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BASIC DAtTA

Area 98,438 sq. kms

Population
Total (mid-1969) 31.14 million
Growth rate (1969) 2.2 percent
Density (per sq. Ian) 315

Gross National Product
Total (1969)Y 2,030 billion won

Per capita (1969) $190 equivalent
Growth rate (1969 at constant prices) 15.5 percent
Growth rate of real GNP (1962-69) 10.8 percent

Industrial Origin of real GNP (1969) 100 percent
Agriculture, forestry and fisheries 28 percent
Mining and manufacturing 26 percent
Economic overhead and construction 13 percent
Other services 33 percent

Gross Domestic Expenditure (current prices; as percent of GDP)

1965 1968 1969

Consumption 94 88 85
Private 8i 77 77
Public 10 11 11

Gross Capital Formation 15 27 30

Current Deficit and Statistical
Discrepancies -9 -15 -15

Financing of Investment

As Percentage of GDP 1965 1968 1969

Gross Doracstic Saving: 7.3 13.7 17.3

Public (1.h) ( 6.0) ( 6.1)
Private (5-9) (7.7) (11.2.)

"Foreign Savings" 7.5 13.b. 12.6

As a Percentage of Gross Capital Formation:

Gross National Saving: 49 51 58
Public ( 9) (22) (21)

Private (40) (29) (37)

"Foreign Savings" 51 9 42
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1'hblic Finance. (cu.rent prices,

in bi:lion 'won) 1965 1968 1969

Current Revenue 91 285 363
Current Expenditure 81 191 241

Surplus 10 94 122
Capital Expenditure 41 149 233

Counterpart funds finance 33 34 36.

Money, Credit.and Prices (annual rate of change in percent):
(Sept. 1968

1965 1968 1969 (Sept. 1969)

Money Supply 33 25 37
Time and Savings Deposits °1 99 o14

Total Bank Credit Outstanding: 42 74 69
To P^r2iatc Soctor 32 81 80

Price Indices:
Consumer Prices (Seoul) 3.o 11.1 1 2 .i>
Wholesale Prices 10. .0 8.1 7.5

Balance of Payments (in million US$)
Jan. -Sept.

1965 1968 1968 1969

Merchandise Exports (f.o.b.) 175 486 336 461

Mercbtndise Imports (f .o.b.) -416 -1,322 -945 -1,182

D&-icit -2U -- 8T37 769 -721

Receipts from Military Expenditures 74 217 154 190

Other Services, net -28 - 47 - 40 - 46
Balance on Goods and Services

Account -194 -666 -496 -577

International Liquidity (in million U$3$)
Nov.

1965 1968 1969

Gross Foreign Exchange Reserves 146 409 527
Months' Imports of Goods & Services 4 3
IMF Quota. 18.8 50 50

IMF DraXihs (outstandin@) - 12.5 12.5
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Net Inflow of Foreigi Capital (in million US$)
Jan. -Set.

1965 1968 196T69

Grants 203 226 144 163
Loans - 2 421 326 463
Direct Investment - 3 20 16 12

Total 201 667 486 638

External Debt

Total outstanding external debt, with maturity of over 3 years (including
commercial banks guaranteed and those without guarantees) on November 30,
1969, $2,166 million

of which undishursed: $ 799 million

Total outstanding debt, with maturity of 1-3 years on
September 30, 1969: $ 261 million
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SUMUIRY AND CONCLUSIONS

A. Factors of Accelerated Growth

1. Korea entered the final two years of the Second Five-Year Plan

(1967-71) with a booming economr. All the major Plan targets for 1971,

except in agriculture, were exceeded by 1969. Despite severe droughts,
real GNP grew in 1968 by 13 percent, due mainly to the rapid expansion

of manufacturing; it probably increased by over 15 percent in 1969 when

agricultural production rebounded. IWith population growth declining,
aided by the official family planning program, per capita GNP has risen

noticeably in recent years, reaching about $190 in 1969.

2. The basis for Korea's fast economic progress has been the rela-

tively stable political environment and the Government's firm commitment

to economic development under the strong leadership of President Park.

His victory in the recent referendum on a constitutional amendment vill

permit him to run for re-election for a third term in 1971.

3. The most important growth stimuli have been investment and ex-

ports. The investment rate in terms of constant prices reached 29 percent

of GNP in 1968 and almost 32 percent in 1969, while exports increased by

over 40 percent in 1967 and 1968, and by 33 percent in 1969. The rapid

growth in exports has been particularly important in stimulating expansion

in the manufacturing sector.

b. The very fast expansion of investment included intensified
Government -investment in power, transport and agriculture and private in-

vestment in manufacturing. These investments, while adding valuable pro-

ductive capacity to the economTy, had a multiplier effect on demand.

Prices and real wages have risen and the trade gap has widened. Realiz-

ing the dangers of an overheated economy, the Government attempted to

slow down investments in 1969. Curbs were put on private foreign borrow-

ing -and on private investments in construction and equipment. Gross fixed

capital formation in 1969 increased by 27 percent as compared with 40

percent in 1968.

B. Development of 3conomic Sectors

5. After two consecutive droughlt years in 1967 and 1968, Korea en-
joyed a bumper crop in 1969, with good weather and improvements in cul-

tivation methods. The Government increased considerably the irrigation

facilities under the "all-weather farming program". It increased its rice

procurement price in 1968 and 1969 by a total of 40 percent, to stimulate
production and increase the farmers' purchasing powier. Progress in land

consoliclation and slopeland developmen-t was still relatively slow. Live-
stock, development made good progress, but fisheries development was below

expectations.
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6. Manufacturing continued to be the leading economic sector with
an average annual growth rate of 22 percent since 1965. Its share in
GNP is now 25 percent as compared to 16 percent in 1965. Although still
producing largely consumer goods, intermediate and capital goods production

has speeded up. Progress has been particularly rapid in developing such
intermediate goods industries as fertilizer, petrochemicals and petroleum
refining. The Government has also undertaken measures to develop a local
machinery industry. It has recently decided to build an integrated iron
and steel mill with an initial capacity of 1,032,000 tons of crude steel.

7. The Government has overcome the power slhortage, a major problem
in 1967 and 1968, with a crash investment program in generating plant.
There is, however, still a serious s'lortage in transmission e^nd distrioution
facilities. Transportation continues to be a bottleneck but the situation
has been improving with the expanding capacities of railways, roads and
ports. The Government puts top priority on 'the constri6ti:on'!f the
national expressway system. The Seoul-Inchon expressway wias completed
by the end of 1968, and the 430 km Seoul-Pusan expressway is to be finish-
ed by mid-1970.

C. The Trade Gap

8. From 1964 to 1968 merchandise exports grew at the phenomenal
average rate of 40 percent a year, with a sharp increase of 45 percent in
1968. Daring the first nine months of 1969 merchandise exports reached
$460 million, 37 percent over the corresponding period in 1968. The slow-
er growth in 1969 alas due mainly to stagnation of textile exports, short-
fall of plywood exports because of the decline in construction activity in
the United States, flood damage to export industries, and the temporary
suspension of fish exports to Japan. Diversification of export commodities
has increased; three-fourths of them are manufactured goods. Over 50
percent of Korean exports now are purchased by the U.S., while exports to
Japan have declined.

9. Despite rapid export expansion, Korea's merchandise trade
deficit has increased in absolute terns. The main reasonsfor the import
expansion were the high level of investment and the wail.b i,y of .nc
receptivitW for reitn lo-1ns. Other .,;ictors were large grain imports
because of the droughts and the easing of import restrictions since mid-
1967. In 1969, because of some cooling off of the investment boom and
measures to contain import expansion adopted by the Government (including
higher advance deposit requirements and tighter import controls) merchandise
imports are estimated to have increased by only 25 percent, as compared

with 45 percent in 1968.



10. The large merchandise trade deficit was partly offset by a

surplus in the services account resulting from the receipts from the UN

forces in Korea and from the Korean soldiers and technicians in Vietnam.

Receipts from Vietnam, including merchandise sales to the military forces,

amounted to about $150 million in 1968, or 17 percent of total Korean

export earnings. All told, the deficit on the goods and services account

was $Y)66 million in 1968 (60 percent increase over 1967) and t577 milZlion

in the first nine months of 1969 (16 percent over the corresponding period

of 1968). For the whole of 1969 it is likely to be around $800 million.

D. Development Finance

11. Daring 1967-68, about one-half of the gross capital formation

*as financed by domestic savings, the other half by foreign savings. The
share of domestic savings in gross capital formation increased appreciably

to 58 percent in 1969. In that year, because of the higher GDPF growth

rate and increased agricultural income, the marginal savings rate rose to
26 percent from 23 percent in 1968. The average savings rate has increased

steadily from 7 percent of GDP in 196h-65 to 17.3 percent in 1969.

12. As a result of tax reform and improvement in tax administration,

publi3 savings as a percent of GDP rose sharply from 1965 to 1968, when

it levelled off. In 1969, public savings amounted to 6 percent of GDP.

In contrast, private savings rose from 7.7 percent in 1968 to over 11

percent in 1969, largely in the form of increased stocks resulting from

the good crops.

13. One of the most striking features in Korea's past economic

growth has been the great surge in foreign loans extended to Korean pri-

vate enterprises. Net foreign loans received the private sector rose

by leaps and bounds from $16 million in 1965 to almost $400 million in
1968. The inflow of official grants has increased only slightly during

the period, with the decline of U.S. grants compensated by the appearance

of the Japanese grants. It amounted to $226 million in 1968. Foreign

loans received by the Government and foreign direct investment have been

rather small.

14. Since 1965, the large influx of foreign capital has been more

th;_in suiL`icient to cover the trade gap and foreign exchange reserves have

grown-l. Net foreign exchange reserves, estimated at about $3400 million at

the end of September 1969, were equivalent to about 3 months' imports of

goo(is and services.
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15. The last economic report expressed apprehension about Korea's
rapidly increasing external debt. In 1969, the Government tried to
contain foreign borrowing. It stopped guaranteeing private loans, and
limited the amount of private loans with a comparatively short period of
maturity. As a result, loans with maturity of over 3 years contracted
from foreign private sources increased by about 40 percent in 1969, as
compared with over 200 percent increase in 1968. However, the rate of
increase is still higher than should be sustained over any substantial
period.

16. Total contracted external debt outstanding at the end of November
1969 was $2,427 million, including $261 million of loans with maturity of
1-3 years. Debt service, estimated at $67 million for 1968, amounted to 7.6
percent of export earnings. However, because of the large amount of
comnmercial debt contracted in recent years, the debt service ratio is
expected to increase sharply in 1970 or 1971, possibly approaching 20 per-
cent.

17. One encouraging sign in external borrowing in 1969 was the sharp
increase in loans from official sources. The amount rose from $83 million
in 1968 to more than $220 million in 1969, thanks to the large loans from
the U.S. ($120 million, largely for financing foodgrain imports) and from
the Bank Group ($80 million, for financing irrigation, technical education
and the Korea Development Finance Company). In spite of this increase,
external official loans outstanding at the end of November 1969 still
accounted for only 34 percent of total external debt contracted.

E. Problems and Prospects

18. The major problems facing Korea at the present stage of develop-
ment are continuing inflation, a large trade gap and rapidly mounting
external debt service. The root of these problems is over-investment.
The long-term prospects for growth appear bright. At this juncture, how-
ever, curbs to temporarily reduce the rate of investment below the absorptiv-
capacity of the country are required to achieve gr6ater stability and
improve long range prospects. The Mission therefore suggests that the
Government should continue to exercise constraints on investment.

19. Government investments in recent years have been directed at
correcting the imbalance between sectors, as evidenced by the step-up in
investments in agriculture, power and transportation. The TIassion expects
in the coming years that the imbalance among sectors will continue to be
reduced. But more attention should be given to the balance of investment
within each broad sector. For instance, judging from the latest trend in
demand for power and the existing investment program, there appears no
need for new investments in generating canacity up to the mid-1970's.
But investment in transmission and distribution is lagging. Because of



the declining world market price of rice, investment in large irrigation
projects should be carefully considered. Improvements to the existing
roads are probably more urgently needed than expressways, and this need
should be reflected in the investment program.

20. Since it is necessary to keep the size of total investment with-
in a certain limit in order to maintain economic and financial viability,
a commitment of one project will necessarily preclude the inclusion of
some other project(s). This is particularly true for large projects such
as the integrated steel mill. In this connection, the Mission reiterates
the general suggestion of the last mission, it is now time to be less
"target minded" and more "cost conscious", and that great caution should be
exercised in project selection and in the phasing of investments, based
on benefit-cost evaluation.

F. External Financing Requirements

21. After careful examination of possibilities of future export
growth, the Mission projects that merchandise exports can be expected to
increase from $664 million in 1969 to 2,830 million in 1976, provided that
the exchange rate will float as it is supposed to in accordance with future
price changes.

22. The Mission has also made two sets of projections of the compo-
nents of CNP, one based on a GDP growth rate of 9 percent, and the other
3 percent. The results show that wjith a 9 percent GDP growth rate the
trade gap will be about $660 million in 1976. The Miission projects that
net external loan capital requirements .oill be $530 million in 1976, and
that to meet these requirements Korea will have to have $1,400 million
gross inflow of external loans.

23. Based on the assumption that 20 percent of future net loan capital
requirements will come on concessional terms, 25 percent on conventional
terms, and 55 percent on commercial terms, the debt service ratio will reach
28 percent of export earnings in 1976. However, on the assumption of an
8 percent growth rate wxith the same export projections, the trade gap will
be reduced to about $430 million and the net loan capital requirement will
be about :;275 million in 1976. The debt service ratio will be between
2lb and 25 percent in 1976 and will reach a peak of 27 percent in 1980. The
lebt service ratio for debt of maturity over 3 years will be around 16
percent in 1976 and slightly higher in the peak year of 1980.
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24. If a restrictive monetary policy is to be applied, or if the
currency is devalued in the immediate future to offset the existing over-
valuation and exemptions of import duties are substantially reduced, ex-
ports may be higher and imports may be lower than what we have projected.
Also, if the amount of external official loans can be increased and that
of commercial loans reduced with improved terms over what we have assumed,
the debt service ratio can be further lowered to close to the 15 percent
which the Korean authorities committed at the last Consultative Group
Meeting. For controlling foreign borrowing, the Mission has also sugges4ed
the imposition of interest equalization tax.

25. In view of the good economic performance, large resource gap and
the need to prevent debt service from mounting, Korea, with a restrained
investment program and foreign commercial borrowing, should receive in-
creased amounts of foreign capital from official sources. Conventional
loans should be provided with a long grace period. In addition, because
of its still low per capita GNP and the large resource gap, Korea should
also receive a reasonable amount of official loans on concessional terms.



I

BACKGROUND

1. In 1969, the third year of the Second Five-Year Plan, except
in agriculture, Korea has already exceeded all the major Plan targets
for 1971. The GNP in real terms was 13 percent over the Plan's 1971
target. Because of a more rapid decline in the population growth than
expected in the Plan, per capita in 1969 was 16 percent over, amounting
to US$190 equivalent. Exports and domestic savings also exceeded their
respective targets by a considerable amount. This remarkable perfor-
mance has given the Korean Government and people great confidence in
their ability to manage successfully their own economic affairs. Many
foreign countries have provided finance for her development. Indeed,
the total amount of foreign capital made available to Korea in 1969
was more than two and a half times that which the Second Plan had en-
visaged for 1971.

2. A basic factor in Korea's unprecedented rapid economic advance
is her relative political stability and the Government!s commitment to
economic development, under the strong leadership of President Park Chung
Hee. Mr. Park was re-elected in 1967 for a second four-year term, which
coincided with the initiation of the Second Plan. He has been in firm
control of the Government, with his ruling party holding a comfortable
majority in the National Assembly. In October 1969, a national referen-
dum was held on a constitutional amendment which permits an incumbent
president to run for a third consecutive term. Opposition members boy-
cotted the National Assembly when the proposal for the referendum was
approved. As a result of the referendum which approved the amendment,
Mr. Park is able to run for another term in 1971. The economic achieve-
ments under the Park administration and the fear of internal turmoil and
economic decline if Mr. Park resigns (as he indicated he would) in the
event that the amendment was rejected, appeared to have been the voters'
most important considerations in endorsing the change.

