the planned borrowings. Borrowing by the private sector 
also declined in 1980 because of the depressed investment activity, but 
borrowing by the public sector increased by about USS0.4 billion to 
USS1.5 billion, owing to strong public sector investment activity. In 
1981, the nonbank financial institutions resumed their medium- and long- 
term borrowings in international capital markets. Public sector borrow- 
ing also rose somewhat, but private sector borrowing continued to decline 
as investment remained sluggish and interest rates continued to rise. 

The widening deficit of the current account in 1980, combined with 
the fall in net inflows of medium- and long-term capital, led to a large 
increase in short-term borrowing in that year (from USS0.8 billion in 
1979 to USS1.9 billion in 1980). This was facilitated by a relaxation 
of regulations in 1979, including an extension of the settlement period 
for imports on a deferred payment basis, and was further encouraged 
by measures taken in 1980 to increase the use of import bills and other 
short-term trade credits. Moreover, the oil price increase led to a 
larger inflow of trade credits for oil imports. In 1981, the short-term 
capital account swung into a small net outflow of US$70 million. 
turnaround, occurring mostly in the last quarter of the year, was brought 
about by a decrease in trade credits to finance trade in general, and 
oil imports in particular; there was also an increase in export credits 
extended by Korea. A narrowing of the differential in the cost of bor- 
rowing between the domestic and external markets, including exchange 
rate expectations, may also have contributed to this turnaround. 

This 

The overall balance of payments, defined to include as financing 
items all external borrowings of the banking system, recorded deficits 
of USS1.9 billion in 1980 and USS2.3 billion in 1981, compared with a 
deficit of under US$1 billion in 1979. Bank borrowing constituted the 
bulk of the financing; net use of Fund credit amounted to 22 per cent 
and 24 per cent of the total financing requirement in 1980 and 1981, 
respectively. In line with the scaling down of medium- and long-term 
borrowing, the short-term foreign liabilities of commercial banks (in- 
cluding the Korean Exchange Bank (KEB), an official institution) and 
branches of foreign banks were built up by US$2 billion in 1980. 
were in the form of an increase in the refinancing of trade credits 
(USS0.8 billion) and a larger use by branches of foreign banks of swap 
facilities to finance domestic lending (USS1.1 billion); the swap facil- 
ities with Bank of Korea were enlarged in early 1980 to facilitate inflows 
of foreign currency loans. In 1981, because of the turnaround in short- 
term capital flows, the overall payments deficit widened slightly. How- 
ever, in contrast to 1980, medium-term borrowings by commercial banks, 
including the KEB, provided a greater share of the financing. Banks' 

These 
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short-term borrowings increased by USS1.2 billion, almost all of which 
stemmed from the increase in refinancing of trade credits; borrowing 
under the swap facilities increased only slightly as the swap limits 
were not raised in 1981. 

Gross official reserves rose by about USS860 million in 1980 and 
further by US$326 million in 1981 (Table 25). In terms of coverage of 
imports of goods and services, gross reserves declined from 2.8 months 
at end-1980 to 2.5 months at end-1981; the coverage ratio had averaged 
3 months in the late 1970s. 

7. External debt 

The widening current account deficits in recent years and the con- 
sequent large financing requirements have led to sharp increases in 
Korea's external debt.11 Between 1978 and 1981, total outstanding 
(disbursed) external dFbt more than doubled to USS32.8 billion 
(Table 26). In real terms, using export unit prices as deflator, the 
stock of debt increased by 76 per cent during this period (Table 27); 
using import unit prices as deflator, the real stock of debt rose by 
36 per cent. During this period, the ratio of external debt to GNF' rose 
from 31 per cent to 48 per cent; and the ratio of debt to exports of 
goods and services grew from 87 per cent to 110 per cent, despite the 
rapid increase in exports in 1980-81. Total debt service (including 
interest payments on short-term debt) rose from USS2.3 billion in 1978 
to USS4.2 billion in 1980 and USS5.5 billion in 1981 (Table 28). With 
debt-service payments outpacing exports, the debt service ratio rose 
from 13 per cent in 1978 to 18 per cent in 1980, and 20 per cent in 
1981. In 1980, sharply rising international interest rates were the 
most important contributing factor, accounting for an estimated 
USS0.7 billion of the USS1.3 billion increase in interest payments. 
In 1981, interest payments increased further by US$1 billion, of which 
USS0.4 billion was due to an increase in interest rates. 

The maturity structure of debt has weakened in recent years as a 
result of heavy recourse, especially in 1980, to short-term borrowings. 
The share of short-term debt in total debt rose from 28 per cent in 1978 
to a peak of 40 per cent in 1980, declining to 38 per cent in 1981 
(Table 26). 
imports in 1978 to 36 per cent in 1981. 
structure has been accompanied by an increase in interest rates. The 
average interest rate on new debt commitments, which had fluctuated 
only slightly around 8 per cent in the late 1970s, increased to 10.5 per 
cent in 1979, 11.4 per cent in 1980 (Appendix Table XXV), and is estimated 

Short-term trade credits increased from 20 per cent of 
The weakening of the maturity 

1/ External debt is defined in this report to cover private and 
pubic long- and short-term debt, including purchases from the Fund. 
Prior approval by the Ministry of Finance is required for the contract- 
ing of foreign debt by both the public and private sectors. Financial 
institutions may contract loans without prior approval, but prior con- 
sultation with the Ministry of Finance is required for loans in excess 
of US$lOO million. 
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Table 25. Korea: International Reserves, 1977-81 

(In millions of U.S. dollars) 

End of Period 1977 1978 1979 1980 1981 

Monetary authorities 

Gold 
SDRs 
Reserve position in 

Foreign exchange 
the Fund 

Commercial banks 

Gross international 
reserves 

Gross international 
reserves.in mil- 
lions of SDRs l/ 

Gross international 

- 

reserves in months 
of imports of goods 
and services 

2,973 2,975 2,991 2,956 2,711 

1,333 

4,306 

3,545 

3.9 

2.143 

4,938 

3,790 

3.2 

(25) (--I (-1 
(2,910) (2,912) (2,616) 

2,719 3,616 4,186 

5,710 6,571 6,897 

4,334 5,152 5,925 

2.8 2.8 2.5 

Sources: Data provided by the Korean authorities; IMF, International 
Financial Statistics: and staff estimates. 

- 1/ Converted at end-of-period exchange rate. 
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Table 26. Korea: Outstanding External Debt by 
Maturity and Borrower, 1977-81 1/ 

(In millions of U . S .  dollars) 

- 

Est. 
1977 1978 1979 1980 1981 

Debt with maturity of 
more than three years 

Financial institutions 
Public sector 
Private sector 

Trade credits with maturities 
of one to three years 

Short-term debt of the 
private sector 21 

Short-term debt of commercial 
banks 

Swaps 
Refinancing 
Deposits 
Other 

Use of Fund credit 

Total 

Memorandum item: 

Undisbursed loans with 
maturity of more 
than three years 

8,508 10,582 13,658 15,129 18,544 

350 486 563 617 621 

2,840 1,660 2,510 4,450 4,690 

1,887 2,798 4,352 6,453 7,627 

(792) (1,262) (1,951) (3,036) (3,269) 
(695) (1,216) (2,028) (2,770) (3,892) 
(326) (128) (143) (200) (254) 
(74) (192) (230) (447) (212) 

341 2 63 138 713 1,341 

13,926 15,789 21,221 27,362 32,823 

----- 

4,101 5,616 4,566 7,678 6,844 

Source: Data provided by the Korean authorities. 

11 Excludes liabilities of merchant banks. 
21 Estimates. 
- 
- 
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Table 27. Korea: External Debt Indicators, 1977-81 

~~ ~ 

1977 1978 1979 1980 1981 

Nominal stock of debt, end 
of period 

Stock of debt deflated by 
Export unit prices 
Import unit prices 

Ratio of debt A/ to GNP 

Ratio of gross international 
reserves to debt 

Ratio of short-term debt 1/ - 
to exports of goods 
and services 

Ratio of stock of short-term 
trade credits 21 to 
merchandise imports 

(In billions of U.S. dollars) 

13.9 15.8 21.2 27 -4 

13.9 13.5 15.9 20.3 
13.9 14.1 14.6 15.8 

(In per cent) 

33.6 31.4 30.8 42.1 

30.9 32.0 26.9 24.0 

90.0 8.6 6 94.7 107.6 

33.6 19.8 23.8 33.4 

32.8 

23.8 
19.2 

47.5 

21.0 

109.8 

35.6 

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

1/ Average stock during the year. 
21 Short-term debt of the private sector and refinancing by banks. 
- 
- 
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Table 28. Korea: Debt Service 11, 1977-81 

(In millions of U . S .  dollars) 

- 

~~~ ~ 

1977 1978 1979 1980 1981 

Interest 21 - 
Medium- and long-term debt 
Other 

Amortization 31 - 
Financial institutions 
Public sector 
Private sector 
Medium-term trade credits 

Total debt service 

Debt service ratio 
(in per cent) - 41 

Interest payments ratio 21 

Memorandum items: 

Exports of goods and services 

931 1,354 

1,332 1,617 

2,263 2,971 

13.2 15.2 

5.4 6.9 

17,161 19,531 

2,609 

(1,420) 
(1,189) 

1,541 

(127) 
(257) 
(827) 
(329 1 

4,150 

18.4 

11.6 

22,577 

3,601 

(1,791) 
(1,8101 

1,861 

( 204 1 
(309 1 
(955) 
(373) 

5,462 

19.9 

13.1 

27,417 

Source: Data provided by the Korean authorities. 

11 Includes IMF. 
21 Excludes interests on short- and medium-term trade credit of the private sector 

31 
41 
51 Ratio of interest payments to exports of goods and services. 

- 
which are included in amortization, and interest payments on debt of merchant banks. 

Excludes amortization of debt with maturities of less than one year. 
Ratio of total debt service to exports of goods and services. 

- 
- 
- 
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to have increased to 12.5 per cent in 1981. This trend reflects the 
sharp increases in interest rates in world capital markets and Korea's 
rising share of debt carrying variable interest rates, which made interest 
payments more sensitive to short-term variations in international interest 
rates. 

The increase in the share of debt with variable interest rates from 
an estimated 50 per cent in 1978 to over 60 per cent in 1981 resulted 
from increased medium-term borrowings on commercial terms (Appendix 
Table X X V I ) ,  as well as rising short-term debt. From end-1978 to end-1981, 
the stock of disbursed debt with maturities of more than three years 
increased by 75 per cent, or about US$8 billion, and about two thirds of 
this increase was obtained on commercial terms: USS3.5 billion was on 
account of Korean financial institutions and USS1.5 billion was by the 
private sector. Foreign financial institutions provided the bulk of the 
increase in medium-term loans, mostly in the form of syndicated Euro- 
currency loans (Appendix Table XXVII). Loans from the traditionally 
concessional sources, i.e., multilateral and bilateral official lenders, 
have declined in importance. The increased reliance on international cap- 
ital markets has been facilitated by Korea's ability to maintain access 
to capital markets at relatively favorable terms.l/ - 

8. Exchange and trade system 21  - 
a. Exchange arrangement 

The exchange rate structure around the basic rate of W 484 per U.S. 
dollar remained unchanged between December 1974 and January 12, 1980, 
when a new basic exchange rate of W 580 per U.S. dollar was established. 
Effective February 27, 1980, a new exchange rate regime was introduced 
whereby the won is linked to a currency basket but other factors are 
also taken into account. The Bank of Korea establishes daily the exchange 
rate of the won in terms of the U.S. dollar, which is the intervention 
currency. On December 31, 1981, the buying and selling rates of the Bank 
of Korea for the U.S. dollar were W 698.70 and W 702.30, respectively, 
per US$1, and the telegraphic transfer buying and selling rates of the 
foreign exchange banks were W 698.30 and W 702.70, respectively, per 
US$1. The buying and selling rates for certain other currencies are 
posted daily by foreign exchange banks on the basis of buying and selling 
rates for the U.S. dollar in markets abroad. There are no taxes or 
subsidies on purchases or sales of foreign exchange. 

With the introduction of the new exchange rate regime, the foreign 
exchange certificates were abolished; foreign exchange certificates had 
been issued by foreign exchange banks against all foreign exchange earn- 
ings in prescribed currencies surrendered by residents. 

1/ The loans (and their terms) secured by financial institutions in 

2 1  For further details, see IMF, Annual Report on Exchange Arrange- 
the past few years are detailed in Appendix Tables XXVIII to XXX. 

meFts and Exchange Restrictions, 1981. 
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b. Exports 

Korea maintains an elaborate structure of government-supported ex- 
port financing and export credit insurance programs to promote exports. 
Short-term export financing is channeled through the deposit money banks 
at preferential interest rates. In 1981, the interest rate applied by 
banks on export loans was 12 per cent, compared with an average prime 
lending rate of 18.5 per cent. The loan period may not, in principle, 
exceed 90 days. Loans for exports are extended to those who produce or 
process export goods, as well as exporters themselves. These loans are 
subdivided by use into various types: loans for the production and accum- 
ulation of export goods, loans for the domestic purchase of export goods 
including purchase for stockpiling, loans for the import of raw materials 
for export use including import for stockpiling, loans for the domestic 
purchase of raw materials for export use including purchase for stock- 
piling, loans for supplies of services, and loans to prepare agricultural 
and marine products for export. At the beginning of 1982, the maximum 
amount of loans ranged between 7 3  and 88 per cent of the value of ex- 
ports depending on the type of loans, compared with between 72 per cent 
to 83 per cent in 1981. 

Medium- and long-term export financing is provided by the Korea 
Export-Import Bank (KEXIM) established in 1976. 
the Government, KEXIM also provides cover against losses in export finance 
and overseas investments. 
ential loans to Korean suppliers with maturities extending from 6 months 
to 10 years and sometimes even to 20 years. The Bank is also authorized 
to extend credit for a large variety of interrelated services. The 
establishment of KEXIM was prompted by the growing importance of heavy 
and chemical industrial products in Korea's exports, which generally 
require larger volumes of credit and longer maturities than the exports 
of consumer and light capital goods. So far, KEXIM's credits have been 
concentrated in the ship export sector, but the financing of the con- 
struction of plants abroad is expected to assume increasing importance. 
Currently, KEXIM applies an 8 per cent interest rate on its domestic 
currency loans; a commitment fee of 1/4 of 1 percentage point is 
charged on undisbursed amounts. KEXIM-supported contracts require 
15 to 20 per cent down payment, with KEXIM financing up to 80 per cent 
of the credit. The exporter must finance the balance in the private mar- 
ket at commercial rates. As a result of the mixture of private export 
credits at market interest rates and financing by KEXIM at preferential 
rates, the blended interest rate on the full value of export credit 
transactions supported by KEXIM is estimated to be about 2 percentage 
points higher than the rate of interest applied on its domestic currency 
loans. KEXIM also extends foreign currency loans on which it applies 
the LIBOR rate, plus a spread ranging between 1 to 1.25 percentage points. 
Despite its rapid growth in recent years, KEXIM's financing still supports 
only a small fraction of Korean exports, mainly because a large proportion 
of Korea's exports is sold on a cash or short-term credit basis. 

Acting as an agent for 

KEXIM's financing consists mainly of prefer- 
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Export subsidies other than the interest subsidy were practically 
eliminated in 1980. These subsidies had been reduced over time and by 
1978 were limited to an exemption of exports of industrial equipment 
goods from certain direct taxes and a railroad allowance in the form of 
a 20 per cent discount for exports of minerals. The effective rate of 
these subsidies was practically nil in 1979-80. 

c .  Imports 

All imports require licenses; applications for imports of commodi- 
ties that are not on the list of restricted items are automatically 
approved, subject to the general limits set by the Foreign Exchange 
Supply and Demand Plan. In May 1978, Korea initiated a major import 
liberalization program as a result of which the list of prohibited import 
goods was abolished and the list of imports with automatic approval ex- 
panded. The share of imports on the automatic approval list, out of all 
basic items in the Customs Cooperation Council Nomenclature (CCCN), rose 
from 54.0 per cent in 1978 to 68.5 per cent in 1979 and to 68.6 per cent 
in 1980. In May 1981, the commodity classification system was changed 
from the CCCN four-digit system to the CCCN eight-digit system. On the 
basis of the new classification 396 commodity categories were transferred 
from the restricted to the automatic approval list, raising the share of 