3. Most likely the Government will continue to emphasize economic
development. The prevailing political thinking in Korea is that strong
and continuous political leadership is good for a developing country, and
that the best way to compete with North Korea is by rapid economic develop-
ment and improvement of people's living standards. The Government has
already begun to prepare the Third Five-Year Plan. In spite of some short-
term problems, the general political framework is undoubtedly conducive to
economic growth. MDreover, Korea now has a young, dynamic and devoted corps
of civil servants. The present arrangements of placing both the budget and
the planning functions in the Economic Planning Board and of using the annual
plan (Overall Resources Budget, ORB) to coordinate the plan implementation
with the hudget and to meet changing conditions continue to provide flexible
planning machinery.
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4. Rapid industrialization has brought about social changes, but
the Koreans seem to adapt themselves fairly easily. For instance, the
Government's family planning program has been gradually accepted by the
people. Technical and vocational education has been speeded up, and the
high literacy rate is beneficial to industry in obtaining trainable workers.
However, the traditional emphasis on liberal arts in the whole educational sys-
tem and in the attitudes of the parents has not shown much change. The rapid
inflow of population to urban areas has intensified the housing shortage in
the cities and, along with the rising cost of living, the labor movement has
become more active, as evidenced by recent strikes in the textile and ship-
building industries. The gap between urban and rural income, caused by a
lag in agricultural development, has been partly coxrected by the Governmert's
price policy, but more fundemental improvement has to come from increasing
agricultural productivity.

5. The last Economic Mission report commented upon the over-investment
situation, the excessive external borrowing and the need for improving the
balance of payments, and suggested more careful financial and investment
management. The statistics for the full year of 1968 now show that 1968
indeed turned out to be a year of unusual expansion. During 1969 the Govern-
ment has tried to reduce the overheating of the economy, but the twin probl,rv.
of inflation and rapidly mounting external debt still persist. This points
to the need for continuous efforts to control spending and foreign borrowsinr.
We believe that with a determined effort the Korean Government can cope with
these problems, provided that over-ambitious endeavours can be avoided.
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Table 1

COMPARISON OF PLAN AND PERFORMANCE
(In billion won at 1965 prices

SFYP Adjusted
Plan (in 1969)
for Performance Percent of Plan for
1971 in 1969 a/ Fulfilment 1971

GNP 1,170 1,302 113 1,508

Agricultural sector 397 366 92 424

Mining and manufacturing 314 339 108 455

Social overhead and
other services 458 597 130 630

Consumption 1,002 1,090 109 1,232

Investment 233 447 192 387

Exports ($ million) 719 1,115 155 1,500

Imports ($ million) 962 1,954 203 1,861

Domestic savings 168 224 133 276

Foreign savings ($ million) 243 839 345 419

Per capita GNP 36.1 41.8 116 46.5
(in thousand won)

a/ Preliminary; exports and imports are estimates of the Mission

Source: The Second Five-Year Economic Development Plan, 1967-71; Bank
of Korea (BOK) national income statistics



II

THE GROWTH RECORD

A. The Over-all Picture

6. Korean economic growth has accelerated since the launching

of the Second Five-Year Plan in 1967. The First Five-Year Plan recor-

ded an average growth rate for GNP in real terms of 8.3 percent a year,

thanks particularly to rapid industrialization after the monetary stabili-

zation and the devaluation in 1964. The momentum of growth has accelera-

ted since 1967, even with the setback to the agricultural sector by two

consecutive years of drought. In 1969, with the increase of agricultural
production by almost 11 percent, real GNP growth rate is estimated at

15.5 percent, as compared to 13.3 percent in 1968. Per capita real GNP

has risen by bout 6 percent annually on the average since 1962, reaching
about US$190 _ in 1969. Most of the targets of the Second Plan have already

been reached. However, the high growth rate has created some imbalances

and considerable strains in the economy.

7. The population growth rate, aided by the official family planning

program, declined from 2.3 percent in 1968 to 2.2 percent in 1969. By the

end of July 1969, about 1.1 million couples, which accounted for 28 2yercelt

of the women aged 20-44, participated in some phase of the program - .

8. Investment and exports continued to be the major factors in the

rapid growth of the economy. The 40 percent increase in gross fixed capi-

tal formation, which brought the rate of fixed investment to GNP up from

23 percent in 1967 to 29 percent in 1968, was the main factor in the pro-

cess of economic expansion. To overcome bottlenecks in the infrastructural

services, investments in power and transportation continued to rise fast.

Investments in irrigation (to redress the drought) and in manufacturing

were also stepped up substantially. In 1969, with the Government's attempts

to cool off the economy, fixed capital investment expanded at a more sustair-

able rate of 27 percent, with some levelling off of private building con-

struction and equipment investment. Government investment, however, con-

tinued to expand rapidly, especially in highways, harbors and industrial

l/ Per capita GNP at current prices converted at a parity exchange rate.

2/ For details, see Appendix I.
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estates. The rate of fixed invmestment at constant prices reached almost
32 percent of GNP. While the expansion in investment added considerable
productive capacity to the economy, it also injected additional income into
the demand stream. As a result, total public and private consumption, which
increased by 9 percent in 1967, rose by 11 percent annually in 1968 and
1969. National savings, now at 16-17 percent of GNP, leaves a large resource
gap to be financed by foreign capital.

9. Imports increased by over 40 percent in 1967 and 1968, and by 33
percent in 1969, thereby providing a stimulus to output, particularly in
the industrial sector. However, over the three year period imports have
also risen rapidly. In fact, the deficit in the current account of the
bal.nce of payments has widened. This reflects the high rate of domestic
capital formation and the eagerness of foreign suppliers to sell in Korea.
It accounts for the deterioration in the external debt position.

10. The heavy investment and rapid economic growth have led to con-
siderable increases in price and wage levels. During 1967-69, the consumer
price index rose by almost 11 percent a year, and the money wage of manu-
facturing workers at 23 percent a year.

11. The expansion of all economic activities has brought about an
annual rate of employment increase from below 3 percent during 1962-66 to
almost 4 percent in 1968 and perhaps the same rate in 1969. The ratio of
unemployed to the labor force fell from 7.6 percent in 1962-66 to slightly
above 5 percent in 1968. Rapid urbanization has begun to reduce the farm
labor force, and a farm labor shortage at peak agricultural seasons has emer-
ged. Also, while there is still some unemployment and underemployment with-
in the unskilled labor force, the shortage of skilled labor has become more
acute. This labor shortage and the rising cost-of-living explain most of
the recent sharp rise in money wages.

12. The rapid industrialization has, in a short span of five years,
led to a significant transformation in the economic structure of Korea. In
terms of output, the share of the agricultural sector fell from 42 percent
in 1964 to 28 percent in 1969, whLile that of manufacturing increased from
16 percent to 25 percent. In terms of employment, the share of the agri-
cultural sector decreased from 62 percent to 53 percent, and that of manu-
facturing increased from 8 percent to 13 percent. This basic trend is
likely to continue.
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Table 2

GROWTH OF AGGREGATE EXPEN4DITURES, OUTPUT,
CAPITAL AND EMPLOYMENT

(Annual rate of growth in percent at 1965 market prices)

a/
1962-66 1967-69 1967 1968 1969

GNP 8.3 12.5 8.9 13.3 15.5

Consumption 6.1 10.8 9.4 11.2 11.2

Gross fixed capital formation 23.9 29.5 21.7 40.3 27.1

Exports of goods and services 26.2 36.8 41.4 41.6 33.3

Imports of goods and services 17.5 35.1 34.8 45.9 25.2

Gross fixed capital formation as
percent of GNP 15.5 28.4 23.3 28.9 31.8

Ratio of gross fixed capital for-
mation to GNP increase (ICOR) 2.0 2.5 2.8 2.5 2.1,

b/ c/
Employment growth rate 2.9 3.4 3.0 3.9

Unemployment as percent of economic b/ c/
active population 7.6- 5.6- 6.2 5.1

a/ Preliminary
b/ 1963-66 only
c/ 1967-68 only

Sources: Bank of Korea (BOK), Economic Statistics Yearbook, 1969;
Planning Board (EPB), Korea Statistical Yearbook, 1969.



Table 3

GRC;vrrH AND STRUCTURE OF MAJOR PRODUCTION; SECTORS
(At 1965 Prices)

Annual Rate of Growth (%) Composition(%)

1965 1966 1967 1968 1969 1965-6o 1964 1969Output (Gross value added)--- 
-

Gross National Product 7.4 13.4 8.9 13.3 15.5 11.7 100.0 100.0Agriculture -0.9 11.0 - 1.2 10.7 3.1 4.9 28.1Manufacturing 22.3 16.1 23.9 28.1 22.5 22.0 15.6 24.7Electrici-y, vas ana -wauer supply 21.1 19.3 28.8 22.5 27.3 24.0 1.1 1.9:ransportation, storage and comrnrrication 18.4" 17.2 21.0 24.7 21.0 20.0 3.6 5.3Education 7.1 8.3 4 6.7 6.3 6.7 2.0 1.6

Capital Investmenm (Gross fixed capital
formation)

Total 26.0 62.0 21.7 40.3 27.1 35.0 100.0 100.0Agriculture 2TT 62.L -_ .8 11. 5 .Manufacturing 36.2 102.6 4.1 24.1 18.8 33.5 24.0 22.8Electricity, gas and water supply -4.1 3'.5 100.3 80.5 36.a L L.b 7.9 11.4Transportation, storage and communicatior 22.9 95.2 44.1 32.2 41.4 45.2 21.0 30.6

,ployment, total 3.8 1.6 2.9 3.9 n.a. 2.8 1OO.O 100.0

Agriculture -1.7 0.3 - 1.8 - 1.2 n.a. - .9 61.9 52.5Manufacturing 19.6 7.0 21.7 13.2 n.a. 13.8 8.2 12.8Economic overheads 27.2 -11.3 16.6 18.6 n.a. 7.0 4.5 6.2Other services 6.9 5.4 3.4 6.8 n.a. 5.2 24.8 27.3

a/ Preliminary
b/ 1969 employment figures are not available, 1968 figures are used instead.

Source: BOK, Statistical Yearbook, 1969, and national income data
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1/'
B. Agriculture

13. After two consecutive drought years, Korea enjoyed a
record crop in 1969. While good weather was undoubtedly the major cause,
an increase in planted area and improvements in cultivating methods were
also contributing factors. Cereal production rose by 20 percent over
1968, and by 9 percent over the last record crop in 1966. Production of
most other crops also increased.

14. Alarmred by the setback in agricultural production in 1967 and
1968 and the growing urban rural income gap resulting mainly from rapid
industrialization, the Government hastened to take two major steps in ag-
ricultural development: the strengthening of the "all-weather farming
program" and the increase of its rice procurement price. In 1969, the
Central Government made a record budget appropriation for expenditure in
the agricultural sector, toWlling 48.3 billion wion (not including the
third supplementary budget),r which was a 70 percent increase over 1968.
The major item was capital expenditure, largely for investment in irri-
gation and land improvement to reduce the influence of weather on farm
production.

15. Judging by the increase in planted area, the imp.ovemenlt. in ir-
rigation facilities under the all-weather fainnin: piofram, and the increased
use of chemical fertilizers, lime, pesticides, farm machinery, eic., perfor-
mance in agricultural development has generally improved in 1969. However,
consolidation progress has been somewhat below expectations and slopeland
development, althougl considerably improved, has not regained the pre-
drought (1966) level.

16. To stimulate production and to increase the farmer's purchasing
power, the Government raised its rice procurement price by 17 percent for
the harvest season in late 1968, and by a further 22.6 percent in 1969. 04-
viously, the rice price increases also raised the urban cost of living and
contributed to the rise in the wages. Now that the rice price is substan-
tially above the world level and the all-weather farming program is well
under wiay, the direction in wihich future agricultural development strategy
should move is an urgent decision to be made, particularly in connection
with the recently introduced Ten-Year (1970-79) Rural Modernization Plan
and with the Third Five-Year Plan. This question will be discussed in
Chapter VI.

1/ For details see Volume II, Annex I
T/ The Third Supplementary Budget consists of only one item, i.e. 18.8

billion won of additional appropriation for purchases of grains und&r
the Grain Management Account. See P.45.
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17. Livestock, although its share in total agricultural production
is still small,, ias progressed well in 1968 and 1969. Output of meat,
poultry and dairy products in value-added terms increased by 11 percent
in 1968 and 23 percent in 1969, reflecting a significant change in the
!oreans' diet in favor of protein food. Pork, chicken and egg production
has increased particularly rapidly. The development of beef cattle and
the dairy industry is just beginning, and appears promising. The shortage
of farm labor during peak agricultural seasons and soaring prices of cat-
tle have stimulated the expansion of farm mechanization. The trend appears
to be for power tillers to replace draft cattle and save farm labor for
raising dairy cows on small farms. Piechanization will also shift feed
sources from supplying draft cattle to supplying dairy cows. The develop-
ment of the whole complex of the livestock industry is likely to have a sig-
nificant impact on the future agricultural development.

18. Coastal and inshore fisheries suffered a setback in 1969 because
of a cold tide, typhoon damages and a cholera epidemic. Laver production,
mainly for export to Japan, was poor in 1969. Moreover, Japan has imposed

import restrictions on Korean laver because 30 percent of Japan's coastal

fishermen are harvesting laver. Korea has built and imported many tuna
boats in 1969, and tuna production increased accordingly. However, the

Korean tuna industry is now facing various problems, such as declined
catch rate, shortage of qualified crews, and the rise in bait price. In
addition, fishin- ompanies are sufferin- from the hi.ih cost of boat con-

struction and hig;h debts to forei{n tuna packin- and trading firins. As
a ulhole, fisheryr production in 1969 increased by less than 2 percent in1

value-added terms, as compared witjh an average of 14 sercent during 1966-68.

1/
C. Manufacturing

19. Since 1965, value added at constant prices in the manufacturing

industry has grown at a very fast rate of 22 percent annually, which is

twicec as fast as the GNP growth rate. WJith the associated similar rapid

expansion in construction, power and transportation, it has played a leading
role in Korea's phenomenal rate of industrialization and economic growth.
In 1969, the manufacturing output growth slowed down from the exceptionally
high rate in 1968, but it still maintained the average growth rate of the
past five years.

1/ For details, see Volume II, Annex II
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20. The manufacturing industry produces largely consumer goods,
although their share in the total olitnut has declined gradually from
63 percent in 1965 to 58 percent in 1968. In the consumer goods field,
Korea had already achieved a high degree of import substitution in the
First Plan period; therefore very little progress has been made in this
regard since then. The fairly rapid growth of consumer goods production
(23 percent annually during 1965-69) has been due to the expanding export
market as well as the rising domestic demand. About 75 percent of Korea's
exports are manufactured goods, of which 60 percent are consumer goods.
The rising standard of living of h,e Korean people has increased private
consumption of manufactured goodsJ by as much as 16 percent yearly, as
compared with a 9 percent increase for all private consumption.

21. The growth rate of intermediate and capital goods production
has been even faster than consumer goods in the last 5 or 6 years (about
30 percent annually for 1965-69). This growth can be explained both by the
rising domestic demand and import-substitution. The rapidly rising demand
for capital and producer's goods is indicative of the tremendous expansion
of domestic fixed capital formation since 1965. However, Korea has depen-
ded heavily on foreign sources for capital goods. At present, imported capi-
tal goods account for three-fourths of the capital goods supplied to the
domestic market. The dependence has been encouraged by tax and credit con-
cessions, and the availability of suppliers' credit on favorable terms
(as ccmpared with domestic borrowing). The domestic capital goods industry
is rudimentary and in quality, price and speed of delivery domestically pro-
duced capital goods are less attractive than imported ones to Korean investorv.
The Government and the industry itself should examine the plrmpeot s ' :2:l'_LV
to determine what the most profitable investmeht opportuniti&s .S in the pro-
duction of producer's goods. In the examin.?tion, the econcmic co.;t.s involiv-i
in saving foreign exchange by import-substitution, P'nd the colinpa!:ison of
these costs among the various branches oi the industry, shlould be studied.