imports on the automatic approval list and of all basic items on the 
list from 69.4 per cent to 74.7 per cent. Some liberalized items remained 
subject to surveillance, so that restrictions could be reintroduced if 
domestic production were impaired. The majority of the liberalized 
goods were raw materials and capital goods, but increasingly consumer 
nondurables and newly competitive exportables are being included. The 
main objectives of the import liberalization program are to improve the 
structure of industry by removing price distortions and enhancing com- 
petition, to stabilize domestic prices by increasing supplies, and to 
facilitate trade negotiations with countries restricting imports from 
Korea. Tariff quotas were introduced in January 1981 €or 64 items, 
including foodstuffs, chemicals, pulp, and steel products (the tariff 
rate for the quotas was reduced from an average 19.5 per cent to 9.2 per 
cent). In January 1982, import tariffs were reduced for 311 items and 
raised for 29 items, lowering the import-weighted average tariff rate 
from 12.8 to 12.4 per cent. 

d. Foreign Exchange Demand and Supply Plan 

The Foreign Exchange Demand and Supply Plan sets overall ceilings 
on the amount of foreign exchange that may be used. The Plan has been 
made more flexible in recent years. Under the present system, rela- 
tively high ceilings are established for broad categories of payments 
and the Minister of Finance has delegated to the Bank of Korea the 
authority to exceed these ceilings by 10 per cent or to effect shifts of 
funds between payment categories up to a maximum of 10 per cent of these 
ceilings. 
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e. Advance import deposit requirements 

The system of advance import deposit requirements was abolished in 
February 1982. 
simplified and the rates substantially reduced: deposit requirements 
for general imports, which had ranged between 5 and 200 per cent, were 
abolished in 1978; then, deposits were confined to imports on a deferred 
payment basis, and the rates were progressively reduced from 10 to 
40 per cent in 1978 to 5 to 20 per cent in 1980; finally, the deposit 
requirement was abolished in February 1982. 

Over the past few years, the system had been greatly 

f. Travel 

The general basic travel allowance of US$3,000 for each trip and 
the basic travel allowance of US$l,OOO per trip for persons employed 
abroad remained unchanged. 

g. Capital 

A major modification of the foreign exchange regulations took place 
in 1979, enabling Korean banks to handle all foreign exchange transactions 
not specifically prohibited. 
up the foreign exchange market, encourage offshore banking activities, 
simplify procedures, and decentralize foreign exchange operations. 
Further simplification and decentralization measures were introduced in 
October 1980. 

The objectives of this measure were to open 

All restrictions on foreign currency loans from and to abroad were 
lifted in January 1979 and all residents were permitted to hold foreign 
currency deposit accounts. Offshore banking activities and forward ex- 
change transactions in currencies other than won were permitted. In 
October 1980, forward transactions for foreign loans and interest 
payments and forward transactions in pound sterling, deutsche mark, and 
Japanese yen were also permitted. Restrictions on the holding of foreign 
stocks or securities by foreign exchange banks were removed in January 
1979. Authorization continues to be required for borrowing abroad of 
more than US$200,000 with maturities in excess of three years. 

Limitations on import credits for major raw materials were eliminated 
in 1980, the number of goods permitted to be imported on a deferred pay- 
ment basis was expanded (in terms of the share of these goods in total 
imports), and the minimum import amount on a deferred payment basis was 
reduced from US$lOO,OOO per item to US$50,000 per item. Furthermore, 
the settlement period for import with deferred payment was extended from 
120 to 180 days. In February 1982, the system of imports on a deferred 
payment basis was changed from a positive to a negative list. Items 
subject to tariff rates below 20 per cent are now permitted to be imported 
on a deferred payment basis. 

The limits on swaps between foreign bank branches in Korea and the 
Bank of Korea--an important source of domestic currency lending by foreign 
bank branches--were raised in 1980 and early 1982. The scope of the use 
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of funds received under these swaps had in previous years been extended 
by including export financing and the purchase of Monetary Stabilization 
Bonds; permitting foreign bank branches to make loans to all enterprises 
with foreign investment; no longer restricting foreign bank branches to 
providing funds only to enterprises with the same national origin as the 
bank; and permitting banks to provide loans to up to 100 per cent of the 
foreign investment. The scope was further expanded in 1982 by eliminating 
the limit on lending to foreign-invested enterprises. 

In July 1981, a new set of guidelines was announced to promote 
foreign direct investment: (1) the range of projects permissible for 
foreign investment was expanded from 427 to 527 types of industries; 
(2) the list of projects in which 100 per cent and 50 per cent foreign 
participation is permissible was extended; ( 3 )  the regulation requiring 
a minimum of two years before the repatriation of capital was abolished; 
and (4) the list of eligible Foreign Trust Fund was expanded. 

h. Recent changes in the exchange and trade system 

Changes in the exchange and trade system since the last Article IV 
consultation are as follows: 

Changes during 1981 

January 5: Tariff quotas were introduced for the period up to 
June 30, on 64 items of imports including foodstuffs, chemicals, pulp, 
and steel products. The tariff rate for the quotas was reduce from an 
average of 19.5 per cent to 9.2 per cent. 

May 30: The commodity classification system was changed from the 
CCCN four-digit system to the CCCN eight-digit system. On the basis of 
the new classification, 396 commodity categories were transferred from 
the restricted to the automatic approval list, raising the share of 
imports on the automatic approval list out of all basic items in the 
CCCN from 69.4 per cent to 74.7 per cent. 

June 20: The maximum emigrant remittance was established at 
US$lOO,OOO for each household; authorization from foreign exchange banks 
is required for such remittances up to US$20,000 and authorization from 
the Bank of Korea is required for remittances over US$20,000. 

July 29: A new set of guidelines was announced to promote foreign 
direct investment. The new features included: (1) expansion of the 
range of projects permissible for foreign investment; (2) extension of 
the list of projects where 100 per cent and 50 per cent foreign parti- 
cipation is permissible; and (3) elimination of the regulation requiring 
a minimum period of two years before the repatriation of capital. 

August 1: The limit on borrowing by Koreans living abroad from 
foreign branches of Korean banks was raised from US$50,000 to US$lOO,OOO. 
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August 1: The following changes were introduced to activate direct 
investment abroad: (1) the procedure was simplified, e.g., the requirement 
of prior approval of the Bank of Korea was abolished; and (2) approval 
was no longer required for retained profits up to US$lO,OOO. 

August 1: The list of invisible transactions for which payments 
are automatically approved was extended. 

Changes during 1982 

January 1: Import tariffs were adjusted and rationalized for 
340 items, with rates reduced for 311 items and increased for 29 items, 
lowering the import-weighted average rate to 12.4 per cent from 12.8 per 
cent. 

February 1: The system of imports on a deferred payment basis was 
changed from a positive list to a negative list. Items subject to tariff 
rates below 20 per cent were permitted to be imported on a deferred pay- 
ment basis. 

February 1: The advance deposit requirement of 3 to 20 per cent 
for imports on a deferred payment basis was abolished. 
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Table VII. Korea: Subscriptions to Government-Invested Corporations, 1980-82 

(In millions of won) 

Corporation's Name 

Latest Budgc 
Estimate Estimz 

1980 1981 198; 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13 
14. 

15. 

17. 
18. 
19. 
20. 
21. 
22. 
23 
24. 
25. 

16 * 

The Korea Development Bank 1/ 100,000 
The Small and Medium Industry Bank 30,000 
The Citizens National Bank -- 
The Korea Housing Bank -- 
Government Printing and Mint Agency 850 
Korea Stock Exchange -- 
Korea Electric Corporation 1/ 45,000 