22. Since the last Economic Mission suggested the possibility of de-
veloping the machinery industry, the Korean Government has implemented mea-
sures to encourage some machine-making branches by providing credit on rea-
sonable terms, and protection through import restrictions. A thorough pre-
investment study of future possibilities in this area is needed.

1/ Including beverages, clothing and other personal effects, furniture
furnishings and household equipment.



23. Korean manufacturing industry also depends greatly on impor-
ted materials and intermediate goods. The proportion of value-added is
small. There are good prospects for developing' backward linkages and,
in fact, Korea has made progress in this direction, particularly in the
fields of clhemicals, fertilizers, and refined petroleum. However, in
the production of many intermediate goods, an economical operation would
require a scale exceeding the size of Korea's domestic market. In a
number of recently constructed industrial plants in the field of plas-
tics, synthetic fibers, etc. (and also passenger car assembly), the scale
was below optimumi and the production costs are much higher than the in-
ternational level. To overcome this limitation in the petro-chemical
industry, Korea has entered into a market sharing agreement with the
Republic of China, under which China will import Korean caprolactam
and Korea will import China's tMT.

2h. In line with the suggestions made at the last meeting of the
Consultative Group, the Government dropped the original plan for a
600,000 ton steel plant and produced plans for an integrated mill with
an ini-tial capacity of 1,032,000 tons of crude steel and provision for
expansion to 2 million tons and ultimately to 5 million tons. The total
financial cost of the project (excluding infrastructure costs and in-
cluding interest during construction on foreign funds) comes to about
$251 million, of which the foreign cost component is about $156 million.
We understand that the Japanese Government has agreed to provide $123.7
million for the foreign cost, of which $73.7 million will be on conces-
sional terms and $50 million from the Japanese Export-Import Bank on com-
mercial terms. This would leave a gap of about $32 million in foreign
requirements to be met from other sources. A Bank steel mission reviewed
the proposal and concluded that the economic rate of return on the in-
vestment in Stage I of the project would be inadequate; it would improve
substantially if Stage II wiere imp"emented in response to an increase in
demand for the company's productsL4.

1/ IBRD, Industrial Projects Department, Pohang Iron and Steel Company
Limited: Project Evaluation, December 29, 1969. This report has been
circulated to members of the Consultative Group on Korea.
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D. Infrastrutcture

25. The rapid increase in the power and transportation sec-
torb has surpported the growth in production. Such infrastruc-
ture industries with high capital-output rattos require heavy in-
vestment. While the value-added for public utilities and transpor-
tatiorh services rose by over 20 percent annually from 1965 to 1968,
the fixed capital investment in these two sectors rose by over 45 per-
cent a year. Typically, these infrastructure industries account for a
large portion of total investment (48 percent of total fixed capit.,l
formation in 1968), but contribute directly only a very smill portion
to GNP (7 percent in 1968). This is very ilportait to make correct.-pro-
jections of the futu.e needs for infrastructural services, so ns to
avoid bottlenecks on the one hand and over-investment on the othcr.

Electricity 1/

26. Electricity consumption has increased at over 20 percent a year

in the past decade. The pow¢er shortage experienced in 1967 and 1968 promptad
the Government to step up investment in generating capacity and as a result
.ixed capital investment in the power sector doubled in 1967 and rose by
80 percent in 1968. Meanwhile, several Government agencies were ask,-d to
make forecasts, several projecting a hir1her demand thzO the pre-droug-,ht
forecasts made by the Korean Electricity Cormpay (KE1C0). Recent dovelop-
ments, however, indicate that the lower projections mlay be adcquit..

27. If the lower forecast is correct, then under the present Govern-
ment's power investment program more than sufficient generating plant is
niow in the "pipeline" to meet power demands up to 1976-77 and no further
generating plant need be planned until 1973-74 for commercial operation
in 1977-78.

28. By mid-1969 the country had a total generating capacity of about
1,900 MW, of which the predom;Linantly Government-owned Korean Electricity
Co. (KEC0) had 1,629 MW (which supplied over 80 percent of electricity).
The planned generating program was to increase the installed capacity
to 6,633 MW in 1974 and 9,433 MW in 1976(exc]udint; captive plant.). Based
on the forecasts considered by the Mission to be rcalistic, the -anount of
generating capacity to which the Government is comxnit;ted, and which is now
expected to be commissioned by 1974 to bring the total installed capacity
;up to about 6,430 MW, could be sufficient to meet the most likely peak deman'd
for 1976 with a spare capacity margin of about 34 percent. Thus, some

1/ For details, see Volume II, Annex III
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postponement of investment in the KECO generating program and in private
generating stations should be considered.

29. On the other hand, however, there is a great shortage in
transmission and distribution facilities which prevents the full uti-
lization of electricity generated. Investment in this field should
be carried out as planned by KECO.

Transportation

30. Domestic passenger and freight traffic increased at a rate
of 15.5 percent a year between 1965 and 1968. In passenger transpor-
tation, motor vehicles have taken over the lead from the railroads since

1965, whose share in total passenger/kilometers fell to 42 percent in
1968. In freight transportation, the railroads have continued to play
the major role, expanding in terms of ton/kilometers at 11 percent a

year in the last 4 or 5 years. In 1968, the railroads transported al-
most three-quarters of the total freight in ton/kilometers. Although
the freight volume carried by motor vehicles increased by about 20 per-
cent annually, it still accounts for only about one-tenth of the total
freight traffic. Motor freight transport is used mostly for short hauls.
Coastal shipping is taidng an increasing portion of bulk freight traffic;
in 1968 it accounted for 15 percent of domestic freight traffic, as com-
pared to only 4 percent in 1964.

31. Highway construction was givcn low priority in the First Plan.
In line with the recommendations of a Bank-financed Transportation Survey,
the Government greatly increased the allocations for highway construction
in the implementation of the Second Plan. However, most of these funds
were allocated to the construction of the Seoul-Inchon and the Seoul-Pusan
four-lane toll expressways, rather than to improvements on the existing
network, of which less than 10 percent is paved. The 30 km Seoul-Inchon
expressway, partially financed by a $6.8 million ADB loan, was opened to*
traffic in December 1968. The Seoul-Pusan expressway (total length 430km)
is to be completed by mid-].970.

32. The number of registered automobiles more than doubled between
1965 and mid-1969, with cars and buses increasing faster than trucks.
The establishment of local assembly plants, import liberalization for
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parts, and the Government's permission for installment purchases of cars
have been the major factors in the rapid increase in automobiles.
However, with an average highway length of 360 meters (inclqiAng
unpaved per square km of land area and 300 persons per automobile; road
transport is still inadequate.

33- Korean National Railroads have lengthened their track from
4,780 km in 1964 to 5,360 km in mid-1969 by expanding the connections
with the North-East coastal area where the bulk of the mining industry
is located and by building a double-track on the crucial Seoul-Pusan
line. Dieselization of locomotives and the expansion and modernization
of rolling stock have progressed well, with external financial assistance
from the Japanese Property and Claim Funds, USAID, and IDA. In the last
five years, the number of diesel engines more than doubled and the freight
car rolling stock increased by over one-third, although the number of
passenger cars increased only slightly. Due to persistant strains on
the railway capacity, the Government has continued to apply a priority
system and has prohibited freight traffic by rail over distances of less
than 50 km, except for coal.

34. !Uoni writVi the increased forci:n tr:let6 and maritimc tr.Cfic,
Korea's ocean ;oin, flect has bcen expandod Iefrci 117,000 C-T in 1961. to
633,000 CT in mid-1969, of wlich 385,000 GT are c:rrj, vessels and
248,oo000 T oil tankors. Coastal vessels now tot.-L alxut 1,800,
witn a gross tonnage of 156,000, as comparvd with ovur 1,400 yes-
scls with a 70,000 GT in 1964. Coastal shippinc is handicapped by
the poor port facilities and the small size and obsolescence of most
vessels. At present, freight rates appear to favor the railroads, although
bulk freight traffic is a major bottleneck in rail transport and some
of it could be shifted to coastal shipping.

35. Passenger air traffic has expanded very rapidly in the last 2
or 3 years, particularly on domestic lines. The Government-owned Korea
Airlines (KAL) was sold to private interests in late 1968. Its domestic
network is being serviced more frequently and its international operations
now extend beyond Japan to South-East Asia.

1/ In 1966, Thailand and the Philippines had 114 and 107 persons res-
pectively per automobile. The Philippines had an average length
of highway of 191 meters per square km of land area.



III

EXTERNA,.L TRADE

A. Recent Performance

Export Expansion

iS. ;'xport expansion'has been a major factor in Korca's rapid
cronomic .;rowth. Du;inp; 1961-68, nerchandiso cports incrcased at
an r ver(;'- r-te of 40 percent a yeri, with 45 percent in 1968. In
the f'irst nine months of 1969 thae ratc of cxpansion of merchandise
ux-)orts s5owred do im to a 37 percent increase over the same period
in 1968.

'7. The buoyant exports in 1968 were mainly due to the booming
U.S. market; to meet the rising demand there, Korea's exports of wigs,
clothingt, electrical and electronic appliances and plywood rose sharply.
Total exports to the United States increased by over 70 percent in 1968.
Also, the scheme of bonded processing for exports has become increasingly
important for promoting exports. In 1968, almost 20 percent of the total
export value came from the bonded area, as compared with less than 10
percent in 1965. Bonded processing is predominant in electrical
and electronic appliances with foreign (largely US) investment, but is
also considerable in clothing and the still minor non-electrical machinery
exports.

-43. In the first nine months of 1969 the major disappointment was
the performance of textile exports; although exports of woven cotton
fabrics rose moderately, other textile exports declined, with the result
that this major expor-t category barely maintained its level of the cor-
responding period a year ago. Wfith a total of only $46 million of textiles
exported by the end of September, it is unlikely that the $111
million target set for the whole year would have been met. Also, exports
of food items slowed down, partly because Japan, the major customer,
suspended fish imports following a cholera epidemic in Korea and partly
because of stagnant exports of fruits and vegetables. Other major exports -

clothing (now the largest export item), plywood, electrical and electronic
appliances, and some minor items such as tobacco and metal manufactures -
still increased during the first nine months of 1969 at high rates ranging
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from 45-100 percent over the same period in 1968, but all were slower than
the rates of increase in 1968 over 1967. Exports of miscellaneous manu-
factures (largely wigs) accelerated. Sales to military forces in Vietnam
lagged behind last year's level. Several unfavorable factors also became
evident late in 1969. The slump in U.S. construction activity following
the tight money policy began to affect Korea's plywood exports which, for
1969 as a whole, may fall short by 20 percent of the $100 million target.
Korean raw silk exports felt the pressure of heavy cheap exports from
mainland China. The autumn floods caused extensive damage to the bonded
factories in the Pusan-Ulsan area.

39, While flood dama&e and the cholera epidemic are only temporary
impediments, other factors tend to have some lasting effects. The rate
of growth of those exports which already account for a large share of
imports into the United States may be adversely affected by any slowdownq
in the growth rate of the U.S. economy. In this regard, the growth in
raw silk exports (which account for about 40 percent of U.S. raw silk
imports), plywood (20 percent), human hair products (5 percent) and
electric lamps and bulbs (5 percent) could be reduced by-a fa.11 in the growth
of U.S. demands3. The importance of trec."s in tile U.S. economy is heightened
by the fact that sevcral of the commoditics that 'o to the U.S. ml-rket account
for a vcry lar>c s-rc in totl eXp,oltS of Koreca. Ipproxyiat l 0 g crc nt
of thc human hail: and -i-s, the ilywood and the footwfe.Rr cxports, 7(0 oerent
of the electrical riachLinery exports and 60 c-recent of the clothin-; exports
from Korea are sold in the United Statca. Any dccl:u-e in thle U.S. dEaand for
these commodities can have considerable offects on Korea's total cXp,;ort
eari-nEns. Until the U.S. economy resumes a i-easonablc rate of -ro1;t2-,
Korea may find it difficult to maintain the high export growth rate ex-
perienced in the recent past. This points once again to the need for
market diversification, for in constrast to the successful commodity
diversification, Korea's exports have become increasingly concentrated
on the U.S. market which purchased over one-half of her total exports in
1968, as compared with over one-third in 1965.

4b.. A natural market for Korean exports would be the nearby largest
industrial country - Japan. However, Korea's exports to Japan, as a share
of total Korean exports, have declined from 25 percent in 1965 to
about 20 percent during the first nine months of 1969. This intensified
Korea's serious problem of trade imbalance wxith Japan wAhich reached an
alarming amount of over $500 million in 1968 in favor of Japan (larger
than Korea's total exports in 1968). Recently, the Japanese Government
has made some attempts to liberalize its import trade on a multilateral basi. 
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ard Korc_a is c(pected to benlefit. Fu-thormcrc, following basically a Korean

proposal, Japan has selected eleven import items on which the Japanese

import duty is not levied on the value of the goods but rather on the

added value. This regulation becmne effective on April 1, 1969 and

applies to those items for which the raw materials and intermediates have

been imported from Japan and processed in a foreign country under a con-

signment sale contract. The list includes electronic parts, refrigerator

parts, etc. Although this arrangement is extended to all countries, the

main beneficiaries will be Korea and the Republic of China. Among primary

export;s, there appear to be possibilities for Korea to export some food

items with large labor content and high income elasticities to Japan,

such as meat and n.arine products, vegetables and fruits.

Li, The depressed textile exports will have additionaldifficulties
if further restrictions are applied by the major importing countries,

particularly the United States. Even a recovery of the U.S. economy may

not provide a solution to the problem that is satisfactory to Korea.

Import Trends

'-~0. Since 1964, when the Korean economy began to surge ahead, mer-

chandise imports have increased as rapidly as merchandise exports. This

is because Korea has a rather poor resource base and a high import content

in its manufacturing industry. The 47 percent increase in imports in 1968

was particularly steep. It is true that the droughts in 1967 and 1968

necessitated larger grain imports, but the increase in grain imports

accounted for only 8 percent of the total import increase of $667 million.

It is also true that since July 1967,.import restrictions had been gradually

liberalized, particularly for consumer goods, but the increase of non-grain
consumer goods imports in 1968 was only 5 percent of the total import incrcase.

The main reasons for the 1968 import boost is clearly the high

level of investment and the liberal amount of foreign loans. Imports

of machinery and other canital goods continued their sharply rising trend

and increased by 72 percent in 1968; their increase accounited for one-third

of the total import expansion. Their share in gross domestic fixed capital

formation increased continuously from 17 percent in 1965 to 37 percent

in 1968, reflecting both the substantial expansion in domestic investment

(especially in manufacturing, power and transportation), and Korea's

heavy reliance on foreign capital goods and foreign finance.

al1. Imports of raw material and intermediate goods, the largest

commodity proup on Korea's import bill, have been rising constantly with

growirng industrialization, but their share in total imports declined from

over two-thirds in 1965 to one-half in 1968. The absolute amount of the
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Table 4

CHANGES IN EXPORTS AND IMPORTS

Growth_Rate (&_ Composition Amount (in million US $)
Annual Jan-Aug 19 (

Corimodity Average over Jan. -Sept.
Group 1964-68 Jan-Aug 1968 1964 1968 1964 1968 1969

aT

Exports (f.o.b.)

Food 14.o 9.9 22.2 9.8 26.4 44.5 35.6
Raw materials 17.1 18.5 28.5 14.0 34.0 63.9 51.3
Manufactures 55.0 40.8 49.0 74.3 58.3 338.2 334.3
Others 22.0 68.3 0.3 1.9 0.4 8.8 10.6

Total 40.0 35.2 100.0 100.0 119.1 455.4 431.8

Imports (c.i.f.)