Dai Han Coal Corporation 10,000 
Korea Mining Promotion Corporation 10,000 
Korea Petroleum Development Corporation 15,647 
Korea National Housing Corporation 33,200 
Korea Highway Corporation -- 
The Korea Land Development Corporation 15,000 
Industrial Sites and Water Resources Development 
Corporation 3,213 

Korea Trade Promotion Corporation -- 
Korea General Chemical Company, Ltd. -- 
Agriculture Promotion Corporation -- 
The National Textbook Company, Ltd. -- 
Korea Overseas Development Corporation -- 
Korea National Tourism Corporation I 

Korea Broadcasting System 4,742 
Korea Labor Welfare Corporation - 
Korea Telecommunication Authority -- 
Korea Dredging Corporation -- 

- 

Agriculture and Fishery Development Corporation 1,400 

- 
50,000 -- 

- 
2,000 

151,039 
13,000 
8,468 

453 
45,500 

70,000 
-- 

29,936 -- 
- 
-- 

2,600 

625 
4,456 
2,832 
500 

-- 

30,0( 
5 ,O( 
7,0( 

20,0( 

10,0( 
14 ,O( 

5,2( 
19,2: 

20,0( 

41,81 

5,7 
5 9 7  

Source: Data provided by the Korean authorities. 

11 One hundred billion won €or the Korean Heavy Industry and Construction Company 
chynneled through the KDB in 1980, while the same amount f o r  the same purpose was ch 
neled through the Korean Electric Corporation in 1951. 
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Table VIIT. Korea: Financing of Consolidated Public Sector Operations, 1978-82 

(In billions of won) 

Latert Budget 
Est h a t e  Estimate 

1978 1979 1980 1981 1982 

256.6 
1. From monetary authorities 7.5 

- I. Domestic financing 11 

1.1 Net borrowing (258 -6) 
1.2 Change in deposits (-2Sl.l) 

2.2 Change fn deposits (-1 

2. From deposit money bank 169.2 
2.1 Net borrowing (169.2) 

3. Other 79.9 

359.2 

institutions (net) 92.6 

5. From foreign governments (net) 21 244.1 
6. Other (net) 22.5 

111. Financing (I + 11) - 615.8 

Memorandum items: 

Net credit from banking 'system to public 

Less: Change in government lending 

Less: Complimentary period transactions ?/ 
plus: 
plus: 
Equals: 

11. Financing abroad ;/ - 
4 .  From international development 

sector in fiscal accounts 

funds held in deposit money banks A/ 
Carryover from previous year i/ 
??et credit from BOK to Fertilizer Fund I /  

Net credit from banking system to public sector 
in monetary accounts 

174.0 
';39.5 
(-18.2) 
(-21.3) 
110.7 
(110.7) 

(--I 
102.8 

266.3 

111 -0 

61.6 
93.7 

440.3 

- 

- 

856 e 0  
264.6 
(-20.1) 
(284.5) 
342.8 
(342.8) 

(-1 
268.8 

317.7 

103.2 

66.4 
148.1 

1.173 - 7  

- 

- 

607 -2 
298.3 

-57.4 

30.0 
396.3 

396.2 

- 

(576.0) 
(223.5) 
224.9 
(224.9) 

(-1 
642.3 

460.2 

112.7 

33 .O 
314.5 

2,126 -9 

- 

1.024.4 
259.4 

100 .o 
196 .O 
100.0 
961.0 

960.1 El 

1 190 5 - 
308.1 
(246.0) 
(62.1) 
390.4 
(390.4) 

492 .o 

209.1 

121.9 

92.1 
-6.9 

1,399.6 

(-1 

- 

698.5 
225.0 

- 
226.0 
100.0 
799.5 

800.0 

Sources: Data provided by Korean authorities; and staff estimates. ere-1980 available in part in Ministry of 
Finance, A Summary Of Government Finance in Korea, 1980. 

1/ Includes highway construction bonds, industrial reconstruction bonds, reimbursement securities for requi- 
SiTioned properties, Reimbursement Securities Claim Fund, borrowing of the National Investment Fund, Grain 
Management Fund grain purchase certificates, grain bonds, and telephone bonds. It excludes deferred payments 
for rice producers thnt carry over to a subsequent fiscal year. 

2/  
3/  Includes foreign military sales credits from foreign governments. 
4 /  Government lending funds channeled through DMRs to third parties. Differs from IFS, line 26f, in that 

Government's holdings of DNR bonds are excluded in IFS, but included here, and IVS delete# all extrabudgetary 
fund accounts less than W 5 billion, while all funds are included here. 

Includes foreign borrowing directly on-lent to the private sector and to nonfinancial public enterprises. - 
- 

5/ Complimentary period for fiscal year was abolished in 1982. 
61 Carryover items appear only in budgets; they disappear (1980) on settlement. 
7/ 

8/ February 1982 estimate; December 1981 estimate was W 940.1 billion. 

- 
- 

Net credit to the Fertilizer Fund is included in the monetary definition and under Fund program credit 
ceTlings, but the Fertilizer Fund is not defined as part of the public sector in the fiscal accounts. 

- 
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Table X. Korea: Sources and Uses of Funds of the National 
Investment Fund, 1978-82 

(In billions of won) 

1982 
Pro- 

1980 1/ 1981 1/ jection - - 1978 1979 

tional savings associations 
ust funds of various public 
entities 
nking institutions 
surance and trust companies 
paid loans 
her 2/ - 

Total 

26.4 37 .O 32 .O 48.0 53 .O 

54.6 64.4 74 .O 93.0 55 .O 
202.8 172.3 260.0 247 .O 350.0 
24.1 16.2 32 .O 35.0 64 .O 
75.2 91.6 124.3 161 .O 173.0 
71.3 73.9 -41 .O -20 .o 15.7 

454.3 455.4 538 e 0  543.0 675 .O 

- - 

of funds 

avy and chemical industries 239.5 285.2 365.0 333.0 410 .O 
ectric power 92 .O 100.0 120.0 130.0 140.0 
3d production 14.9 19.8 23.0 30.0 45 .o 
semaul" plant construction 4.2 4.7 -- -- -- 
ports by deferred payment 29.7 30 .O 30.0 50 .o 80 .O 

73.9 15.7 -- -- her 3/ 

Total 454.3 455.4 538.0 543 .o 675.0 

-- - - - 

Jrce: Data provided by the Korean authorities. 

Preliminary estimate. 
Includes funds carried over from the previous year and, in 1981 and 1982, amortiza- 

Includes funds to be carried over to the following year. 
of borrowings. 
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Table XI. Korea: Operations of the National 
Investment Fund, 1980-82 

(In billions of won) 

Latest Budget 
Estimate Estimate 

1980 1981 1982 

Revenue 

Current revenue 
Capital revenue 

Expenditure and net lending 

Current expenditure 
Capital expenditure 
Ne t ' lending 

Deficit 1/ - 

259.7 

(259 *7) 
(--) 

542 -4 

(235.4) 

(307 -0) 
(--I 

-282.7 

297.6 

(297.6) 
(-1 

772 e 0  

(309.3) 
(-1 

(462.7) 

-474.4 

364.1 

(364.1) 
(--I 

441.5 

(376.1) 

(502 -0) 
(--I 

-514.0 

Source: Data provided by the Korean authorities. 

1/ This operational deficit includes interaccount trans- 
acFions which make it noncomparable with the overall deficit 
of the consolidated Central Government. 
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Table XII. Korea: Sources and Uses of Funds of 
the National Housing Fund, 1981-82 

(In billions of won) 

1981 
Latest 1982 
Est lma t e Projection 

mrces of funds 

Homebuyers' Saving Deposits 

National Housing Bonds 
Issues 
Redemptions 

National Housing Fund Bonds 
Housing lottery 
Government equity contribution 
Trust funds of various public entities 
Repaid loans 
Other 1/ - 

Total 

:es of funds 

Housing for sale to public and Housing Union members 
Urban housing development 
Housing for rent 
Loans for selling K"C's rented apartment units 
Repair and improvement for rural houses 
Financing projects carried over from previous period 

Total 

13.1 

126.1 
(152.0) 
(-25.9) 

-- 
6 e 1  -- 
39.0 
22.9 
47 -8 

255.0 

159 6 
29.5 -- 
8.0 
11.5 
46 a 4  

255 0 

16.8 

148.3 
(200.0) 
(-51.7) 

17.9 

39.0 
40.0 
61 .O 

6.2 

84.7 - 
413.9 

266.9 
16.8 
14.9 
33.9 

4 .O 
77.4 

413.9 

Source: Data provided by the Korean authorities. 

1/ Includes funds carried over from previous period and accrued interest from 
.tional Housing Bonds. 
- 
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Table XIII. Korea: Operations of the National 
Housing Fund, 1981-82 

(In billions of won) 

Latest Budget 
Estimate Estimate 

1981 1982 

Revenue 

Current revenue 
Capital revenue 

Expenditure and net lending 

Current expenditure 
Capital expenditure 
Net lending 

Deficit 1/ - 

37.6 

(37.6) 
(--I 

244.6 

(7.1) 
(--I 

(237.5) 

-207 0 

114.4 

(114.4) 
(--I 

441.5 

(21.4) 
(--I 

(420.1) 

-327 -1 

Sources: Data provided by the Korean authorities. 

1/ This operational deficit includes interaccount 
trFnsactions which make it noncomparable with the 
overall deficit of the consolidated Central Govern- 
ment. 
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Table XIV. Korea: Central Government Revenue. 1978-82 

(In billions of won) 

APPENDIX 

- - . - - - - --- 
Latest 

Estimace Budget 
1978 1979 1980 1981 1982 

I. 

11. 

111. 

IV . 
V. 

VI. 

Tax revenue 11 3,702.1 

1. 

2. 

3. 

4 .. 

5. 

6. 

Taxes on net income, profits, and 

1.1 Company, corporate. or  enter- 
prise 

1 .2 Individuals 

Social security contributions 21 

Taxes on property 21 

Taxes on goods and services 
4.1 General sales taxes G/ 
4.2 Selective excises on p o d s  and 

4 . 3  Profits of-fiscal monopolies 6/ 

Taxes on international trade 21 

Other taxes AI 

capital gains 

services 5 1  

1,042.1 

(504.7) 
(537.4) 

42.5 

17.1 

1,751.6 
(838.9) 

(632.7) 
(280.0) 

776.9 

73.9 

Nontax revenue 91 382.1 