Consumer
goods 29.0 57.5 18.5 14.3 75.0 208.3 236.o

(Grains) (21.0) (54.9) (15.0) ( 8.8) (60.8) (129.3) ( 157.5)
Raw materials
and interme-
diate goods 29.0 33.6 64.3 49.3 259.9 721.6 626.1

Machinery and
equipment 67.0 17.1 17.2 36.4 69.5 533.0 447.2

Total 38.0 30.8 100.0 100.0 404.4 1,462.9 1,309.3

a/ Excluding sales of military goods to Vietnam

Source: See Tables 3.2 and 3.5 of the Statistical Appendix

Groupings: Exports: Food, SITC 0; Raw materials SITC 2-4; Manufactures SITC ,
Others SITC 1, 9

Imports: Consumer goods SITC 0, 1, 8 9; Raw materials SITC 2-6;
Machinery and transport equipment SITC 7; Grains SITC 04
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increase in 1968 was also considerably smaller -than that of capital goods.

In this group, imports of wood and lumber for plywood production, of

synthetic fibers, regenerated fibers and wool for clothing and sweater

manufacturing, all mainly for the export market, increased most sharply.

Crude oil imports also rose rapidly, owing to the expansion of domestic

oil refining capacity and the Government's fuel policy of shifting from

coal to oil. Fertilizer imports, however, declined drastically with

growing domestic production.

45, Only a TnodeCst portion of the imports of raw materials and inter-

mediate goods have been used for making export commodities. In 1968,

out of $722* million of these imports, only about $212 million (or 28 per-

cent of the total) were used for making exports; the rest i,as used

dirtectly or indirectlry for demcstic consumption, except a small por-

lion (1ic-p5 oer(ernt) for investment. A recent Korcan stu4r shows that

tot]. :importcd inputs (oxciuding capital cost) accounted for one-third

of total merchandise ,x-orts in 196612

Realizing the over-investment and over-import situation, the

Government decided to slow botAh dowm in 1969. In the ORB, inerchan-

disc imports were planned to increase by 13 Dercent in 1969 up to $1,450
million (estimated on c.i.f. bpse). Horevcr, for thc first nine

month] of 1?69/ 'tul sino-ts showed a 31 percent increase over the

co-:sY)2':bi ncr:Lo<. o.r7 Io, 8. This still reprcsents a noticeable slow-

down in import exp):nsion as comnpxed with the s-I:lc period in 1968.

l-. *A major factor in the import slowdown dixin.- 1969 has

been a slharp decline in the rate of expansion of capital goods imporTs,

which increased by only 15 percent during the first nine months of 1969

over the same period in 1968. To a large extent, this reflects the Govern-
ment.' I'-fcrts in saoirin_ doe-,n invcstmr-nt .a-ad in restrictinr private

suppliers' credits. On the other hand, imports of raw materials and

intermediate goods increased by 35 percent, and consumer goods imports

by 48 percent. Consumer goods imports were also the largest in absolute

terms, due mainly to substantial foodgrain imports to make up for the

poor crop in 1968, the bulk of which was available for consumption in 1969.

1i8. Japan has become Korea's largest supplier in recent years,

followin[; the normalization of relations with Korea and the suosequent

considerable expansion of Japanese loans to Korea. Imports from Japan in

the first nine months of 1969 accounted for 46 percent of the total, as

1. Korea Trade Research Center, Review on Measures to Increase Net

Foreign Exchange Earning from Eport
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compared with 36 percent in 1965. In addition to large purchases of
capital goods and transport equipment, imports from Japan of raw materials,
especially synthetic fibers, have also risen considerably. The United
States, Korea's main supplier in the early 19 6 0's, now ranks second with
around 30 percent of total imports. Imports from other countries are
still relatively minor. However, there has been a sharp rise of imports
from the Federal Republic of Germany lately.

The Trade Gap

49. During 1966-68, imports increased as rapidly as exports, and exports
as a percentage of imports has hardly improved. During the first nine months
of 1969, the ratio of exports to imports improved moderately to 39 percent,
as compared with 36 percent in the corresponding period of 1968. Since im-
ports are much larger than exports, the merchandise trade gap in absolute
terms has widened continuously.

50. The large merchandise trade deficit has been offset to some extent
by U.N. military expenditures in Korea, which have increased quite rapidly
during the past 4 or 5 years. The balance of other services, however, has
shown small deficits. All counted, the deficit on the goods and services
account in 1968 increased alarmingly by 60 percent to $666 million. During
the first nine months of 1969, the situation improved somewhat. The deficit
increased only by 16 percent, and the percentage of the total receipts to
total payments of goods and services rose moderately to 59 percent. However,
as Table 6 shows, this ratio has been very stable at about 60 percent over
the last 5 years.

,l. It is clear that, whilst Korean exports have performed remarkably
well, it will take a fairly long time for the economy to achieve a viable
balance in the goods and services account. This is particularly so because
after the partition of the country the development of the Korean economy
started with a large trade deficit and poor resource base. Owing to the
dependence on imports, export performance should not be viewed in isolation
in terms of its own rate of increase, but should be considered together with
imports. Table 6 gives the growth rates for both exports and imports of
goods and services and the ratio between these two rates. To improve the
balance of payments, it is important to maintain this ratio as much as over
'; to increase exports alone is not sufficient.



Table 5

BALANCE OF PAYMENTS: GOODS AND SERVICES ACCOUNT
(In million US dollars)

Jan.-September
1964 1965 1966 1967 1968 1968 1969

Pc.ceipts 211 290 455 643 880 612 812

Goods (f.o.b.) 1192/ 175a/ 250a/ 335 486 336 461
Military expendi-

tures 64 74 101 163 217 154 190
Other services 28 41 104 145 177 122 161

llayments -432 -484 -778 -1,o60 -1,547 -1107 1389

uoods (f.o.b.) -365 -416 -680 - 909 -1,322 - 945 -1,182
Services - 67 - 68 - 98 - 151 - 225 - 162 - 207

2..ade Gap -221 -194 -323 - 417 - 666 - 496 - 577

Goods -246 -240 -430 - 574 - 836 - 610 - 721
Military expendi-

tures 64 74 101 163 217 154 190
Other services - 39 - 27 6 - 6 - 48 - 40 - L6

Receipts as p of pay-
ments 548.8% 59.9% 58.5% 60.7% 56.9% 55.3% 58.5%

Goods only 32.6%, 42.1% 36.8% 36.9% 36.8% 35.6% 39.0%

Exports to military forces in Vietnam are excluded; they are, however,
included in "services".

:.irce: Statistical Appendix Table 3.8
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Table 6

EXTERNAL TRADE PERFORMANCE

Jan.-Sept. 1969
over

1965 1966 1967 1968 Jan.-Sept. 1968

A. Growth rate of
receipts from exports
of goods and services
(%) 37.4 56.9 41.3 36.8 32.7

B. Growth rate of
payments for imports
of goods and services
(%) 12.0 60.7 36.2 45.9 25.5

C. Comparative growth of
exports and imports
(- A , B) 3.11 0.94 1.14 0.80 1.28

D. Percentage of receipts
to payments for goods
and services
(%) 59.9 58.5 60.7 56.9 58.5

Source: Mission calculation, based on data in Table 5.
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52. In this connection, greater importance must be attached to slow-
ing dowin the impor.k; growth rate. This is particularly necessary if
receipts from Vietnam are going to decline substantially. These receipts,
including sales of goods and services offered, remittances from Korean
forces and civilians stationed in Vietnam and non-merchandise insurance,
amounted to about $153 million in 1968 (or 17 percent of total export
earnings), which is a less than 10 percent increase over 1967.

B. Trade Policy Problems

53. 1hether the balance of payments will be improved quickly depends
very much on the Government's trade policy. The Korean Government is
following the strategy of "export first" in its development planning, and
it will continue to do so in the Third Plan. The Government has also
been encouraging import-substituting industries. The question, however,
is whether all the policy measures adopted, taken together, are really
operating efficiently to achieve the policy target. Indeed, since the
devaluation and the adoption of the floating exchange rate system, further
,nonetary and trade developments have accumulated to a point where a re-
examination of the trade policy measures is needed.

The exchange rate and export incentives

54. A fresh loolc at the monetary and trade picture may conveniently
begin with the relationsship between costs and prices in the export and
domestic (including import-substituting) sectors, and the exchange rate.
Whnen the floating exchange rate system was introduced, the underlying idea
was to let the exchange rate adjust itself to the changing monetary and
trade position, thus bringing about a better balance in the international
accounts. However, since 1965 consumer prices and wholesale prices of
t-onsumer goods in Korea rose by 23 to 38 percent (up to September 1969)
more than those in the United States and Japan, whereas the exchange rate
depreciated by only 6 percent. The rise in Korean general wholesale price
index in relation to those of the U.S. and Japan was much lower than other
price indicc;. But this was due mainly to the influence on the wholesale
price index of imports of producer goods and therefore is not appropriate
for this comparison. Comparing the absolute prices of 34 international
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Table 7

INDICATORS OF PRICE-COST STRUCTURE
(Indices: 1965=100)

Sept.
1966 1967 1968 1969

A. Price and wage indices in Korea

Wholesale Prices: All commodities 109 116 125 125
Producer goods 108 111 117 121

Consumer goods 109 119 131 144

Import Prices: Wholesale 102 104 103 109
Unit value of imports 98 99 98 96 I

Export Prices: Unit value of exports 109 114 118 113.a/

Wages: Monthly earnings 117 144 177 199 b/

All urban consumer prices 111 123 137 152

Exchange rate (won per $1) 100 101 104 106

B. Price and wage indices in USA and Japan

USA: Wholesale prices 104 104 106 111
Consumer prices 103 106 111 117

Wages: hourly earnings 105 108 115 120b

Japan: Wholesale prices 102 104 105 109
Consumer prices 104 109 115 124

Wages: monthly earnings 111 122 138 148

C. Relative movements

Relative change in wholesale prices:
Korea over USA 105 112 118 113
Korea over Japan 107 112 119 115

Relative changes in consumer prices:
Korea over USA 106 112 118 130
Korea over Japan 107 113 119 123

Relative changes in wage rates:
Korea over USA 111 133 159 166

Korea over Japan 105 118 128 134

Korean wholesale prices of consumer goods:
over USA wholesale prices 105 114 124 130

over Japan wholesale prices 107 114 125 133

Korean over world market prices of 34
internationally traded commodities
(simple arithmetic average) n.a. n.a. 146 n.a.

a/ August
b/ January-March

Source: BOK, Monthly Economic Statistics; IMF, International Finarcial
Statistics and Statistical Appendix Table 9.2
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traded commodities in Korea and in the world markets, the Korean prices
on the average were 46 percent higher in 1968. Since 1965, the rise in
the Korean money wage rate was 34 percent greater than in Japan and 66
percent greater than in the U.S. Thus, if the exchange rate had been
allowed to reflect this changing international price relationship (re-
sulting mainly from inflation in Korea) the exchange rate in September
1969 probably would have been somewihere between 330 to 390 won per dollar.
However, the exchange rate then was only about 290 won per dollar.

55% The over-valuation of the currency has exerted pressure on the
profitability of export, particularly because the money wage rate has
doubled since 1965, while the unit value of exports in terms of dollars
has risen by only 13 percent, or, given the 6 percent currency depreciation,
the unit value in terms of won has risen by 19 percent. Despite this unfavor-
able price-cost relatioi, exports have increased rapidly durin,, the interval.
This increase is due mainly to the .-rrayr of incentives offered to the export
sector. As cne1yzed in the last economic mission report, the nost important ex-
port :romotion measures liave been tax and credit concession ,. rnu sum of
thAsc concessions, as estilated by the last economic mission, amounted to 38
Iron per one dollar of oxports in 1965, and 62 won in 1967. Subsequently, a
similar Korean estimate camie out with almost the same results, with the
figure of 82 won per dollar for 1968. Adding this to the prevailing
exchange rate in 1968, we get an effective exchange rate for exports at
about 360 won per dollar. Thus, by offering all these fiscal and credit
concessions, Korea has been able to maintain the competitive position of
its exports.

56. But how long can the increase in concessions continue? In past
years, the Government was able to raise these concessions to offset the
increasing erosion of the exchange value of the currency by (a) a gradual
extension in the scope and amounts of. the concessions, and (b) general
increases in domestic taxes and customs duties which made stronger tax
concessions to the exporters. It seems now that the concessions

1/ The concessions include (a) exemptions of business tax, commodity tax
and customs duties on imported raw materials, and (b) reduction by one-
half of incorm and corporate taxes. Credit incentives include (a) cheap
credits for export production and importation of raw materials for
export production at 6 percent interest rates as against the market
interest rate of 24-26 percent, and (b) cheap medium- and long-term
credits for financing machinery and equipment imports for export
production at 6.5-7.5 percent interest rates.
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offered have already approached the maximum limit, and any further con-

cessions will have to go into the ne,gative zone of subsidies. Complaints
are often heard that exports give very small, if any, profit margins
which have to be compensated by high profit margins from sales to the

domestic market. After the Mission left 5the monetary authorities de-
valued the won by 4.5 percent from 292 won per dollar to 305 won per

dollar in November. This appears insufficient, but the mechanism of the

flexible exchance rate system provides ample room for the Government to

take further action.

Import-substitution

57. The picture of production for the domestic market is much less
clear and more complicated. In general, one can observe that the pro-

duction of consumer goods appears much more profitable than the production
of producer goods. The relative profitability of these industries is
closely related to the trade policy. From 1965 to September 1969, while

wholesale prices of consumer goods rose by 44 percent, those of produceir's
goods rose only by 21 percent, largely because imports of consumption
goods have been restricted and imports of producer goods encouraged. In
fact, wholesale prices of imported goods during this period rose only by
9 percent, and prices of many raw materials did not rise at. all. This

was due to the fact that world market prices of such raw materials (largely

processed) have been stable (as indicated by the unit value index of
Korean imports) and the exchange rate has changed very little. Furthermore,

tariffs have been exempted for a large part of raw materials imports. Of
course, the privilege of tariff exemptions applies in principle only to

materials imported for export goods production. But it appears that there
is a shift of these imports into the production of goods for the domestic
market. First of all, the standard coefficients used in calculating the

needs of imported materials for making export goods, have been quite
liberal; moreover, the actual coefficients applied appear to allow further
mareins of wastage. Furthermore, it appear3 that -)rodulucCrs (or irm-oort.2rs)
try to import the largcst possible amount of goods entitle.l to duty c;xcm?-

tions, evon if they do not actually use teose ;-.oods for makcing exports.

58. To the extent that they cam manage to use such duty -
free imported materials for making goods for sale on the domestic marlcet
they can obtain a very high profit margin. If the producer is sup-ply-

ing both export and domestic markets, the high profits derived from
domestic sales can offset the low profits from export sales. This dis-
torted price relation gives a strong incentive for businessmen to try to

import as much foreign material and intermediate goods as possible and

obtain as much duty exemption as possible, at the expense of using scarce
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foreign exchange and reducing Crovernment revenue. Thus, while custom
exemptions play a powerful role in promoting exports, they are also
very costly to the economy. This may be one of the reasons why Korea's
balance of payments structure is still not improving veiy much despite
the high export growth rate. 1/

59. The cost of exnort promotion does not end here. The resulting com-
paratively low priccs of raw materials and interm,ediate r:oods and to a lesser

cxtent, caz-ital goods, have ^rsatly discouraged the d,velopment of import-
substitut±l; indastrie9 in thes: catcg;orics. Tre burden of protecti.n,j such
industries has fallen almost entirely on quantitative import restrictions.
But usually such protection is only applied to new and large industries,
such as fertilizer, petrochemicals and automobiles. Only recently has
it been used for the machinery industry. Restrictions have been applied
in a piecemeal manner, thereby adding to the corrPlex:tir of the whole control-
incenti-VC ;- ~t s. olsa, they arc not like a chan2c in tho cxcha.nge rate
which1 sro-v:iJs . n,ral encoura_ernent to all iindustries with a potential for
inport-substitution.