Capital revenue 23.5 

Total revenue (I, 11, and 111) 4, 107.7 

Grants 

Total revenue and grants (IV and V) 

-- 

4,107.7 

Memorandum items: lo/ 
Tax revenue as percentage of GNP 
Total revenue a8 a percentage of GNP 

16.2 
17.9 

4,837.4 

1,381.7 

(673.5) 
(709.0) 

63.2 

21.6 

2,353.5 
( 1,088.7 ) 

(904.3) 
(360.0) 

912 -8  

104.6 

538.5 

69.5 

5.445.4 

-- 

5.445.4 

16.6 
18.7 

5,896.8 

1.504 .n 

(737.8) 
( 7 66 . O )  

72.9 

36.5 

3,092.6 
(1,471.2) 

(1,111.4) 
(510.0) 

1,013.6 

177.3 

839.9 

96.5 

6,833.2 

- 
6,833.2 

17.2 
19.9 

7,348 - 3  

1,797.5 

( 883.9) 
(913.4) 

86 -0 

05.6 

4,014.0 
(1,890.4) 

(1,443.6) 
(680.0) 

1,259.7 

145.5 

1,190.1 

89.2 

8,627.6 

- 
8.627.6 

17.0 
20.0 

9.317.2 

2,360.2 

(1,183.9) 
(1,176.4) 

111 .o 

81.4 

4,925.7 
(2,333.5) 

(1.740.3) 
(851.9) 

1,637.0 

201.9 

1,493.6 

120.3 

10,931. 1 

- 
10,931.1 

17.9 
21.0 

Source: Data provided by the Korean authorities. Pre-1980 available in part in Iliaistry of Finance, 5 
Summary of Government Finance in Korea, 1980. 

11 Aggregate defense surtax and education tax revenue allocated as follows: - 

Corportion tax 
Individual income 
Taxes on property 
Selective excises 
Customs duties 
Other taxes 111 

Total 

(In billions of won) 

Defenae Education 

1980' 
Budget Budget 

1981. 1982 1982 - - - - 1979 - 1978 

165.9 180.4 220.6 286.3 429.3 32.7 141 
tax 69.7 93.3 95.5 123.0 15Z.O 79.7 .ir/ 
111 1.6 0.5 1.9 2.0 4.1 
121 88.8 123.3 186.2 236.4 283.4 33.6 a/ 

128.5 180.5 252.3 310.0 400.9 
37.1 52.1 41.2 76.1 95.6 91.9 2 1  

- 
- 

471.6 630.1 917.7 1,034.2 1.365.3 237.9 

* These figures will be revised sIightly at a later date. 

21 

3 1  Includes inheritance and gift tax, securities transaction tax. registration tax, and saaet revaluation tax. 
41 Value-added tax. 
51 Includes special excise tax, telephone tax, and liquor tax. 
61 Transfer to Central Government froa Yonopoly Enterprise Special AccounC. covering cigarettes and red 

7 1  Customs duties. Includes carryover. 
9 1  Consists of stamp duties, carryover, and penalties to delinquency, and defense surtax on local taxes. 
9 1  Interest income, administrative fees and charges, fines and forfeits, miscellaneous revenues and con- 

Employer contributions to Industrial Workers' Accident Account and employee contributlona co Veteran's 
Relief Fund. 

- 
- 
- 

ginyeng . 
- 
- 

tricutions to Government Employee Penslon Fund. 
101 Assumes a CNP of W 43.155 billion and W 52,143 billion for 1981 and 1982, respeccively. 
11/ Defense surtax on inheritance tnx. In 1976. also included defense surtax on regirtracion tax. In 1982 

12: As of 1978, defense surtax on special consumption tax, liquor tax, and telephone tax. 
131 Defense surtax on local taxes. In 1979 also includes other defense tax on internal taxes snd previous 

141 Covers tax on banking and insurance business income. 
151 Includes tax on interest (68.1) and dividend (11.5) income. 
161 Includes surtax on liquor. 
171 Includes tax on cigarettes produced by fiscal monopoly. 

- 
inzudes defense surtax on g l f t  tax. 
- 

ye= receipts of defense surtax. 
- 
- - - 
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Table XV. Korea: Economic Classification of 
Central Government Expenditure and Net Lending, 1978-82 

(In billions of won) 

Latest 
Estimate Budget 

1978 1979 1980 1981 1982 

Current expenditure 3,196.6 4,104.4 5,641.1 2,207.2 

Expenditure on goods and services !I 1,894.7 2,130.7 2,963.2 3,847.0 4,497.3 
Wages and salaries 
Other purchases of goods and services !! 

(602.9) 
(1,291.8) 

(777.9) 
(1,352.8) 

(1,053.2) 
(1,910.0) 

(1,316.2) 
(2,530.8) 

(1,512.6) 
(2,984.7) 

Interest payments 
Domestic 

190.2 
(94.3) 

285.2 
(161.1) 

433.5 
(243.0) 

662.5 
(328.5) 

807.7 
(419.5) 

Foreign (95.9) (124.1) (190.5) (334.0) (388.2) 

Subsidies and other current transfers 1,111. 7 1,688.5 2,244.2 2,697.7 3,547.9 
To nonfinancial public enterprises 
To local government 

(6.8) 
(792.3) 

(21.9) 
(1,156.3) 

(5.0) 
(1,496.2) 

(--) 
(1,792.0) 

(34.8) 
(2,443.9) 

To financial institutions 
To households, nonprofit institutions, and 

(10.3) (16.3) (21.3) (35.8) (54.1) 

others 
Abroad 

(288.1) 
(14.2) 

(475.0) 
(19.0) 

(698.9) 
(22.8) 

(845.3) 
(24.6) 

(979.4) 
(35.7) 

Capital expenditure 703.8 1,119.6 Y 920.9 1,145.7 1,523.9 
Acquisition of new and existing fixed 

capital assets (319.6) (398.9) (509.8) (553.5) (790.9) 
Purchases of land and intangible assets (36.1) (67.3) (56.7) (81.0) (87.2) 
Capital transfers ' 
Purchases of inventories 

(344.0) 
(4.1) 

(641.5) 2/ 
(6.1) -

(321.9) 
(32.5) 

(448.6) 
(62.6) 

(554.9) 
(90.9) 

Net lending 3/ 
To nonfinancial public enterprises 
Others 

507.6 
-m:5) 

(487.1) 

766.0 
(39.1) 

(726.9) 

1,120.0 
(l1S.5) 

(1,004.5) 

1,773.6 
(282.7) 

(1,490.9) 

1,505.4 
(21.0) 

(1,484.4) 

Total expenditure and net lending 4,408.0 5,990.0 Y 7,682.0 10,126.5 11,882.2 

Souree: Data provided by the Korean authorities. Pre-1980 available in part in ~inistry of Finance, ~ 
Summary of Government Finance in Korea, 1980. 

1/ "Other purehases of goods and services" includes foreign military sales credits from foreign governments.
2/ Includes a W 368 billion transfer from the Central Government to the Grain Management and Supply Funds 

for the purpose of amortizing their debt with the Bank of Korea. 
31 Net lending includes foreign borrowing directly on-lent to the private sector and to nonfinancial public 

enterprises. 
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Table X V I .  Korea: Functional Classification of 
Central Government Expenditure and Net Lending, 1978-82 L/ 

(In billions of won) 

Latest 
Ea t imate Budget 

1978 1979 1980 1981 1982 

1. 

2 .  

3 .  

4 .  

5. 

6. 

7. 

8. 

9. 

General public services 
a. General administration 
b. Public order and safety 
C. Other 

Defense 21 

Education 
a. Schools (kindergarten, primary, and 

b. Universities and colleges 
c. Other 

Health 
a. Ceneral administration and research 
b. Rospitals and clinics 
C. Individual health services 
d. Population control 
e. Other 

Social security and welfare 
a. General administration 
b. Sickness and other temporary 

C. Old age, disability, and survivor6 
d. Other public assistance 

Housing and community amenities 
a. Housing 
b. Community development 
C. Sanitary services 

Other community and social services 

Economic services 1/ 

secondary) 

disablement 

a. 

b. 

C. 

d. 
e. 
f. 
B. 
h. 

General adminiat ra tion. regulation, 

Agriculture, forestry, fishing, and 

?fining, manufacturing, and con- 

Electricity, gas. steam, and water 
Roads 
Inland and coastal waterwavs 

research 

hunting 

struct ion 

419.1 

( 190.6) 
(209.7) 

(19.8) 

1.438.1 

605.0 

(501 -1) 
(55.2) 
( 4 8 . 7 )  

68.3 
(10.6) 
(45.0) 
(0.7) 

- 

(6.2) 
(5.8) 

189 - 4  
(11.5) 
- 
(42.1) 
(112.6) 
(23.2) 

54.9 

(35 -0) 
( 2 . 4 )  

(17.5) 

37.0 - 
1,154.8 

(81.2) 

(217.0) 

( 3 5 4 . 7 )  
(208.0) 

(R5 .5 )  
(45.1) 

Other transportation and cbmmunication (92.3) 
Other economic services (71 . O )  

Unallocable and other purposes 441.4 

b. Tranafers of a general characcter to 
other levels of government (246.9) 

C. Other ( 2 . 5 )  

a. Interest on public debt (192.0) 

Total expenditure and net 
lending 4,408.0 

547.5 
(260.8) 
(230.0) 
(56.7) 

1,597.4 

863 .P 

(709.3) 
(93.3) 
(60.4) 

56.8 

(28.6) 
( 0 . 8 )  
(6.7) 
(7.3) 

- 

(13.4) 

283.0 - 
(5-6) 

(80.2) 
(136.5) 
(60.7) 

105.5 
(64.0) 
(35.0) 
(6.5) 

38.9 

1,905 - 3  

- 

- 

(95.9) 

(598.3) 

(355.2) 
(265.2) 
(85.3) 
(59.3) 
(212.9) 
(233.2) 

592.7 
(254.6) 

(336.3) 
(1.8) 

5,990.0 A/ 

655.5 

( 3 50.5)  
(48.1) 

(256.9) 

2,349.1 

1,124.4 

(941.5) 
(131.4) 
(51.5) 

78.3 
(la.9) 
(41.3) 
(0.9) 
(8.8) 
(10.4) 

437.9 
(9.8) 

(88.5) 
( 2 5 4 . 8 )  
(84.8) 

191.2 
(92.7) 
(85.2) 
(13.3) 

53.9 

1,996.7 

- 

- 

- 

(94.5) 

(451.8) 

(565.5) 
(163.7) 
(148.3) 
(81.4) 
(285.7) 
(205 -8) 

795.0 
(mx) 
( 410.0) 

(3.2) 

7,682 -0 

876.3 
(314.9) 
(482.8) 
(78.6) 

2,965.9 

1,464.7 

( 1,194-6) 
(189.6) 

(80.5)  

123.9 
(24.1) 
(73.8) 

( 5 . 0 )  
(9.9) 
(11.1) 

580.1 
(14 .l) 

(354.8) 
(77.4) 

396 -8 

(43.7) 
(15.6) 

56.9 

2,490.0 

- 

- 

(133.8) 

(m) 

- 

(67.1) 

(638.5) 

(616.5) 
(306.4) 
(159.0) 

(88.8) 
(462.1) 
(151.7) 

1,171.9 
(583.8) 

(520.0) 

1,093.7 
(390.9) 
(583.1) 
(119 -7) 

3,222.4 

1,940.3 

(1,624.3) 
(245.7) 
(70.3) 

148.6 
(19.8) 
(93.9) 
(12.6) 
(10.0) 
(12.3) 

792.7 

- 

(110.0) 

(168.0) 
(405.7) 
(109.0) 

574.3 

(44.2) 
(20.9) 

80.5 

2,379.3 

(509.2) 

- 

(71.8) 

(641.9) 

(603.2) 
(213.8) 
(219.1) 
( 140 . O )  

. (253.7) 
(235.8) 

1.650.4 
(748.3) 

(719.01 
-(sa.ij 21 ii83.ij 

10 , 126.5 11,882.2 

Source: Data provided by the Korean authorities. Pre-1980 available in part in Uiniatry of Finance, A 
Summary of Government Finance in Korea, 1980. 

1/ Includes National Investment Fund loans and net lending from foreign borrowing directly on-lent to NFPEs 
anz the private sector. 
general research, health, and community development. 

Almost all of these funds are classified in economic services, although some appear in 

2 1  Includes foreign military sales credtts from foreign govermenta. 
31 Includes a W 368 billion transfer from the Central Government to the Grain Management and Supply Funds 

4 /  Includes the contingency reserve. 

- 
for the purposes of amortizing their debt with the Bank of Korea. 
- 
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Table XVII. Korea: Grain Management Fund Operations, 1978-82 A/ 
(In billions of won) 

Latest 
Estimate Projection 

1978 1979 1980 1981 1982 

Operating receipts 
Rice sales 
Barley sales 
Sales to Central Government 
Other grains 
Byproducts L/ 

Operating expenditures 
Domestic rice purchases 11 
Rice imports i/ 
Domestic Parley purchases 
Barley imports 
Other grains 
Other grain imports 
Handling and storage charges 21 
Interest payment 
Other &/ 

Operating surplusldeficit (-) 
Capital transfer from Central Government 
Overall surplusldeficit (-) 

Financing 
From BOK (net) 

Net borrowing 
Use of cash balances 

From deposit money bank L/ 
From Central Government 81 
From other financial insFftutfons 71 
From nonfinancial private sector 27 
From abroad E/ 

570.5 
446.2 
- 
29.6 
62.9 
9.7 

22.1 

817.5 
582.0 
- 
- 

124.2 
11.3 
3.9 

10.2 
67.8 
17.6 

-247 -0 

-247 .O 
- 

122.4 
(134 .O) 
(-11.6) 
126.5 
-5.4 
3.5 -- 
- 

763.6 
622.6 
- 
27.4 
73.2 
9.2 

31.2 

994.4 
574.1 
82.2 
172.5 

1.6 
8.1 

117.2 
38.7 

-- 

-230.8 
268 .O 
37.2 - 

-67.2 
(-68 -0) 
(0.8) 
-7.5 

37.5 
I 

- 
- 

1,000.6 
741;.4 

70.6 
115.7 

4.7 
65.2 

1,155.9 
535.4 ~~ 

17R.S 
169.3 

4.3 
6.3 

138.8 
58.2 
65.1 

- 

-155.3 
I 

-155 e 3  

156.1 
(130 -0) 

-260.0 
(26.1) 

- - 
260.0 
-0.8 

1,123.4 
833.5 

113.3 
142.0 

7.9 
26.7 

1,448.2 
378.3 

534.4 
1113.3 

38.6 
3.0 

221.7 
76.9 
12 .o 

-324.8 

- 

- 
-324.8 

276.3 
(220.0) 
(56.3) 

-260.0 
I 

- 
310.0 
-1.5 

1,328.4 
1,004.5 

115.6 
167.0 

7.3 
34 .o 

1,576.8 
820.5 
255.4 
186.1 

- 
14 .O 

211.9 
74.9 
14.0 

-248.4 

-248.4 
-- 

200.0 
(200.0) 

(-1 
-310.0 -- 

-- 
360.0 
-1.6 

Source: Data provided by the Korean authorities. 

Calendar-year basis. 
Includes miscellaneous revenue, including transfers from GHSA. 
Includes previous-year rice and rice purchase financed by deferred payment. 
Represents total value of rice imports, rather than current-year cash payment. 
Includes management expenses of Grain Management Special Account (CEISA). 
Includes transfers to GHSA and reserve funds. 
Represents grain bonds. 
From Foreign Loan Uanagement Special Account and Agricultural Price Stabilization Fund, 
Represents grain purchase certificates issued to farmers, and deferred payments. 
Amortization to Government Fund Financing Special Account. 



- 91 - APPENDIX 

Table XVIII. Korea: Fertilizer Account Operations, 1978-81 

(In billions of won) 

Latest 
Estimate 

1978 1979 1980 1981 

193.0 - Revenue 190.1 205.6 

201.6 
4 .O 

323.3 

317.5 
5.8 

Sales 
Miscellaneous revenues 

193 .O -- 185.0 
5.1 

Expenditures 370.7 

273.3 
5.7 

26.0 
36.2 

- 504 .O 230 5 

189 2 
3.0 

19.0 
4.9 

255.3 

217.5 
4.5 
20.9 
8.3 

402.3 

34.1 
53.6 

-- Domestic purchases 
Imports 
Handling and storage charges - 11 
Interest 
Current transfers to fertilizer 

companies 21 
Surplusldeficit (-) 

14.4 4.1 29.5 14.0 

-180.7 -37.5 -165.1 

Financing 

BOK borrowing (net) 
NACF borrowing (net) 
Promissory notes to fertilizer 

producers (net) 
Others (net) 21 

30 .O 
108 .O 

30.0 -- 100.0 
79.5 

- 
74.6 

-9.4 -- 27.1 
-- 1.2 -- 

-- 
7.5 

Source: Data provided by the Korean authorities. 

1/ Includes management expenses. 
21 The Government holds contracts for minimum fertilizer volume purchases from 
- 

Ypungnum, Jinhai, and Namhae. 
tractual obligations and the volume of fertilizer actually purchased and sold to 
farmers. 

This line represents the difference between these con- 
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Table XIX. Korea: Relative Unit Labor Costs, 1978-81 

(1975 = 100) 

Relative Unit Labor -Costs 
Nominal Korea Trading (1) x (4) 
Effective Unit Partners' (4)=(2)/(3) Adjusted. 
Exchange Labor Unit for exchange 

costs 21 costs 21 rate changes Rate 11 - 
(1)- (2) (3) 

1978 I 92.31 163.4 112.5 145.2 134 .O 
I1 90.10 166.6 111.9 148.9 , 134.2 
111 85.91 193.6 112.6 171.9 147.7 
IV 85.17 195.3 114 .O 171.3 145.9 

Year 88.37 179.7 112.8 159.3 140.5 

1979 I 87.57 186.3 116 7 159.7 139.9 
I1 89.55 193.9 118.3 163.9 146.8 
I11 89.32 206.5 119.7 172.5 154.1 
IV 91.94 

Year 89.60 
223.4 121 3 
202.3 119.0 

184.1 
170.0 

169.3 
152.3 

1980 I 77.79 207.2 123 5 167.7 130.5 
rI 73.87 219.6 128 8 170.5 126.0 
I11 70.69 237.7 133 - 5 178.1 125.9 
IV 66.43 

Year 72.20 
224.4 134.1 
222.2 130.0 

167.3 
170.9 

111.1 
122.4 
-. 

1981 I 65.79 214.2 135 2 158.1 104.2 
I1 66.74 221.4 138 0 160.4 107.1 
I11 68.01 243.6 139.9 174.1 118.4 
IV 66.22 ... ... ... ... 

Year 66.69 ... ... ... ... 

Sources: Data provided by the Korean authorities; IMF International 
Financial Statistics; and staff estimates. 

1/ Weighted by trade shares of the eight largest partner countries for 
whTch data on unit labor cost are available; these trade shares constitute 
97 per cent of the weighting pattern used in the calculation of the trade- 
weighted effective exchange rates shown in Table 21. 

2/ For manufacturing sector only. For Korea, the series was constructed 
from the wage index and productivity index. 
labor costs are defined as compensation of employees per unit of real output 
(in the value added sense) in the manufacturing sector. Account is taken of 
employer-paid social insurance premia and other employment taxes, as well as 
wages and salaries. 

For partner countries, unit 

-- 
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Table XX. Korea: Commodity Composition of Exports, 1974, 1978-81 

(In per cent of total exports) 

1981 11 - 1974 1978 1979 1980 

Food and beverages 

Crude minerals, fuels and related 
materials, and oils and fats 

Chemic a Is 
Fertilizers 
Other 

Manufactures 
Textiles and clothing 
Wood and wood products 
Footwear 
Rubber manufactures 
Metals and metal products 
Other 

Machinery and transport equipment 
Electrical machinery and 
electronics 

Transport equipment 
excluding ships 

Ships . 

Other 

Not elsewhere classified 

7.7 

7.1 

2.1 
(0.7) 
(1.5) 

67.8 
(32.5) 
(4.8) 
(4.0) 
(1.5) 
(13.0) 
(12.0) 

15.1 

(10.6) 

(2.7) 
( * * . I  
(1.7) 

0.2 

8.0 

2.7 

3.5 
(1.5) 
(2.0) 

65.1 
(31.0) 
(393) 
(4.8) 
(2.3) 

(12.0) 
(11.7) 

20.6 

(11.2) 

(3.9) 
(3.4) 
(2.1) 

0.1 

Total 100.0 100.0 100.0 

7.3 

2.2 

4.5 
(2.0) 
(2.5) 

65.8 
(29.4) 
(2.3) 
(5.0) 
(2.9) 
(14.4) 
(11.9) 

19.8 

(10.9) 

(3.1) 
(3.5) 
(2-3) 

0.5  

100.0 100.0 

Sources: Bank of Korea, Economic Statistics Yearbook (1980); data provided by 
the Korean authorities; and staff estimates. 

11 Staff estimates based on data for the first ten months. - 
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Table UII. Korea: Trade Measures Affec t ing  Exports 

( A s  of January 1982) 

Year of 
In t ro -  

Commodities Affected Main Types of Measures duc t  i o n  Country 

Aus t r a l i a  

A u s t r i a  

Bene l u x  

Canada 

Denmark 

European 
Communi t ies  

Finland 

Plywood 
T e x t i l e s  
Tire cords and f a b r i c s  
Foot wear 
Sheets and plates  of 

Razors 
E l e c t r i c  r e f r i g e r a  t o r s  
Chain pul ley t ack le  

E l e  c t  r i c i n s u l a t o r s  
Passenger motor veh ic l e s  
Fixed r e g i s t e r s  
Sleeping bags 

i r o n  steel  

and h o i s t s  

T e x t i l e s  

Knives, f o r k s ,  and spoons 

Le a t  he r  handbags 
Leather garments 
Albums 
T e x t i l e s  
Wa t e r p  r o of N b be r s ho e s 
Non l e  a the  r f o o t w e  a r 
Bicyc les ,  t r i c y c l e s ,  and 

p a r t s  
Ball-type metal f u r n i t u r e  

c a r t e r s  

Knives, f o r k s ,  and spoons 

S tee l  products 
T e x t i l e s  
Canned mushrooms 

T e x t i l e s  

Ta r i f f  quota  

Imp0 r t quota 
T a r i f f  quota  

1978 
1974-77 
1977 
1976 
1978 

1977 
197 7 
1977 
197 7 

B i l a t e r a l  quota  1974-76 

Voluntary export  r e s t r a i n t  1978 

Anti-dumping d u t i e s  1977 
Bi la te ra l  quota  1976 
Anti-dumping d u t i e s  1976 
Bi la te ra l  quota  1970 
Anti-dumping d u t i e s  1979 

A n t i  -dumping d u t i e s  1978 
Global quota  1981 

1977 

Import quota  1974 

Basic p r i c e  system 1978 

U n i l a t e r a l  quota  1978 
Bi la te ra l  quota  1978 

Bilateral  quota  1975 