Import Policy

60. Since 1965, quantitative restrictions were relaxed gradually

until mid-1968. Alarmed by the rapid expansion in imports, the Government
began to ti,hten import controls in mid-1968. The number of restricted
items has been substantially raised, while the number of items that are
automatically approved has been reduced. By August 1969, out of the
1,312 SITC items, 525 were on the restricted list (386 in December 1967)
and 713 on the automatic approval list (810 in December 1967). Items
on the restricted list consist largely of consumer goods which can be
produced locally, but the list also includes meat and dairy products and
some special metal goods. In the import plan for the second half of
1969, three basic automatic approval items, namely crude petroleum,
partly refined petroleum, and regenerated fiber yarn were placed on the
restricted list while some inorganic chemicals were placed on the prohibited
list. In addition, some machinery including textile machines and wood

workinp machine tools, stainless scrap and sheets, and musical instruments,
were put on the restricted list. Among automatic approval items, some

1/ Furthermore, the ;rantin- of the privile,^e S to the exporters to import

some cmrohibited oi- re.tricted imworts 1d's in-i.riectly -to r hLigh foreigi,
exchi-geC cotntenlt ol cxports.
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are now subject to the Government's prior approval for special reasons.
The number of these items was increased in December 1968, to include
commodities imported from countries whose trade balance with Korea have
been excessively unfavorable. Imports of certain kinds of machinery,
transport equipment and miscellaneous manufactured articles are affected
by this restriction. This new measure was also designed to protect
Korea's lagging domestic machinery industry.

61. In addition to quantitative import restrictions, the Korean
Government raised the advance deposit requirements in mid-1968 to contain
import expansion. These have been applied chiefly to imports bearing
custom duties over 30 percent. Most of these requirements were raised
again in early 1969 with more restrictive requirements on imports from
"9pecified Regions' 4 L/

1/ In July 1968, the Government raised the advance deposit requirement
ratio from 100 percent to 150 percent on import items currently subject
to custom duties of over 50 percent. This affected 48 luxury goods
items and 202 items of raw materials and equipment goods. The ratio
for import items with a duty of 30-40 percent remained at 100 percent,
and items with a lower duty are exempt. Imports from "Specified
Regions" have become subject, effective January 9, 1969, to substan-
tially higher advance deposit requirement rates, while the deposit
requirement rates for imports from all other countries remained un-
changed. "Specified Regions" are defined as those countries of origin
within a distance of 10 nautical days from Korea and whose exports to
Korea are more than twice that of Korean exports to that country. These
measures mainly affect imports from Japan, the Philippines and the Re-
public of China. Since May 1969, the Ministry of Commerce and Industry
has been able to use its discretion in imposing higher deposit ratios
of up to 200 percent on imports from areas outside the 10 nautical days'
distance.

Advance Deposit Requirements for Imports

Since January 9, 1969
Prior to Since July 9, Specified Other

July 9, 1968 1968 Regions areas
% s ~~~~~% 

Letters of Credit, at sight
(Tariff: 30-40%) 100 100 100 100
(Tariff: over 50p) 100 150 200 150

Documents against ccep-
tanc:-4 O 10 30 10

Usance credits (L/Cs on tgm) 30 30 30 30
Documents against payment-/ 0 5 50 5

a7 Documents against acceptance (D/A) refer to imports on deferred-payments
in a private credit arrangement between importer and foreign supplier not
uEing L/C's.

b/ Documents against payments (D/P-) ~refer to imports for which the importer
pays irmmediately when receiving document of shipnie;z (bill of ladig).
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62. With a rather inflexible exchange rate policy, quantative
and financial restrictions continue to be major instruments of import
policy, evidenced particularly by the renewed tightening of controls.
There have been no significant changes in tariffs since the 1967 Tariff
Reform. However, a revision of the rates in the light of recent ex-
perience regarding imports is planned for early 1970. A major factor
blunting the effectiveness of tariff policy has been the large scope of
tariff exernptions. In 1968, total duty exemptions arwunted to 66.8 bil-
lion won, which are 1.8 times total duties received (36.9 billion won).

Cost-Price Realignment

63. Apparently the whole complex of the foreign trade and exchange
policy measures have piled up to a point where further improvement of the
balance of payments cannot be optimistically expected without a major re-
alignment of the cost-price relation. The central issue is the exchange
rate. WJhile Korea attempts to shift more resources from the domestic
sector to the export sector to sustain a satisfactory growth rate with-
out causing excessive external difficulties, inflation and the 09er-valued
exchange rate operate in the opposite direction. This has necessitated
the application of a number of complicated strong export promotion measures,
However, these measures have only succeeded in off-setting the adverse ef-
fects of currency over-valuation. Moreover, they have induced excessively
large imports and are very costly to the economy. If the exchancge rate is
allowed to be really flexible to reflect the basic monetary and trade posi-
tion, the task of export promotion and import containment will be much
easier- Tax and credit corcessions to exporters could then be se.ectively
removed. The net position of the exporters would remain the saiie or even
imp)rnv_z (assuming no furthlor inflation) and the Govcr;nmcint could collect

l;u e aiount of additional customs rovcnucs and reduc_ soC of t 4Lri-

t.rcst subsidics. Picanwihlc, imports would bc more excnsivc, thereby
r. cduc.in, import cxpansion. Since .riceus of imported producors ;oods would
i-is. , producors would be provided i4ith a strong inccntivc to oconomize on
tnc use of importcd matorials and to devclop local import-substitutin4
industries. Therc would also be lkss neod for quantitative restric-tions
to protect domestic industrics. Imports for domestic consumption could
even be ladce more expensive by imposing selective higher import duties.
Such lriajor realignmEcnts in exch^n c u-nd trade policies dcscrve the Govern-
niint's urgent attention.
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IV

FOREIGN CAPITAL

A. Trends and Patterns

64. One of the most strikinG features in Korea's rapid economic

growth has been the great surge in foreign loans extended to Korean

private enterprises. Net foreign loans received by the private sector

rose by leaps and bounds from $16 million in 1965 to almost $400 million

in 1968. External loans received by the Government have been much smaller
in comparison ($15 million net in 1968). Furthcrmoro, thc rovcrn-ncnt has

obtained its foreign resources lar-ely in the form, of grants. In recent

years, U.S. Government grants have declined appreciably from $135

million in 1965 to $88 million in 1968. To some extent, this decline has

been offset by the Japanese Government grants under the Property and

Claims (PAC) Funds which started in 1966, following the normalization of

relations between the two countries. The annual disbursement of the

grants was agreed at $30 million °or a period of 10 years.

65. In addition to official grants and foreign loans, Korea has
also received sizeable amounts of private donations, particularly from

Koreans residing abroad, mainlzy in Japan. Thcsc have been riiin-

steadi.Jy, and' passed the p10 mi'lion -i-J in 1968. Forei,gn directt
investment in Korea is rather si,iall ( $ 20 million in 1968) c comc:::;
largely from U.S. business-firms (about 70 porcent of the cumuinative
total), followed by Japan (about 20-pereeiit of the cumulative tctal).
Most direct inve'ftmnnts have been in the fields of fertilizer, elcctri-

cal and electronic and petro--chlimicc-1 indus,trieS, and- petrolcum rc-

fining,.

66. The decline in foreign official grants and the rise in private

borrowing has had a significant impact on the composition of Korea's

external finance. In 1968 the shares of grants and loans in the total

net inflow of external capital were 34 and 63 percent rcspectively (direct

investment, 3 percent), as compared with 89 and 11 percent in 1964 (no

direct investment). In 1969, the trend continued but uirtlh a slowcr
increase in private external borrowing and a faster increase in official

loans than in 1968. The net caDital inflow during the first nine months

of 1969 totalled $638 million, an increase of 31 percent over the cor-

responding period of 1968, as compared with 60 percenit increase in 1968

over 1967.

67. Since 1965, the large influx of foreign capital has been more

than sufficient to cover the trade gap. The extra funds were used to

build up the foreign exchange reserves. This hias been necessary because
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thc c txc: C r'.rsorves wzere low boe^:' 196S n." iiort &; vu;ion has been very
-X ;c! BC'. hQ II. hE' n *dth il.l ~.ilrp increise in monct:au-y ssets to en-

h:'n -( tlhe intt-riiation: ' lic(vicdity, ross nfficial foreign exclhangc
reserves have seldom exceeded four months' imports. Official exchange
reserves increased from $410 million at the end of 1968 to $526 million
at the end of October 1969; the latter figure being equivalent to 3.6
months' imports of goods and services at the 1969 level.

68. The international reserves have been bolstered with
borrowin, ;!- Xo:-oan i7onetary &<ut'horitios from orei-n commercial
banks. In 1968, the authorities borrowed a total of $40 million from
two U.'. comnmercial banks and in 1969, $25 million from a consortium of
eiglht U.S. and two Canadian banks. If one deducts public and private
short-termi foreign liabilities with less than one year maturity (break-
do'wns for public and private sectors are not available), the net foreign
exchang,e reserves would be somewhere around $400 million at the end of
September 1969, or slightly belowf 3 months' imports of goods and services
at 1969 level.

B. External Debt

Medium and LonF-Term Debt

69. The last dconomic mission's report expressed some apprehension
about 1Korea's rapidly rising external debt. Indeed, 1968 proved to be a
year of ex-traordinary expansion. Gross fixed capital formation increased
by as muclh as 40 percent, and external medium and long-term (with original
maturity over 3 years) debt disbursement increased by 47 percent. External
medium aiid long-term debt contracted surged by 137 percent. The sharpest
increase occurred in loans from foreign private lenders without Korean
Government's guarantee, which rose from $118 million in 1967 to $442
million in 1968.

70.° External borrowing continued to rise in 1969, although at a
slower pace, with some marginal improvement in the structure. During
the first 11 months of 1969, public and private medium and long-term
loans contracted totalled $731 million, or about $785 million on an annual
basis - a 4U percent increase over 1968. The disbursement of these loans
during the first. ten months was $;474 million, or about $570 million on an
annual. basis - a 40 percent increase over 1968. These rates of increase
are still vely hig-h ad certainly will substantially increase the future
debt hurden.



Table 8

EXTERNAL TRANSFERS AND CAPITAL INFLOWS
(In million US $)

Jan. - Se
1964 1965 1966 1967 1968 1968 1969

1. Grants, net 194.9 203.3 219.6 225.2 226.1 144.4 163.0
(U.S. Government) (139.7) (134.8) ( 94.2) ( 95.8) ( 87.9) ( 75.1) ( 75.4)
(Japanese Government) ( - ) ( - ) ( 29.3) ( 37.4) ( 30.0) ( n.a.) ( n.a.)

2. Loans, net 24.4 - 208.0 280.6 420.7 326.1 463.2
Loans to the private sector TT Tb 17-0.2 -2- 3-95.1 m.a n.a.
(Long and Medium Term) ( 12.5) ( 39.4) (163.8) (224.6) 381.9 n.a. n.a.
(Short Term) ( -4.4) (-23.1) ( 6.4) ( 42.7) ( 13.2) ( 14.4) ( 31.3)
Loans to the Government sector 16.3 - 18.8 37.8 13.3 25.6 n.a. n.a.

3. Direct Investment - 0.8 0.3 13.4 11.3 19.9 15.5 11.6 x

4. Total Net Capital Inflow (1 to 3) 218.5 201.1 440.8 517.1 666.7 486.o 632.8

5. Use of Monetary Assetsa~' 3.6 - 4.9 -117.6 -1l1.1 - 4.4 22.0 - 54.7

6. Errors and Omissions - 1.1 - 2.0 - 0.2 11.1 4.1 - 12.1 - 6.6

7. Total Transfers and Capital Account (4 to 6) 221.0 194.2 323.0 417.1 666.4 495.9 576.5

/ (-) indicates increase

Sourcet IMF, balance of payments statistics



1. One striking change in (t> e xtcrnal debt situation ihn 1S69 is the

sharp increase of loans from official sources. The contracted amount

rose from $83 million in 1968 to $222 million during the first 11 months

of 1969. The largest portion, totalling about $120 million, came from

ihe United States, which includes $95 million in loans on concessional

terms for financing the imports of rice, wheat and barley to meet the

foodgrain shortage. Such large emergency borrowing would not recur

lender normal weather and anricultural conditions. The next largest

portion of the new official loans, totalling $80 million, was from the

vJorld Ban-k Group, which includes a $45 million IBRD loan for the All-

111eather Farming Project in the Pyongtaelc-Kumgang area, a $14.8 million IDA

credit for financing technical and vocational schools, and a $20 million

IBRD loan to the Korean Development Finance Company.

72. During the first 11 months of 1969, the newily contracted external

private loans amounted to about $510 million, and for the whole year

would lhave reached $625 million. This would be a 34 percent increase

over 1968, as compared to a 224 percent increase in 1968, and is an

indication of the Government's efforts to slow down borrowing from external

private sources. In 1969,, :.o GovcrrYciont-l <;uwra-t es were .ranted to Xorean

priva-t'- entoy-' nses for thu. conL--;acti-on of cxternal private loans.

7P. In spito Gf §. sf a-;, risc in o1f.iial lo-ins 7. tl r_-

Iitivxly slow incrl- 3s(. in cormiurcial loans, the share of official loans

in thte total loans comritted decrcased from 36 percent at the end of

1968 to 3L4 percent at the end of November, 1969.
To improve the external deb-t situation, Korea has to continue to slow

down tle total wnount of external borroi.ing and, in particular, bring

aboul a more rapid reduction in borrowing from private sources. The total

committcd micdiunm md long-term external loans as of November 30, 1969 already

passeid th. $2 billibn mark ($2;166 million), and total disbursements of these

U, 3s ThCut $1.)4 billiorn. Of these totals, privato lorns contracted anmounted

n about $1.4 hillinn and private loans disbursed:..imountEcd t6 $0.9 billion.

('h. Out of the total comnercialloans contracted during the first

11 months of 1969, the U.S. lhad the largest share with $212 million.

Thesc were mainly to the Korean fertilizer, chemical and oil refining

-ndustries. Commmercial loans from lWesterni European countries surged

-ihead to $,260 million during the same period. In the last two years or

-3o, the Korean Government has emphasized external borrowing for financing

the development of infrastructure, particularly power. Thus, loans

disbursed to the infrastructural service sector during the first 10

months of 1969 totalled $300 million, an amount almost equivalent to the

-total borroirin[y for this sector during the previous 10 years. Of this
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amount, $116 :i2.Ion *ias dJsbursed to tie power sector (with $4'51 million

in the pipeline) and $62 million to the transportation sector (with $60

million in the pipeline). External loans disbursed to the manufacturing;

sector totalled $169 million during the first 10 months of 1969 (compared

to $206 million in 1968), while disbursements to the agricultural sector

amounted to $14 million (compared to $4 million in 1968).

75. Another recent change in external borrowing has been the big

increase in cash loans. Cash loans have been incurred not because of the

need to pay for imported materials or equipment, but because of the

shortage of local currency working capital. Because of the shortage and

the high interest cost of loan funds from local banks many enterprises

have tried to secure foreign cash loans which carry much lower interest.

During the first nine months of 1969, cxternal medium and long-term cash

loans actually remitted awmrunted to $75 million, as compared to $29

million in 1968. The use of external cash loans, bcsides adding to

the country's external debt burden, h.s expanded domestic liquidity

since they coincided with a build-up of reservcs.

Short-Term Credit

76. There was no large net increase in the amount of short-term

credit during the first nine months of 1969. The amount of short-term
credit with original maturity of 1-3 years outstanding at the end of

September 1969 was $261 million, `$33 million above that at the end of

1968. External short-term credit increased by $75 million in 1968.

These credits were for imports of raw cotton and grains from the United

States.

Debt Servicinj7

77, During 1969 there were no significant chan-cs in terms and
conditions of official loans. Regarding conrnerci ai loans, Korea has

contracted proportionately less on loans with an original maturity of less

than 10 years, but more on loans wJith maturity of over 10 years. In

compliance with the standby agreement with the IMF, newly contracted com-

mercial loans with maturity of 3-10 years h-ve becn kcpt within the c(iling

of $295 million for 1969. Loans in this category accounted for 47 percent
of total new medium and long-term co,mmercial loans contracted during

1969, compared with over 60 percent in 1968. Therc has, however, becen

some hardening in the interest rate on commercial loans,'reflecting *the

trend in the international financial markets.
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78. Total debt service (principal rcoayments and interest payments)
for external debt with maturity of over 3 years was $52.3 million for
1968. Repayments of external debt wiith maturity of 1-3 years were of-
fically calculated at only $7.1 million for 1968. The reason given for
the small amount of servicing was that there were large amounts of
deferred repayments caused by delays in shipping. However, assuming 5
percent interest on the average outstanding amount of debt ($152 million
at the end of 1967, and $228 million at the end of 1968) for 1968,interest
payments alone would have been $9.5 million. The Bank's External Debt
Statistics Division calculated Korea's total amortization and interest
paymcnts for external debt (with maturity of over one year) in 1968 at
$67.1 million. If we take the latter figure, the ratio of debt service
to exports of goods and services for 1968 would be 7.6 percent.



Table 9

a/
INFLOW OF EXTERNAL MEDIUM AND LONG-TERM LOANS

(In million US $)
Cumulative Cumulative
Total by Total by
the end the end of

of Jan.-Nov. November
1959-64 1965 1966 1967 1968 1968 1969 1969

A. Committments
c/

Official Loans 120.1 76.3 152.9 87.9 82.6 519.8 222.2 742.0
c/

Private Loans 123.8 78.2 104.4 143.5 465.6 915.5 508.8 1,424.3

(a) Government guaranteed 116.7 74.9 93.7 25.9 23.5 334.7 - 334.7
b) Commercial Banks guaranteed 2.3 - 9.0 99.6 384.6 495.5 437.5 933.0
c) Without guarantee 4.8 3.3 1.7 18.0 57.5 85.3 71.3 156.6

243.9 154.5 257.3 231.4 548.2 1,435.3 731.0 2,166.3

Jan.-Oct; (by "Wei xniFof
c AYr*alslS (digbarsed)- 1969 October 1969T

Official Loans 62.4 5.6 72.9 109.7 70.2 320.8 151.4 472.2
c/

Private Loans 37.6 36.1 110.1 119.9 268.1 571.8 322.9 894.7

(a) Government guaranteed 35.2 34.3 101.8 62.3 66.2 299.8 23.0 322.8
(b) Commercial Banks guaranteed - - 5.2 39.0 161.7 205.9 284.6 490.5
(c) Without guarantee 2.4 1.8 3.1 18.7 40.1 66.1 15.2 81.3

Total, 100.0 41.7 183.0 229.6 338.3 892.6 474.3 1,366.9
TT'i;hich, casih loans, all d-

private ) ( - ) ( - ) (10.6) (23.0) (28.8) (75.0) (119.4)

A! Including loans with original maturity of over 3 years
b/ Based on loan agreements signed for official loans and the opening of letters of credit OX letters of guarantee for

private loans
c! Based on the status of the lender
d/ January - September

Source: EPB
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V

DOMEISTIC FINANCE

A. National Savings

79. During 1967-68, about one-half of tho gross capital formation'.
was financed by domeitic savings, the other half by foreign savinrs. The

share of dora stic savings in gross c-ipital formation rose from 51 porcent

in 1968 to 58 pcrcent in 1969. The mpxrginal savings rate, whi;h dropped to
- very low lcvcl in the drou-ht yeor oi 1967, increased to 23 percent

(calculated on the basis of current prices) in 1968, even though it was

another drought year. The increase was due to the higher GDPgrowth
rate and the fact that the drought was less serious. In 1969, the GDP

growth rate accelerated again with good crops, and the marginal savings

rate rose to 26 percent, almost the same as in 1966 - the previous bum-

per crop year. The average savings rate has increased rather steadily

from about 7 percent of GDP in 1964-65 to 17.3 percent of GDP in 1969.

80. Public savings as a percent of 5DProse sharply during 1965-68, but

increaseld only slightly to over 6 percent in 1-969. The slowdown can be

explained by the fact that the improvement of tax administration and tax

collection has more or less reached a maximum and the effects of these
changes, together with those of the 1967 tax reform, have begun to level
off. In contrast, private savings which, as a percent of GTDP worc dtaagnant
at over 7 percent for two years, rose considerably in 1969 to over 11

percent of GDP This is due largely to the increase of stocks resulting

from the good crops, rather than to any behavioral change in the saving

propensities of the private sector.
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Table 10

ORIGIN AND COMPOJITION OF SAVINGS
(at current market prices

a/
1965 1966 1967 1968 1969

Arount Tin-billion won)

GDP 793 1,019 1,220 1, trs, 2 ,00e6
Gross domestic capiqt4,formation 118 223 272 1421 600

Minus: Foreign saviEg2 60 101 135 208 253

Equals: Gross domestic saving of 58 122 137 213 347

which:
(public sector):/ (11) ( 25) 4 L&7) (94) (122)
(private sector) (47) ( 97) ( 90) (119) (212)

Add: Net factor income 8 13 22 24 24

Equals:Gross n.ti.onll saving 13; l.. :237 3

As Percent of GDr

Uross domestic capital formation lh.R 2I.0 22.9 27.1 :'-.'

Foreign savings 7 O 11.1 13 1i ].2

Gross ½mctic saving: 7.3 12,0 11.? 13.7 17.

(public sector) (1-4) ( 2.) ( 3.8) (6.6) (6.1)
(private sector) (5.9) ( 9.5) ( 7.4) (7.7) (11-.')

As Percent of Gross Domestic
Capital Formation

Foreign saving 5o.8 45.3 : 49.u4 l9.) 42.2

G(ross eoncostio saving: 49.2 5h r0.4 Co.6 C 7.8
(public sector) (9.3) (l11.) (17.3) (22.3) (206)

(private sector) ("9.9) (434j) (33-1) (28.3) (37.3)

Marginal Savings Rate (%)

Gross doin6stic saving 10.4 28.3 7.3 22.9 26.14

a/ Preliminary
b>/ Deficit of the nation on goods and non-factor services account

c/ Public sector savings are from Table 11 on public revenue and expenditure

Source: BOK, National income data
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B. Public Finance

Over-all performance

81. The overall performance of public finance, especially
thc incrcase3 in Governm2nt savin-ls, has bccn remarkablo in rc-
c,nt years. To some extent it reflects the rapid grovth of
the (cononTr, but cr.dit has to be givori to tho Govcrnmont's de-
tormini,d policy of rais-ing public revcanue. There hao bean a sub-
stantizal improvement in tax administration and collection,and a comprehen-
sive tax alid tariff reform was introduced in 1967, the details of which
have been analyzed in the reports of the two previous economic missions.
Actual current revenue of the consolidat public sector increased by 50
percent in 1968, and the budp,et estimate- of current revenue for 1969

is expected to increase by 27 percent. The proportion of current revenue
toGD;P at current prices rose from 11 percent in 1965 to 18 percent in 1968
and will be around that in 1969. With current expenditure of the consoli-
dated public sector rising at a slower rate, public saving at current prices

increased substantially from only 11 billion won in 1965 (1.4 percent of GDP)
to 94 billioD won in 1968 (6.0 percent) and a budgeted 122 billion won in

1969 (6.1 percent of CDI').

Current Revenue and Tax Changes

82. Tax revenue accounts for aPound three-quarters of Government re-

venue, with monolopy surpluses, net profits of Government enterprises and

other non-tax revenues making up the balance. Although relatively small,
monopoly surpluses transferred to the Central Government have risen from

only 3.6 billion wonin 1965 to 24.3 billion won in the 1969 budget.

83. Tax revenue of Central and Local Governments more than tripled
between 1965 and 1968, with another 33 percent increase budgeted for

1969. As a proportion of money GDP, tax revenue is likely to rise to 14
percent in 1969 from 8 percent in 1965. If the monopoly surpluses, which
'havc the chharacteristics of indirect taxt,s,- are inoluded, the over-all
"tt m" rttio to "UP would be 15 percent in 1969.

B4 . The marginal propensity to tax-/ rose steadily from 18 percent
in 1965 to 21 percent in 1968. It has fallen in 1969 because of the very

large increase in UI)Pas a result of the bumper crop and the lack of tax

1/ Budget estimates for 1969 include the Central Government Second Supple-
mentary Budget.

v/ The increase in tax revenue as a percentage of the increase in GNP,

both at cuirrent prices.
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response to income rises in the agricultural sector.

85. Most of the increase in tax revenue has 'ccrucd. to the Cen-
tral Government. Local Government revenue has. grown relatively slowly

and as a result, its shale in total tax revenue fell from 17 percenit in
1965 to 9 percent in 1966-. The share of direct taxes in the Central
Government revenue, rose continuously from about 35 percent in 1965 to

h0 percent in 1968.

1/ The Central Government transfers a substantial portion of its revenue
to the Local Governments. Under the existing provisions, it has to

transfer 30.5 percent of its internal tax revenue to the Local Govern-
ments: 17.6 percent for financng general local government expenditure
and 12.9 percent for the local autonomous school bodies. Such trans-

fers have been more than double the Local Government's own revenue. The

Central Government also makes substantial capital transfers to the

local levels. These transfers rose from about 6 billion won in 1965

to about 20 billion won in 1968 and 22 billioni won in the 1969 second

supplementary bud-et.



Table 11

PUBLIC REVENUE. AND EXPENDITURE.
(In billion won at current prices)

b/

1965 1966 1967 1968 1969_
I - Current Account

1. Current Revenue, of which 91.4 137.6 190.0 284.9 363.0
c/

Direct Taxes c/ 25.0 39.7 56.o 82.9 105.4
Indirect Taxes- 40.6 63.1 86.1 129.4 176.1
Monopoly Profits 3.6 7.5 10.0 16.4 24.3

2. Current Expenditure, of which 80.8 112.4 142.9 190.6 240.5

Defense (Central Government) 29.9 40.6 49.5 64.8 82.5
Education (Central Government) 13.5 19.1 24.3 34.8 45.0
Economic Services (Central

Government) 3.8 5.7 6.7 10.5 14.8

3. Savings on Current Account (1-2) 10.6 25.2 47.1 94.3 122.5

II - Capital Account

3. Savings on Current Account 10.6 25.2 47.1 94.3 122.5

4. Receipts from Counterpart Funds 32.9 35.5 34.1 33.7 35.7

5. Other Capital Receipts - 0.4 3.6 - 3.2 4.5 57.6

6. Net Borrowing: - 1.6 10.9 17.1 16.0 17.8

Domestic (- 1.6) ( 5.3) (11-8) (12-5) ( 7-1)
Foreign ( - ) ( 5.6) ( 5.3) ( 3.5) (10-7)

7. Total Capital Expenditures = Total
investment funds available
(3+4+5+6) 41.5 75.2 95.1 148.5 233.6

III - Total

8. Total Receipts (1+4+5) 123.9 176.7 220.9 323.1 456.3

9. Total Expenditure (2+7) 122.3 187.6 238.0 339.1 474.1

10. Budget Deficit(-) or Surplus (+)(=6) + 1.6 -10.9 -17.1 -16.0 -17.8

a/ Figurcs in this table are coxnsolidated results of Central and Local Governments
and CGovernmnent enterprises account. They are based on fiscal data and consis-

tcritly sLlrhtly smaller than the correspondinF national accounts figures.
h/ i;tima ,ed b,r 1i0K on the basis of the Second Supplemnentary Budqet of the Central

Goverrnent and the preliminary budgets of the Local Governments.
c/ Totals a2re sli7htly lower th..n in Table 5.3 because of different accounting ite

Source: 'Stat,istical. Appendix Table 5.1
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86, Recently the share of direct tax revenue has tended to decline

slightly because of changes in the structure of income tax rates. In De-

cember 1968, the tax rates for the middle income brackets were reduced.
This is estimated to have produced a tax revenue loss of 960 million won

in 1969. A more substantial change in the rate structure is to be enacted

in 1970. It is proposed that the tax credit syiem be abolished in favor
of a flat earned income allowance of 10,000 won_'.

87. For the promotion of modern corporations and equity financing,

the corporation tax preferences for so-called "open" corporations have been

further enhanced and, therefore, "closed" corporations further discouraged.
Rates for "open" corporations are now 15 to 25 percent of taxable annual
income, compared with 25 to 45 percent for "closed" corporations. Lately,
the qualifications required for recognition as an "open" corporation have
been made stricterzz

88. To curb consumption in 1970, the Government plans to raise the
commodity tax rates and to apply the commodity tax to a number of new items,
especially non-essential and luxury durable consumer goods (e.g., TV sets,
stereo sets, refrigerators). It is estimated that in 1970 additional re-
venue of about 10 billion won will be derived from these measures, more or
less offsetting the losses expected from the charges in income tax legisla-
tion. The increase in commodity tax is also expected to reduce imports of

non-essential consumer goods.

89.. Among other indirect taxes, liquor tax revenue was boosted by the

change from a s-ecific to a-n -d valorcra tax basc: anre: bv iiyprov-sC. codilction
methods. Effective 1970, liquor Lax rates will again be raised. Petroleum
tax revenue also rose sharply since 1968, following the imposition of the
tax on kerosene at a 30 percent rate and on Bunker C oil at a 5 percent rate.

1/ The present formula introduced in 1967 for calculating tax credit is
(W 20,000 - Y) x 2.5%, where Y is income receivable. The tax rates will
then range from 7 percent on taxable income below 10,000 won (after the
10,000 won tax-free allowance) up to 50 percent for incomes ovcr 200,000
won (currently over 80,000 won), with additional rate cuts in the low mad

medium-income brackets.
2/ Corporation Tax Rate

Taxable "Closed" "Open" Corporation
Income Corporation Before Since

Nov. 22 Nov. 22
1968 1968

1 million won or less 25% 20Oj 15,
Over 1 million won up to

5 million won 35%' 30,: 20%
Over 5 million won L5% 35%j 25I

Effective July 31, 1969, the required ratio of the holdings by small stock-
holders has been raised from 20 to 30 percent and the minimum required
number of stockholders from over 30 to over 100 persons. In addition,
"open" corporations have to sell their shares throu,h the stock exchange
or by public auction by the Government or Korea Development Bank (KDB),
with one-tenth or more listed and traded on the exchan-e and less than 50
percent of the shares held by one corpany.
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Current Expencliture

90. Total current expenditure of the public sector increased by one-
third in 1968, following more or less the past trend. For 1969, a growrth
rate of almnost 26 percent was budgeted. Wages and salaries have accounted
for around 60 percent of total current public expenditure; its increase,
at the swme pace as total current expenditure, reflects chiefly the Govern-
ment's policy to lift the remuneration of pub'lic servants up to the level
existing in the private sec-tor. During 1966-68, salaries of both military
and civilian personnel were raised by 30 percent a year. Another 30 per-
cent boost was enacted in mid-1969, and a further 20 percent rise is budgeted
for mid-1970.

91. Defense expenditure continues to rank prominently in the current
budget, althouc,h its share has been declining because of the rapid expan-
sioIn of other outlays. In 1968, defense outlays accounted for 35 percent
of tot ic Central Governmtlent current expenditure, as compared to 42 percent
in 1965, w.hlich were to fall further to 34 percent in the 1969 budget.
D-fX.s. spcn-din, is now slightly above. 4 erccnt of 5DP.

9 . Tho Central Government's current expenditure on economic services, es-
pecially in the field of agriculture, has increased rapidly since 1968, re-
flecting the emphasis on econoiLc development in general and agricultural
development in particular.

Public Capit IL ,xjxenditure

93. Fublic investnent h-as risen more rapidly than public current ex-
pendtiture in recent years. Total public capi-tal outlays (including capital
transfers to the private sector) as a whole increased by 27 percent in 1967
,nd 56 percciit in l96S. For 1969, another 57' percent increase was bud;aotod
liftin thlie -total to 233. billion won. Out of -total public investment, the
sharc cr central and local -overnments' owz-n investments has increased from
62 percent in 1965 to 83 percent in the 1969 final budget. Correspondingly,
the shIire oi investments by Gover2-Lrernt enterprises declined from 38 percent
in 1965 to 17 'percent in 1969, reflecting the Government's policy of gradually
turning some public enterprises ovor to the nrivr.te sector.