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Table XXII. Korea: Trade Measures Affect ing Exports (Continued) 

(As of January 1982) 

Year of 
In t ro-  

Corn t r y  Cmmodi t i es  Affected Main Types of Measures duct  ion 

France News p r i n t  
S i l k  f a b r i c s  
Umbrellas and sunshades 
Radios 
TV sets 
T i l e s  
Semiconductors 
Micros cope s 
E l e c t r i c  measuring 

Wristwatches 
Toys 
Miscellaneous goods 

(Yacht, chemical 
product s ) 

ins t ruments  

G e  many ,  Knives, f o r k s ,  and spoons 
Fed. Rep. of 

Ire 1 and Footwear 

Japan Spec i f i c  f i s h  
Other f i s h  
Lavers 
Undaria P i n n a t i f i d a  
Leather goods 
Basebal l  g loves  and m i t t s  
Cot ton th read  
Raw s i l k  
S i l k  yarn 
S i l k  f a b r i c s  
T e x t i l e s  
Leather  footwear  

New Zealand Nearly a l l  i t e m s  

Global quota  
Un i l a t e ra l  quota  

Global quota  

Adminis t ra t ive guidance 
U n i l a t e r a l  quota  

Voluntary expor t  r e s t r a i n t  

Voluntary expor t  r e s t r a i n t  

U n i l a t e r a l  quota  
Import quota  

Adminis t ra t ive  guidance 

Import quota  

Adminis t ra t ive  guidance 
Import quota  

I m p o r t  l i c e n s i n g  

1978 
1974 
1977 
1377 
1978 
1978 
1978 
1978 
1978 

- 
- 

1977 

1978 

1979 

1960 
1977 
1960 
1977 

1975 

19 74 
1976 
1976 

197 5 
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Table XXII. Korea: Trade Measures Affec t ing  Exports (Concluded) 

(As of January 1982) 

Year of 
In t ro -  

Country Commodities Affected Main Types of Measures duct  i o n  

Norway Tires and tubes 
Leather  garments 
T e x t i l e s  
Ski boots  
Tableware of porce la in ,  

China, and p o t t e r y  
Knives, f o r k s ,  and spoons 

Sweden 

United 
Kingdom 

United 
S t a t e s  

T e x t i l e s  
Footwear 

Sacchar i n  
Footwear 
Knives, f o r k s ,  and spoons 
Monochrome TV sets 

Canned mushrooms 
Ginseng products 
T e x t i l e s  
Porce la in  on steel  

cookware 
Color TV sets 

Tubes and t i res  f o r  

Lag screws,  b o l t s ,  and 
b i cyc le s  

nu t s  

Bi la te ra l  quota  

Bilateral quota  
Global quota  

Anti-dumping d u t i e s  
Voluntary export  r e s t r a i n t  

U n i l a t e r a l  quota 

T a r i f f  i n c r e a s e  
Import p r o h i b i t i o n  
Bi la te ra l  quota  
T a r i f f  i n c r e a s e  

Orderly marketing arrange- 

Counterva i l ing  d u t i e s  
ment 

T a r i f f  i nc rease  

1974 
1978 
1974 
1979 

1975 
1974 

1974 
1974 

1976 

1978 
197 7 

1980 
1977 
1971 
1980 

1979 
1979 

Source: Data provided by t h e  Korean a u t h o r i t i e s .  
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Table XXIV.  Korea: Imports by Country of Origin, 1971 and 1978-81 

(In per cent) 

1971 1978 1979 1980 1981 
Jan. -Nov . 

Japan 
United States 
Saudi Arabia 
Kuwait 
Germany, Fed. Rep. of 
United Kingdom 
Other: Asia 
Other oil exporters 
Other 

Total 

39.8 
28.3 
2.4 
2.7 
3.1 
2.3 
8.0 
2.8 

10.6 

100 .o 

40.0 
20.3 
8.6 
5 .O 
3.3 
1.4 
3.6 
3.9 

13.9 

100.0 

32.7 
22.6 
7.8 
5.7 
4.1 
2 -5 
4 . 3  
4 - 6  

15.7 

100.0 

26.3 
21.9 
14.7 
7.9 
2 . 9  
1.4 
4 . 9  
3 . 4  

16 e 6  

100.0 

24.5 
22.7 
14.1 
6.1 
2.6 
1.6 
4.7 
1.6 

22.1 

100.0 

Source: Bank of Korea, Economic Statistics Yearbook (various issues); 
and data provided by the Korean authorities. 
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Table XXV. Korea: Average Terms of New External Debt 
Commitments, 1971-80 

~~ 

1971 1973 1975 1976 1977 1978 1979 

A l l  creditors 

cent) 
Interest (per 

Maturity (years) 
Grace period 

Grant element 
(per cent) 

(years) 

Official creditors 
Interest (per 

Maturity (years) 
Grace period 
(years 1 

Grant element 
(per cent) 

cent) 

Private creditors 
Interest (per 

Maturity (years) 
Grace period 
(years) 

Grant e 1 emen t 
(per cent) 

cent) 

6.3 
18 .7 

4.4 

23.3 

5.4 
25.9 

6.3 

34.3 

7.4 
10.5 

2.3 

11 .o 

7.2 
18.8 

4.9 

20.2 

4.9 
26.9 

7.2 

38.3 

9.4 
10.7 

2.7 

2.1 

8.6 
14.4 

3.5 

7.9 

7.9 
19.3 

5.2 

13.5 

9.3 
9.9 

2 .o 

2.8 

7.9 
13.9 

3.9 

11.3 

7.1 
21.7 

5.8 

20.0 

8.3 
9 -6 

2.9 

6.5 

8.2 
12.4 

4.2 

8.8 

7.9 
18.3 

5.9 

13.0 

8.3 
9.7 

3.5 

6.8 

8.9 
14.1 

3.9 

6.9 

7.4 
19.6 

5.4 

16.7 

9.7 
10.9 

3.1 

1.2 

10.5 
12.2 

3.3 

-1.9 

7.6 
16.8 

4.7 

14.3 

11.4 
10.7 

2.8 

-7.1 

Source: World Bank, World Debt Table (1981). 
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Table XXVI. Korea: Medium- and Long-Term Externa l  Debt, 1978-81 - 1/ 

( I n  mi l l i ons  of U.S. d o l l a r s )  

1-3 years  Over 3 yea r s  
F inanc ia l  

Trade Cash I n s t i t u -  Pub l i c  P r i v a t e  
Finance Loans t ions  Sec tor  Sec to r  Total  

1978 
Cont rac t s  
Drawings 
Amort izat ion 
In t eyes t 

Out  s t andi  ng 
Contracted 
Disbursed 

1979 
Contrac ts  
Drawings 
Amort izat ion 
In  teres t 

outs tanding  
Contracted 
Disbursed 

1980 
Con t r a c t s  
Drawings 
Amortization 
I n t e r e s t  

Outstanding 
Contracted 
Disbused 

1981 
Contrac ts  
Drawings 
Amortization 
I n t e r  es t 

Out  s tanding 
Contracted 
Disbursed 

458.0 20.7 759.5 
333.5 -- 300.0 
184.1 12.5 224.6 ... 21 ... 21 107.4 - - 

664.2 35.8 1,307.5 
484.3 2.6 837.5 

178.2 32.2 1,172.1 
301.9 45.4 1,459.0 
259.6 12.3 132.1 ... 2/ ... 21 173.1 - - 

582.8 55.7 2,310.9 
526.6 35.7 2,127.8 

363.5 35.1 1,317.0 
343.0 41.7 397.8 
289.8 39.5 126.9 ... 21 ... 21 285.8 - - 

619.5 42.2 3,491.5 
575.6 41.2 2,301.9 

256.6 89.2 1,521.8 
306.3 51.9 2,083.4 
320.4 33.7 204.4 ... 21 ... 21 486.8 - - 

555.7 97.7 4,808.9 
561.5 59.4 4,180.9 

2,050.1 
980.2 
224.3 
238.3 

7,674.1 
4,641.5 

1,005.0 
1,377.5 

261.5 
278.0 

8,417.6 
5,757.5 

2,332.3 
1,516.7 

256.9 
374.2 

10,530.2 
6,529.6 

2,605.0 
1,627.9 

308.3 
437.9 

12,826.9 
7,849.2 

1,915.2 5,203.5 
1,929.8 3,543.5 

687.0 1,332.5 
381.5 727.2 

7,214.7 16,896.3 
5,102.0 11,067.9 

1,232.0 3,618.5 
1,621.8 4,805.6 

951.9 1,617.4 
510.7 961.8 

7,494.8 18,861.5 
5,771.9 14,219.5 

1,307.7 5,255.6 
1,417.4 3,716.6 

827.4 1,540.5 
674.8 1,334.8 

7,740.2 23,423.6 
6,297.6 15,745.9 

986.3 5,458.9 
1,171.6 5,241.1 

954.8 1,821.6 
820.2 1,744.9 

7,771.7 26,060.9 
6,514.4 19,165.4 

Sources: Data provided by t h e  Korean a u t h o r i t i e s ;  and s t a f f  estimates. 

I/ Excludes l i a b i l i t i e s  t o  t h e  Fund and l i a b i l i t i e s  of merchant banks. 
2/ Included i n  amor t i za t ion .  
- 
- 
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Table XXVIII. Korea: Evrocurrenev Eorrovinp and Bond Issues bv the Banking System. 1973-81 

(In millions of C.S. d o l l a r s )  

- 1976 1977 1978 ____ 1979 ___- i 9 ~ n  - 1901 
O u t -  Dis- A ~ O T -  Dis- Amor- Dis- Amor- Dis- Amar- Dir- Aacr- out -  

stand- burse- ~iza- burse- t i z a -  burse- tiza- bursr- tiza- burse- tirn- strlnu- n a  c uri c\. 

B D T I O Y ~ T  Lender Amount ( G r a c e )  lnterest inp rnent t l o n  s e n t  rlon lent Cion ment  tion men1 t i o n  ins 

9il 

975 

9;s 

976 

977 

976 

979 

980 

90 1 

K E 6  1' 
KEE 

KEE 

KE6 

);E6 

h L E  

KFR 

BOK 2: 

BOK 

KEB 11 

KE 0 

XEB 4: 

K L B  

KEB 

KE0 

KEB 

EEB 

CY0 (EI.ndI 40.0 

Stan-Charrered 10.0 

Chemical 10.0 

hmescc 10.0 

R o v a l  Bank 01 5 .0  
Canada 

Bank of Nova 5.0 
s c o t i a  

BTC 7 . 5  

citicerp 100.0 
( s m d )  

(Syndl 
citicorp 100.0 

Ciri (Synd) 100.0 

Deutsche 100.0 
(Synd) 

CUB (Synd) 250 .0  

Bond (Saudi  Jj.0 
Arabia1 

Lloydr (Synd) 400.0 

Morgan (Synd) 500.0 

CY0 (Synd) 700.0 

Bond 30.0 

Total 2 , 3 0 2 . 0  

L+I.O-l$, 3i.3 

L+I.O 9.0 

L+1.0 10.0 

L'1.C 10.0 

L + I . O  5.0 

L+1.0  5.0  

L + l . f l  7.5 

L+2.0 100.0 

Lt2.0 lw.o 

l.+l 7 / 0  -- 
L+1 3 / L  -- 

L+7/8 -- 

1.75 -- 

L+5/8-3/4 -- 
L+3/4-7/0 -- 
L+5/8  -- 
L + 1 / 4  -- 
... 329. 0 

5 . 3  

2.0 

1.6 

2.0 

0.9 

0.9 

I..' 

3 b . O  

23.2 

_ _  
_ _  

_. 

._ 

_ _  
-. 

_ _  
_ _  

9 5 . 5  

5.3 

2.0 

1.8 

2.0 

0.9 

0.9 

1.3 

66.0 

76.0 

12.8 

_ _  

_ _  
_ _  

_ _  
_ _  
_ _  
_ _  
183.8 

5.3 

2.0 

1 . 8  

2.0 

0.9 

0.9 

1.: 

_ _  

_ _  

25.6 

10.0 

__ 
_ _  

_. 

_ _  
_- 

_ _  
56.7 

5 . 3  

2 . 0  

1 .a 

2.0 

0.9 

0.9 

1.3 

_ _  

-- 

25.6 

20.0 

_ _  
-- 

_ _  
_ _  
_ _  
__  
59.8 

5 . 7  10.6 

1.0 -- 

1.8 1.0 

2.n -- 

0.9 0.5 

0.9 0.5 

1.2 1.3 

-- _ _  

25.6 -- 

20.0 50.0 

33.3 216.7 

15.0 _. 

LOO.0 

_ _  500.0 

_ _  350 .0  

_ _  

_ _  35.0 

92 .0  1.58O.E 

a m e r c i a l  benkn 

973 5 Corn- BTC. lrving 11.3 5-8 (31 L+1.0-l1A 1 6 . 5  -- ?.I  -- 6.7 -- 0.8 -- 0.9 -- 1.0 -- 
merrial Trust  
banks and 
P"*a" 
Bank 

15.0 -- 3 5 . 0  -- 50.0 980 commer- BOA ( S y n d )  50.0 8 ( 4 )  L+3!&-7/8 -- -- -- -- -- -_ .. 

cia1 
Bank o f  
Korea 

20.0 -- 30.0 -- 50.0 

LO.0 -- 40.0 

0.9 -- 0.9 

0.8 35.0 0.9 105.9 1.0 140.9 

980 m a n i l  APCO (Syndl  50.0 8 ( 3 )  L+3/L-7/8 -- -- _ _  _. _ _  -_ _ _  
901 Cho-Heung CPlB (Syndl 5 0 . 0  8 ( 4 )  L-510 -- -- -- _ _  _ _  -_ _ _  -- _ _  

_. _- -_ _ _  _- _ _  (Ky""g Plantrust 1 .6  6 (2) S+3/4-718 -- -- -- 
Nam) 

local 183.1 ... . . .  16 .5  -- 7.1 -- 6.7 -- 

source :  Data provided by the Knrean authorities 

- I I  b r e a  Exchance Bank. 
? /  Bank of Korea. 
T/ 
z/ one half o f  a USSSOO milllun loan obtained by KER and WE. 

Borrowed jointly by KE0 and a syndicare of f i v e  commercial banks and Yedium lndnlrtry Bank 
- 
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Table X X I X .  Korea: Eurocurrency Borrowing and Band lssues by KDB and Other Financial InStitutiOnS. 1974-81 

( I n  millions of C.S. dollars) 

IY76 1977 1978 1979 1980 1981 ___- 
Out- Dir- Amor- Dis- A m T -  Dis- Amor- D15- AIIIOT- OiS- Anor- 

m a t u r i t y  stand- burse- tiza- burse- t i l a -  burre-  tiza- burre- t l z a -  burse- t i r a -  
Borrover Lender Amount (Grace) I n t e r e s t  ing merit tian m e n t  tlen mcnt tion men1 t l o n  men[ tlcn 

KOB I !  1974 

1976 

19ii 

1978 

1919 

1980 

1981 

L EX111 11 

1978 

1981 

LTCB 41 1980 

1981 

Merchant 
Banks 1978 

1979 

1980 

1981 

I 

Lazard Brothers 111.5 
(Syndl 

S a m u e l  Montan" 77.0 
(Synd) 

INB of Rhade 10.0 
lslend (Svndl 

Tota l  27).5 

Total 1.212.3 

RO.0 

18.9 

60.0 

15.2 

10.0 

24.3 

25.0 

25.0 

4 4 . 9  

250.0 

4 4 . 5  

600.0 

4 L . 0  

600.0 

47.0 

500.0 

10.0 

1.418.8 

200.0 

200.0 

4 0 0 . 0  

4 0 . 0  

60.0 

100.0 

75.0 

BTC (Synd) 

Bond (UAE) 

BTC (Synd) 

Bond (UAE)  

Bond 

Bond 

Bond 

Bond 

Bond 

BTC (Synd) z, 
Bond 

BTC (Sund) 

Bond 

BTC (Svnd) 

Bond 

citicorp 
(Synd) 

Bend 

Total 

UBAF (Synd) 

UBAF (Synd) 

Total 

KAT 

KAF 

Tota l  

L+l.O 80.0 

8 . 5  18.9 

L+7/8 40.0 

9.5 15.2 

9.25 10.0 

8.75 24.3 

9.5 25.0 

9.5 -- 
i . 2 5  -- 

L+7i8 -- 
6.; -- 

L+5/8-1/4 -- 
7.875 -- 

L+0.875 -- 

9.0 -- 

L+I/2-5/b -- 

L+1/4 -- 

213.4 

L+5/8-3/4 -- 

L+l/4 -- 
_ _  

L+l5/16 -- 

6 (2-1) L+5/8-7/8 -- 
_ _  

__  ... 

__  . .. ... 

_ _  ... 

i ( 2 )  L-l/4 -- 

211.4 

.. 

.. 

_ _  
_. 

_ _  
_ _  
.. 

_. 

_ _  
120.0 

_ _  
600. o 

4 4 . 0  

_ _  
_ _  
.. 

_ _  
764.0 

100.0 

_ _  
100.0 

_ _  
_ _  

_ _  

2 4 . 6  

18.11 

_ _  

-_ 

bl.5 

927.5 

source :  Data provided by the Korean suthoririec. 

1/ Korean Development Bank. 
?/ - 
I/ ~xporr and Import Bank of Korea. z/ - Long-Term Credit Bank. 

One half of a U S S S O O  milllon loan Obtained by KEB and K D B .  

_ _  
.. 

._ 

.. 

_ _  
_ _  
_. 

_. 

_ _  
.. 

_ _  
_. 

.. 

600.0 

_. 

300.0 

30.0 

9 3 0 . 0  

.. 

200.0 

200.0 

2 6 . 5  

jO.0 

5 6 . 5  

_ _  

__  

_ _  

.. 

9 i . h  
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Table XXX. Korea: Syndicated Bank b a n s  t o  Korean F f n r n c i a l  
I n s c i t u t I o n s  and Rond I s s u e s ,  1Y78-I31 

(In m i l l i o n s  of U.S. d o l l a r s )  

Lender or 
Year Bo r r o n  r Syndica te  Leader Amount Haturity Ince  res c 

1978 

1979 

1960 

1981 

Korean Development 
Bank (KDB) 

Korea Exchange Bank 
( KEB 1 

KEB and KOB 

F ive  m r c h a n t  banks 

Export 6 Import Bank 
of Korea (KZXIH) 

KEB 

KDB 

KDB 

Five merchant banks 

KDB 

KEB 

Commercial Bank 
of Korea 

Hanil Bank 

Six mcrchanc banks 

KDB 

KDB 

KEB 

KEB 

KDB 

KDB 

KEXIM 

Cho-Heung Bank 

KFB 

KE co 

Rond (Japan)  

Bond (Saudi Arabia)  

citicorp 

Societe Cenera le  

Union des  Banques 
Arabes e t  Franca isea  

T o t a l  

Chase t ianhattan 

Bank of A m r i c a  

Bank of Toyko 

Lnrard Brothers  

Bond (Kuveit) 

T o t a l  

Morgan Guaranty 

Bank of h r i c a  

Asis P a c i f i c  C a p i t a l  
Corporation 

Samuel Montagu 

Namura Securities 

BTC 

T o t a l  

Chaae Manhattan (CHB) 

Bond (CSFB) 

C i t  i c o r p  

CSFB 

Union des Banques 
Arabes e t  Francaiaes 

Chase tianhatcan 

Bond ( b r r i l l  Lynch) 

Bond ( Y a m i c h i )  

T o t a l  

41.5 I/ 

15.0 zf 

500.0 

10.0 

200.0 

785.0 

400.0 

- 

600.0 

128.0 y 
71.0 

44.1 4f  -- 
1.249.0 

500.0 

50.0 

50.0 

2 7  .o 

47.0 

600.0 

1,274.0 

700.0 

30.0 

500.0 

- 

30.0 

200.0 

50.0 

30.0 

41 .O 

1,561.0 

10  years 

5 year3  

10 years 

5-7.5 years 

) 
10 y e a n  ) 

10 years ) 
) 

1 
10 year. 

10 yearn 

7-7.5 y e a r s  

1 0  y e a r s  

8 yeara  ) 
) 

8 y e a r s  1 
) 

8 yearn 1 
) 

3-8 yearn 

10 years 

8 years 

8 years 

7 years 

8 years 1 
) 

a ~ a r s  

8 y e a r s  

8 y e a r a  

8 years 

12 ytarr 

6.7 

7 3 f 4  

LIBOR + 7/8 

LIBOR + 314 or 1 

LIBOR + 518 f o r  f i r n c  2 years  
LIBOR + 314 f o r  remaining per iod  

LIBOR + 518 f o r  f i r a t  2 years  
LIBOR + 314 for  remaining per iod  

LIMR + 518 fo r  f i r a t  5 years 
LIBOR + 314 for  remaining p e r i o d  

7.8 

LIBOR + 1/2 or 3 / 4  

7.875 

LIBOR + 3 / 4  f o r  f i r a t  3 years 
LIBOR + 7/8 f o r  remaining per iod  

LIBOR + 3 / 4  for f i r s t  4 years  
LIBOR + 7/8 f o r  remaining per iod  

LIBOR + 314 f o r  f i r s t  4 years 
LIBOR + 718 f o r  remaining per iod  

LIWR + 112 to 1 

9 

LIBOR + 718 

LIWR + 518 

LIBOR + 110 

LIMR + 1 /2  f o r  f i r a t  4 years 
LIBOR + 518 f o r  rem8ining period 

LIBOR + l f b  

LIWR + 3 / 4  

LIBOR + 518 

LIBOR + 1 / 4  

8.8 

Source: Data provided by t h e  Korean a u t h o r i t i e s .  

I /  Y 10 b i l l i o n .  
2 /  Saudi r i y a l s  50 m i l l i o n .  
71 Y 28 b i l l i o n  
& /  Kuuait  d i n a r s  15 m i l l i o n .  

- 
- 
- 
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Korea:  Conpos i t ion  o f  C e n t r a l  Government >nr! A9:7ila5!e P u h l i c  S e c t o r  

I i 
I I X v a i l a b i e  P u b l i c  S e c t o r  I I 
I I I I 
I I 
I I 

I I I I 
I C e n t r a l  Government I 

I- I I- I 
1 t 
I I 

1 A v a i l a b l e  N o n f i n a n c i a l  1 
1 P u b l i c  E n t e r p r i s e s  I 
I I 

I 
I I I 

I I 1  I 1  
I G e n e r a l  Account  I I  Ex t r x  budge t a  r y  Funds ! 1 E n t e r p r i s e  S p e c i ;  

I I  I I  A c  c oun t s 
I I 1  I 

I 

I I 1. 
I I I 2 .  
1 S p e c i a l  A c c o u n t s  I I 3. 
I I I 4 .  
I 1. G o v ' t .  Fund F i n a n c e  I I 5. 

I 4 .  N a t i o n a l  F o r e s t r y  I I A .  

i 6 .  I n d u s .  Workers I I 10. 
I A c c i d e n t  I n s u r a n c e  I I 11. 
I 7 .  Y i l i t a r y  E s t a b .  Trans-  I I 1 2 .  
I €e r I 1 13. 
I 8. Xat'l. I d e l f a r e  P e n s i o n  1 I 14 .  
! 9. J u d i c i a l  B u i l d i n g  I I  
I Cons t  - 1 1 15. 
I 10. N a t ' l .  Y e d i c a l  C e n t e r  I 1 
I 11. C i v i l  S e r v a n t  Pens ion  I I 16.  

I 2 .  C u l t u r a l  E s t a t e  1 1 6 -  
I 3. N a t i o n a l  Univ. H o s p i t a l  I I 7 .  

I 5. R e f o r m a t o r y  O p e r a t i o n  I I 9. 

I 12. Y i l i t a r y  P e n s i o n  I 1  
I I I 1 7 .  
'I I 

I I 18. 
I I 1  
I Others I I 19. 
I I 1  
I I I 2 0 .  

I S u r p l u s  I I 2 1 .  

I S e c t o r  I I  

I 1. D i s p o s a l  of  P r e v .  Year I 1 

I 2 .  F o r e i g n  Borrowing On- 1 I 2 2 .  
I L e n t  t o  t h e  P r i v a t e  1 I 2 3 .  

I 3. FMS C r e d i t  I I  I 

I f o r  R e q u i s i t i o n e d  I 
I P r o p e r t y  I 
I I 

I 4 .  Reimbursement S e c u r i t y  I 

Fo res t  r y Pe v e  1 o paen t 
C o a l  S t o r a g e  
F i s h e r i e s  Promot ion  
A g r i .  P r i c e  S t a b i l i z a t i o n  
Seed  R e v o l v i n g  
P a t r i o t s  S u p p o r t i n g  
Cu1:ural E s t a t e  
V e t e r a n s  ' Re 1 i e  f 
T3 u r  i sm ? roma t ion 
N a t i o n a l  I n v e s t m e n t  
Eia t i o n a l  ! d e l f a r e  P e n s i o n  
V o c a t i o n a l  T r a i n i n g  
C i v i l  S e r v a n t  P e n s i o n  
Y i l i t a r y  P e r s o n n e l  

P a c h i n e r y  I n d u s .  Pro- 

Sc f e n c e  and Technology 

D e f e n s e  I n d u s .  Develop- 

Ag r i c  . M e c h a n i z a t i o n  

A g r i c .  I n d u s .  and Univ. 

P o t e n t i a l  F a r m e r s  and  

N a t i o n a l  H o u s i n g  Fund 
M a r i n e  P r o m o t i o n  Fund 
E l e c t r o n i c s  I n d u s t r y  

P e n s i o n  

mot l a n  

Prono t i o n  

ment 

P r o m o t i o n  

Coopera c i o n  

F i  s h e r n a n  

Promot i o n  Fund 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
! 
I 
I 
! 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 1. G r a i n  Managemen! 
I 2 .  Honopoly 
I 3. Xaational R a i l r o .  
I 4 .  Communicat ion 
I 5 .  Supply  g 
I 
7 

I 
I 
I Funds 

I 
I 1. G r a i n  Vanagemen 

I 
I 2 .  Supply  

1/ The a d m i n i s t r a t i v e  c o s t s  o €  t h e  GXF and t h e  S u p p l y  Fund a re  c h a n n e l e d  t h r o u g h  t h e s e  - 
3 c c o u n t s .  
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