9llhe allocation of Central Government capital expenditure shows
clearly the Government's development priorities. Capital outlays for roads ara
waternays rose from only 1.1 billion won in 1965 to 14.7 billion won (or 12.7
nercent of the total) in 1968, and further to 33.3 billion won (or 18 percent
of the total) in 1969, because of the construction of the expresswvays.



Transportation as a whole has, since 1965, continued to account for
around 38 percent of total Central Government capital outlays. Priority
has also been given to fuel and power, but in 1969, after the acute power
shortaC,c was ovorcomc and fnlIowinj: the contraction of 1.lr;c forc.i:n loans,
Government's investment was somewhat slowed down. For agricultural de-
velopment, Central Government outlays were boosted by over 80 percent in
1969 (to 22 percent of total capital outlays), after some lapse in the
development programs in the two preceeding years. Capital outlays for
education have increased fairly rapidly in most recent years: 33 percent
in 1968 and 47 percent in 1969.

Sources .'of Finance for Public Capital Expenditure

95. In 2968 savings on currcnt -ccount contribut.. d o.Imost tWl'-t't;.S
of the funds used for public capital expenditure (including capital trans-
fers to the private sector); it was only one-quarter of the funds in 1965.
Counterpart funds used for public investment remained at around 33-36 bil-
lion won a year, and their share fell drastically in the last 5 years.
The public sector has increased its domestic and foreign loans for finan-
cing investments. On the whole, the dependency on foreign financial source.
(counterpart funds and foreign loans) had fallen from 80 percent of total
public capital expenditure in 1965 to 25 percent in 1968.

96:* The very rapid expansion of public capital expenditure in the
1969 hudget to a total of 233 billion won caused a chang:e in the financing
pattern. Savings on current account, despite a further 30 percent boost,
will finance slightly over one-half, and counterpart funds only 15 percent of
th. tot.al. Domestic and foreign box1rowin- wrill firvincx around 8 pcrccint, and
other capital resources 25 percent, which include loan repayments from the
private sector, depreciation reserves of the Government enterprises, and
other capital transfers.

Budget deficit

97. Total borrowing from both domestic and foreign sources, which
reflects the budget deficit, has increased from 16 billion won in 1968 to
17.8 billion -on in 1969 (including the Central Government Second Supplemen-
tary Budget), largely due to a substantial inctease in Governlment enter-
prises' borrowing. Government enterprises' foreign borrowving rose from 2.-
billion won to 8.2 billion won equivalent. The Central Covernment's Third
Supplementary Budget for 1969 was passed by the National issembly in November
1969. It is not reflected in Table 11. The sole purpose of the Budt-eL was
to provide 18.8 billion won of additional expenditure for the operations of
the Grain Management Account for the purchase of larger quantities of -rainc
than originally anticipated for the Government's buffer stock, because of
the bumper crop and higher prices granted by the Government. Since only
6.7 billion won can momentarily be financed from additional current receipts
of the Account, thec Budget authorized a 12.1 billion won short-term credit
from the central bark to finance the balance.



9., As a percent of total public revenue, the public sector's total
budget deficit rose from around 5.6 percent in 1968 to 8 percent in the 1969
bun.dget, including the Third Supplementary budget.

C. Financial Policies and Financial Markets

Interest Rates

99.. Since 1965, interest rates have been used by the Korean authorities
as a major financial policy instrument. The high level of market interest
rates has been maintained to contain inflation, while differential in-
terest rates have been applied to channel financial resources into priority
fields of development. During 1968-69, the level and structure of interest
rates were adjusted. These measures were taken to streamline the system,
and to lower the general level of the market interest rates which was con-
sidered too high.

100. In September 1965, when the high interest rate policy was intro-
duced, some of the interest rates on time and savings deposits were raised
above some of the lending rates. Thus, it became profitable for clients to
borrow from the banks and deposit their money in time and savings deposit
accounts. To some extent, the very rapid increase in both time and savings
deposits and bank credit was the result of this kind of manipulation, rather
than because of a higher mobilization of domestic savings. The negative
interest rate margin also reduced the profitability of the commercial banking
operations. Meanwhile, the private sector continued to complain about the
high interest rate (generally 26 percent per annum on bank loans) which has
kept their cost of operation high and made capacity expansion difficult. As
a result, the monetary authorities have made several small readjustments in
the interest rates since early 1968.

10L. Cn April 1, 1968, interest rates on time and savings deposits were
lowered, except for the 12 month deposit rate (26.4 percent per annum). The
interest rates on bank loans were left unchanged and thus, the negative mar-
,in between some deposit and bank lending rates was reduced. Apparonty this-ch-In-c h2s not affected the continuous rapid growth of time and savings

deposits. On October 1, 1968, all time and savings deposit rates were fur-
ther reduced (for 12 month deposit the interest rate was reduced to 25.2 per-
cent per annum), thereby completely eliminating the negative interest rate
margin and bringirg the commercial banks back to normal operation. At the
same time, the typical lending rate of the ijmxercial banks was also reduced
from 26.0 percent to 25.2 percent per annum-/. Again no evidence was found

1/ However, the interest rate of loans based on commercial bills was raised
to encoura.-e the use of this kind of bill.
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that the growth of the time and savings deposits was interrupted after the
rate reduction, and hence the third interest rate adjustment was made ef-
fective as of June 1, 1969. On this occasion the reductions were larger on
all but a few minor rates. The interest rate on 12 month time deposits was
lowered from 25.2 percent to 22.8 percent, and the interest rate on general
purpose loans from 25.2 percent to 24.0 percent.. The monetary authori-
ties believe that in tlu. li-iht of contiiut.d grcwth of tinL: and savin:
ce?osits, tausc. doimwi Zrc djusUa-.-nt. hI.v. brou. ht tht intc-;st
rates gradually to a more "normal" level, in line with the need by enter-
prises to maintain sufficient profit margins for operation and expansion (

l0J2. W4hile enterprises obtaining funds from the banks' deposit sources
have to bear the high market interest rates, certain industries have access
to credit at preferential interest rates, mostly from fiscal funds channel-
led by the specialized Government financial institutions. In addition, ex-
port credit and some agricultural finance, provided at very low interest
rates by the financial institutions, have been refinanced by the Bank of
Korea at even lower rates. The last economic mission commented on the mul-
tiplicity of preferential rates and, in some instances, on their extremely
low level. Since then, some realignments have been made to simplify the pre-
ferential rate structure.

102. In early 1969, the Korean Development Bank (KDB, formerly Korean
Reconstruction Bank) began to lend out its fiscal funds for equipment
financing at 12 percent, instead of 10 to 12 percent as before, while the
rate for working capital loans and for financing "special funds" industries
(including coal, power development, shipbuilding, public utilities and marine
transportation) remained at 18 and 7.5 percent respectively. When lending
out internal funds, KDB charges "important industries" (that is, coal, power,
shipbuilding, iron and steel and other industries so designated by Presiden-
tial decree) 12 percent on equipment loans (compared to 10 to 12 percent pre--
viously), and 18 percent on working capital loans. For other industries, a
new rate stratum was added, with rates of 20 percent on equipment loans and
23 percent on working capital - which were much closer to the market rates
than before. Since mid-1969 th'i.- n, a ratu stratur has also bocn applicd to
Medium Industry Bank's (NIB) loans out of its banking funds (15 percent on
equipment loans and 23 percent on working capital previously). The rate
structure of National Agricultural Cooperatives Federation (NACF) has not

1/ For the effects of high interest burden on the manufactuidng industry,
see Volume II, Annex II on "Manufacturing".
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been simplified, except that the rates at the high end of the scale were

reduced. The very low rate for long-terni irrigation loans still remains
at 3.5 percent per annum. Export credit extended by the commercial banks

at 6 percent per annum can be refinanced by the Bank of Korea at 3.5 per-

cent, and rice lien loans supplied to tuhe fanrers by NACF at 11 percent

can be refinanced by the Bank of Korea at 4 percent per annum.

104. At 20-24 percent per annum, the domestic market interest rate on

loans for private enterprises is still much higher than that. on foreign loans
(-enerally 7 percent). This wide differential provicles a strong incentive for

private enterprises to borrow from abroad, even if they need only local
currency. Foreign cash loans, therefore, have increased sharply in 1969

(see Chapter IV). The increase in these loans is one of the major reasons

for the rapid expansion in the money supply. Moreover, unless these cash
and equipment loans are used for increasing exp,ort earnings, the repayments

wrill lead to a depletion of official foreign exchange reserves in the future

(as indicated in Chapter IV). The debt service on these loans is increasing
substantiDIly. Unless the gap between the internal and external interest

rates is narrowed, it will be very difficult to curb excessive foreign bor-

rowing. But at the present rate of inflation it would not be advisable to

lower the domestic interest rate any further. Therefore, the Mission sug-

gests the introduction of an interest equalization tax on foreign loans.
1/

Sources and Uses of Funds

The rapid increase in capital formation in recent years has taken

place both in -the Governrment and the corporate sectors. In 1968, gross capi-

tal formation in the corporate sector (including Government-controlled cor-

porations) accounted for 55 percent of the total, compared with 27 percent

in the Government sector (including Goverinment enterprises). Because of the
amount of savings from its current account, the Government sector

had some surplus for financing corporate investment after financing its own

investment. In 1968, the financial surplus of the Government sector totalled

20.4 billion won, iAiich was channelled through the specialized financial in-

stitutions to the private business sector. A similar financial surplus was

realized by the private non-corporate sector. The corporate sector, however,

could only finance slightly over one-fourth of its own investment, ard re-

lied heavily on savin-s fromn other sectors. On a net basis, the huge finan-

cial riap of the corporate sector, which totalled 188 billion won, was filled

largely by foreign savin,s. These anounted to 122 million won equivalent

in 1963.

1/ Based on the flow of fund statistics compi-led by BOK.



Table 12

SAVINGS AND INVESTMENT BY SECTORS, 1968
(In billion won at current prices

a/ b/ Private Rest of
Gov't Corps Individual the World Total

Gross Savings: 127 67 69 122 393

Current surplus 119 25 21 122 293
Depreciation 8 42 48 - 100

Gross Investment: -113 -256 -50 - -421

Fixed capital
formation -110 -220 -64 - -402

Changes in stocks - 3 - 36 14 - - 1c
C.'

Deficit or surplus 20 -188 20 122 28

a/ Including Government enterprises
b/ Including Government-controlled corporations
c/ Including -1.8 billion won of the financial institutions

Source: BOK, Flow of Fund Statistics

1G6. The private individual sector prefers to keep its savings predoirl-
nantely in the form of deposits (particularly time and savings deposits),
with very little in securities or direct lendings to the business sector.
In 1968, time and savings deposits accounted for almost four-fifths of the
private individual sector's total new financial assets acquired, while
purchases of securities and private loans amounted to only 15 percent of
the total. Correspondingly, the corporate sector relied heavily
on f_n.2mlcc from domestic banking institutions and foreign sources.

In 1968, its borrowings from domestic banking institutions accounted for

43 percent of the total financing of the sector (net of financial trans-
actions within the sector), while foreign borrowings accounted for 41 per-

cent. "Direct finance", including the sale of securities and direct bor-
rowings from private individuals and non-bank financial institutions,
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accounted for the renaining 16 percent of the total new financial resources.
The high proportion of deposits and loans in the financial structure of
Korea highlights the dominant position of the banks in mobilizing domestic
savings, and is indicative of the r;eneral public's reluctance to diversify
their financial assets in the poorly developed capital market.

10?. Ai important implication of the corporations' heavy reliance on
bank financing is the genlerally high debt-equity ratio. The heavy indebted-

ness has placed the private enterprises in a precarious position where any

unfavorable turn in the market can cause considerable financial strains on

themselves and, in turn, on the banking system. These financial strains

can be particularly severe for the banks which, in addition to their own

loans, have also guaranteed large amounts of external loans. Some loan-

financed enterprises have reportedly suffered from poor management, a lack
of markets and an excessive dependence on loans.Thc number o_ such "1insolvent'
;LlrnlS oas vportcdly Ovc:;' 30 "round mid-.969, but 20, morc have been add&d since

tlhcn l/ Failures in repayments of loans may necessitate the banking in-
stitutions taking over the enterprises. But it would not be a sound prin-
ciple for the banks to become permanently involved in the direct manage-

ment of the enterprises. A more basic solution would be to screen the en-

terprises more carefully when they seek approval for their requests for

foreign and domestic loans, and to insist on a minimum proportion of equity

capital.

108. The major means of mobilizing domestic resources by the financial

institutions has been time and savings deposits. Such deposits have in-
creased at a very rapid rate since 1965 (almost 90 percent per annum during
1965-68) and there have been no clear signs that he rate of increase will
slow down significantly in 1970, even with the recent lowering of the in-
terest rates. In 1968, the increase in time and savings deposits in the
banking system, totalling about 128 billion won, accounted for one-half of
all financial resources mobilized by the organized financial system. The
increase in currency, demand deposits and Government and foreign loans re-
ceived, accounted for almost another quarter. Insurance and trust funds ac-
counted for Lass than 10 percent. The sum of financial resources mobilized
by the fina-ncial institutions, in turn, accounted for slightly over one-third
of the total additional financial sources of the economy in that year. The
financial markets are, indeed, still in their early stages of development.

1ITDew York Times, January 19, 1970, page C.59.
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109. The sharp increase in time and savings deposits (99 percent in
1968 and 70 percent in the first nine months of 1969) can be explained by a
variety of factors: the rapid gzowth or monay GNP, the high intercst, rates,the
inflow of renittances from a.br'o.d (arti('ularly Vi:i-i-jr), the t.x c onctssions
(on income from interests), thc inflow of Cor.i rn c-sP llns, '.n;i t 1 l:.ack of
othicr financial investment opportunitios. I-t is probable that most of the re-
mittances by Korean soldiers and technicians, averaging 20 billion won a
year in 1967 and 1968, were deposited in the banks. But this can only ex-
plain a small portion of the large increase in time and savings deposits
in 1968 and 1969. The 25 percent increase in money GNP in 1968 and the
29 percent in 1969 would explain another portion of the increases. Be-
fore June 1969, the negative margin of interest rates between some savings
deposits and loans may have encouraged the growth in time and savings de-
posits. Moreover, the exemption of income tax on interest tends to en-
courage deposits as against other forms of investment. However, since in-
terest rates have recently been reduced and tax advantages have remained the
same, there have been no additional incentives for time and savings deposits,
although the level of interest rates is still high. For these reasons, a con-
siderable part of the recent incrcasc in tir&: and sacvin-3 dL1 : dit.-; :mut be duie
to the l>rEc inflci! of forcirn loans. By borr :7.-in7 moncy frori a2bro-d tt ,lj- 
cent and depositing it in domestic banks at over 24 percent interest, large
windfall profits can be made provided the exchange rate does not change
much. Even those who are not short of capital would be tenpted to borrow
from abroad, while placing their own funds in time and savings deposits.
Of course, increase in time and savings deposits in this way does not con-
stitute any increase in domestic savings.

110. Bank loans, which account for two-thirds of the total fund sources
of the banking institutions, expanded rapidly in 1968 (78 percent) and in
the first nine months of 1969 (57 percent). Credit expansion from commer-
cial bank deposits was particularly rapid. The special financial institu-
tions, who account for less than two-fifths of total bank credit, derive
part of their funds from the Goveriment budget. It is likely that these
institutions will have to obtain funds from other sources to support their
operations because such fiscal funds, which have amounted to about 25 bil-
lion won a year lately, cannot be increased easily. Time and savings deposits
have increased rapidly in recent years, and for those who are not entitled
to receive such deposits (e.g. KDB), short-term debentures have been issued
at near market interest rates.

111. Since early 1968, the monetary authorities have taken measures to
strengthen the banking institutions and to develop the capital market. The
details of these developments are given in Appendix II.



D. Money and Prices

Expansion of Money Supply

112. Money supply increased in 1968 by 30 billion won, or 25 percent,

after an alarming 43 percent expansion in 1967. In both years the increase
in foreign assets had been a major expansionary factor. Credit expansion
to the private sector accelerated at a phenomenal rate, but due to the sharp
increase in time and savings deposits, its net effect on monetary expansion
was relatively small. The public sector had a net contractive effect in 1968.

113. For 1969, the Korean Government had projected an approximate 20

percent increase in money supply, based on an expected GNP growth of 12 per-
cent, a whoLesale price increase of 6 percent and a rate of monetization at
4 percent. However, in the first ten months, money supply rose by 34 percent

(or by 51 billion won), as compared to a 19 percent increase during the same

period in 1968.

1124 . The raain factors in the monetary expansion were the rapid increase
in bank credit to the private sector (14 billion won), the liquidity gene-
rated by the external sector (31 billion won) as a result of the larc inflow
of foreign loans, and an expansion of so-called "other assets" (22 billion
won). The public sector had a contractive effect, but it was too small
(16 billion won) to have an appreciable impa.3t on the expansionary effect
of these other sources. With GNP growing at a record 15.5 percent in 1969

after the recent bumper crop, it is doubtful whether the Government was able

to curb the monetary expansion significanltly during the remainder of 1969, de-

spit.2 atteMrts to clamp down on further foreign cash loans. In fact, there
was further expansion in the money supply, as a result of the increasedpay-
ments for the Government's rice procurements that were partly financed by

central bank advances and by substantial emergency credits for relief to
flood stricken areas. The sudden change from contraction to expansion in
"other assets" since August 1969 is also noteworthy.
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115. In an effort to attain monetary stability, the Korean monetary

authorities established, in early 1968, a ceiling on central bank loans tc

banking institutions, with the monthly ceiling determined by the Governor

of the Bank of Korea. However, since export loans and import loans to

finance raw materials inputs for use in the export sector are excluded from

the ceiling, the measure has not been very successful in containing cre-

dit expansion. Moreover, as explained above, central banks' accommodation3

of the NACF increased substantially because of droughlt relief and rice pur-

chases.

116. The Stabilization Account introduced by the central bank in 1967, ro-

quiring commercial banks to kccp a cert-in amount of dcposits Tiith thc oontraJ.

bAnc in additiorn to the normal rcservc rcouirrecnnts, has raduJ.v bt&cn losiuL-

its importance. Thc outstanding amount of deposits frorii coruiicrcin2. banks held

in thc- Account dccreased sharply from 9.4 billion 'ion at thu. cne of 1968 to l.'

billion wyon at the cnd of Octobcr 196S. Thcre havo bc.un lcCnl barrikrs in

paying interest on such deposits by the central bank.

117. tastcad, the monctary -uthoriti.s nou appcar_to cmph-.-m_L th_
Monetary Stabilization Bonds which were introduced at the same time as the

Stabilization Account. In early 1969, the maximum discount rate of the bonds

was raised from 14.4 percent to 22 percent, while their maturity was adjus-

ted from 91 days to '3 - 12 months. Thus, the bonds have become more

acceptable to banking institutions and more suitable for open-market opera-

tions. The outstanding amount of these bonds has increased from 5.6 billion
won at the end of 1968 to 15.0 billion won at the end of October 1969. The

additional bonds were issued to offset the monetary expansion caused by the

rise in foreign assets. This is in line with the thinking of the previous
and present economic missions. Under its statute, the central bank can

issue bonds up to 10 percent of the outstanding money supply. Central

banks reserve requirements, simplified and slightly reduced since the begin-

ning of 1968, remained unchanged at 18 percent for time and savings deposits,

and 32 percent for demand deposits. For NACF, however, they have been re-

duced to 15 and 25 percent respectively since September 1968.

Price Movements

118. It was quite an achievement to have brought price inflation

(in terms of the consumer price index) down from 28 percent in 1964 to 14

percent in 1965, arn further to 11 percent in 1967. However, since 1968

price inflation began to increase again. Strong anti-inflationary measures

will have to be applied, otherwise some sort of cost-price spiral could de-

velop. The annual 10 percent increase of prices which has prevailed since

1967 appear to have built up people's expectations.



119. In 1968, the Seoul consumer price index went up by 11.1 percent,
as compared to 10.8 percent in 1967. During January-September 1969 it
went up by 8 percent, as compared to 5.9 percent inihe same period of 1968.
The limits on price increases planned by the Government for 1969 (10 per-
cent for consumer and 6 percent for wholesale prices) are likely to be ex-
ceeded. Important factors in the price increases have lately been exces-
sive liquidity in the economy, the rise in grain prices (the Government's
procarement price for rice increased by 17 percent in Fall 1968 and 23 per-
cent in Fall 1969), and the sharp increase in wages. In addition, there
have been rate hikes for several indirect taxes, increases in the Govern-
ment-administered prices for coal, power, petroleum and fertilizer, aid
boosts in railway and bus fares. Prices for imported goods remained rather
stable in 1968 but rose by 5.6 percent in January-October 1969, due mainly
to a more restrictive import policy (e.g. tightening of. quantative re-
strictions, increase in advahce import deposit requirements, restrictions
on import credits) and additional commodity taxes.

120. The repeated increases in the Government's rice procurement price,
designed to compensate the farmers for the losses suffered from continuous
inflation, have enhanced their purchasing power. At the same time, the rise"
in the rice price further increased the cost of living of the urban wage
earners. This has contributed to the wage hikes; the money wage rate of
the manufacturing workers rose by 26.5 percent in 1968. To the extent that
the wage hilce goes beyond the increase in productivity, it tends to trigger
off further boosts in the general price level. The present situation of
price inflation therefore needs to be dealt with urgently and resolutely.



Table 13

MONEY SUPPLY AND PRICE MOVIEMENTS
(ate of Increase in Percent)

Jan.-Oct. Jan.*-Ocb
1965 1966 1967 1968 1969 1968 1969

Rieal GNP 7.4 1324 8.9 13.4 15.5 - -

Money Supply 33.1 30.1 42.5 24.9 - 19.3 34.1

Time and Savings
Deposits 93.5 119.6 51.2 98.9 - 83.4 71r8

Wholesale Price
Index (annual

average) 10.0 8.8 6.4 8.1 - 6.6 6.2

Consumer Price
Index (Seoul)
(annual average) 13.6 12.1 10.8 11.1 - 5 . 92 8J

a/ January-September period

Source: Bank of Korea, National Accounts Statistics and Monthly Statisticj
Review
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VI

GTROWTH PROSPECTS AND FINAUNCING REQUIREMENTS

A. Growth Prospects

Towards Balanced Growth

121. The Second Five-Year Plan, and the adjusted version published in

the 1969 ORB, contain macro-economic targets up to 1971. The draft 1970 OR4.

however, only has targets for 1970, with no new projections for 1971. Senior

officials in the EPB have stated that 1971 will be a year of adjustments, in

preparation for launching the Third Five-Year Plan in 1972. The planning

authorities have just begun their work on the Third Plan. Based on discus-

sions with the EPB officials and its own independent judgements, the Mission

has propared rough projections of GNP components for the period 1970-76 that

are discussed below and summarized in Appendix IV. These projections are,

of course, very tentative because the development objectives for the Third

Plan are not yet clear to us and the actual course of development in 1970

and 1971 may necessitate some changes in our assumptions. They are presen-

ted merely to indicate some magnitudes of the probable growth path up to the

mid-1970's.

122. According to the draft 1970 ORB, the planned rate of growth of real

GNP for 1970 (at 1965 constant market prices) is 11 percent. The Mission's

projections (at 1965 constant market prices) were prepared on the basis that

real GDP would grow at 11 percent in 1970, at 10 percent in 1971 and at 9

percent in each year of the Third Plan period (1972-76). It may, in fact,

be desirable to aim at a rate of growth somewhat lower than 9 percent in

order to keep foreign debt from rising too rapidly in relation to export

earnings. The ra-te of increase in real GNP is expected to be somewhat lower

each year, because of the decline in net factor income from abroad. These

increases compare with the actual average increases of slightly over 12.5 per-

cent for real GDP and GNP from 1965 to 1969.

123. The 15.5 percent increase in real GNP in 1969 was rather exceptional.

chlefly because of the bumper harvest following the poor crop in the previous

year. Assuming normal weather and based on the known Government agricultural.

policies and pro-rams as well as the potential for growth, the value-added in

agriculture, forestry and fisheries is expected to increase at 4.5 percent a

year through the Third Plan period, compared with the actual rate of increaj2

of 3.1 percent a year from 1964-66 (taken as a base) to 1968.

1/ The final version of the 1970 ORB came out after the report was completed.
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124. Our assumptions of the growth rates of other broad economic
sectors up to 1976 are given in Table 1h.

125. We expect that during the Third Plan period a better balance
between agriculture and industry and beteen. urban and rural incomes
will be achieved, because the growth rates irr agriculture will be higher
and those in industry will be lower than those which occurred in the
Second Plan period. We also expect that the supply of power and per-
haps, to a lesser extent, the supply of transportation services, will
increase sufficiently to match the growing demand from the direct pro-
duction sectors, arid- thus maintain a rcasonable balance between the
growth of infrastructure and direct production. Such balanced growth
should, of course, also be reflected in the investment pattern.

126. Based on Government projections, the population growth rate
will decline from 2.2 percent in 1969 to 1.7 percent in 1976. Per capita
GNP is therefore likely to reach $300 in 1976.

Size and Strategy of Investment

127. According to the Mission projections, gross capital formation
(at 1965 constant market prices) is expected to increase at an annual
rate of 6.4 percent during the Third Plan period. The average annual
rate of increase of 39 percent that prevailed from 1965 to 1969 was ex-
ceptionally high. The share of gross capital formation in GNP (at con-
stant prices) is expected to decline from about 30 percent in 1968 to
27 percent in 1976.

128. As mentioned earlier, the high level of investment has been
an important factor in explaining the recent rapid economic growth, but
it has also brought strains to the balance of payments and to prices.
In order to "cool down" the economy and avert further inflation and dc-
terioration in the balance of payments, the Mission believes that the
investment rate must be lowered substantially in 1970 and kept at a
reasonable level through the Third Plan period. The draft 1970 ORB
plans only a 3 percent increase in fixed capital foraation for 1970,
and the 1970 Central Government budget does not provide for any increase
in Government investment. The ability of the Government to hold down
gross investment to these projected levels depends upon the extent to
which it can exercise control over private borrowings from both external
and domestic sources and prevent public capital expenditures from in-
creasing through arn supplementary budgets.



Table 14

PROJECTIONS OF I1DUSTRIAL ORIGIN OF GROSS NATIONAL PRODUCT
(In billion won at 1965 constant market prices)

Actual ORB Mission Projections Average Annual Rate of Growth (%)
a/

1965 1968 1969_ 1970 1970 1971 1972 1976 1965 - 69 1969 - 71 1971 - 76

Agriculture, Forestry b/
and Fisheries 312 331 366 389 383 400 418 498 3.1 4.5 4.5

Mining and Manufacturing 157 279 339 415 397 455 521 892 21.3 15.8 14.4

Construction, Power and 1

Transportations./ 72 130 167 202 195 222 244 344 23.4 15.3 9.1

Other Sez&vices 265 387 430 434 452 480 503 625 12.9 5.6 5.4

Gross National Product 806 1,127 1,302 1,440 1,427 1,557 1,686 2,359 12.7 9.3 8.6

a/ Preliminary. The 1970 ORB and Mission projections were based on estimates for 1969 that were made before the
preliminary national accounts data were available.

b/ Taking tha 1964_-6 averso as base Vwr *or caleuatiet
c/ Including construction, electricity, gas and water; anVa transportation, storage and communications.

Sourcest BOK, national income statistics, EPB, Over-all Resources Budget, and Mission projections



129. Accordina to the Missior's projections, the incrcmental capita.l-
output ratio (ICOR) for the econoi; will rise from 2.5 in 1968 to 3 in
1970 and will remain at slightly above 3 for the entire Third Plan period-
There are several reasons for the expected rise in the econo.ry-wide ICOR.
Perhaps the most important is the an icipated continued impact of large-
scale capital-intensive investments 2 that have been commenced in recent
years, together with new projects. Of particular sigl.ificance arc the
investments in the Seoul-Pusan expressway, port development (such as Inchcn
and Pusan), the petro-chemical complex at Ulsma, and the integrated iron
and steel project at Pohang. Furthermore, it is expected that there will
be some tendency for firms to shift to more capital-intensive techniques
as a result of increases in the real -'ust of labor relative to capital.
The impending plans to modernize .:, vi_ ! turI are also likely to have a cavit-
r n tcnifiJr-' c Ict in thl conomy.

1/ From 1964 to 1968 the average ICOR for the construction, power .nd
transport sector was 4.4



Table 15

PROJECTIONS OF EXPENDITURE ON GNP
(In billion won at 1965 constant market prices)

Actual ORB Mission Projection Average Annual Growth Rate (%)

1965 1968 1969 1970 1970 1971 1972 1276 1965-69 1969-71 1971-76

Consumption 745 980 1,090 1,179 1,207 1,312 1,422 1,935 10.0 9.7 8.1

Private 669 874 972 n.a. 1,072 1,164 1,260 1,707 9.8 9.4 7.9
Public 76 106 118 n.a. 135 148 162 228 11.6 12.0 9.0

Gross Capital Formation 119 345 447 439 447 468 486 637 39.2 2.3 6.4

Fixed Douestic Capital 118 326 414 399 426 445 460 601 36.9 3.7 6.2
Increase in Stocks 1 19 33 40 21 23 26 36 139.6 -19.8 8.7

Gross Domestic Product 798 1,105 1,279 n.a. 1,420 1,562 1,703 2,0b4 12.6 10.5 9.0

Net Factor Incone 8 22 23 n.a. 7 -17 -45 30.2 - 2
Gross National Product 806 1,127 1,302 1,440 1,427 1,557 1,686 2,359 12.7 9.3 8.6

a/ Preliminary. The 1970 ORB and Mission projections were based on estimates for 1969 that were made before the
preliminary national accounts data were available.

Sources: BOK, national income statistics, EPB, Over-All Resources Budget, and Mission projections
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130. The Mission would like to reiterate the general suggestions of the
last missionf, that it is now time to be more "cost conscious" and that great
caution should be exercised in the selection of projects and in the phasing
of investments through time. Since it is necessary to keep the size of total
investment within a certain limit in order to maintain economic and financial
viability, a comrndttment one project will necessarily preclude the inclu-
sion of some other project or projects in the investment program. This is
particularly true for large projects.
For this rec.on, thoso projects which ale solected should have h1i-_JCr
economic returns than those rejected. In this way, the resources will be
used in a most economical way and output, consumption and people's living
standards can be increased to the maximum extent. Adequate technical and
economic data are needed to make a proper evaluation of investment projects.
In this connection the Mission feels certain pre-investment studies should be
given priority. These are spelled out in Volume II and summarized in Appendix
III of the main report. In particular, the Mission feels the following fields
of investment require careful consideration:

(1) Large irrigation projects - In view of the prospects
for self-sufficiency in rice in the near future (as a
result of the various irrigation projects already
underway and some modest extension of planting with
improved seeds) and the declining world market price
of rice, the benefits from new large irrigation pro-
jects should be carefully reassessed in comparison
with the relatively high investment cost.

(2) Power Drojects - It is likely that a re-examination by the
Covorrnicnt of thc poweir cm-rc forccasts, 'nd cons ouently
thic requirecd new pro'ccts, will Shou th:t t..c investment to
which the 3ovcrmrm-cnt is -lreadvr coriLittsed wTill ensuro that
sufficient oncrat-fr- ca,oacity is coml1missioncC. to nm ot likely
peak demands until about 1976 and therofo r so;c iniivstmcnt canu-i
be ,ostponed (csnoLiJly in privat; o-crcrat.: stoLione). On
the other hand, investmen-t in transmission and distribution
should bc carrioc' out c.5 pltanned.

(3) Transport projects - it would hc mioro oconaniel '' 1 re funds
are sllocatc. for imnrovcmentz to the cxi. stin ;u!i- i road not-
orrc. T'hese iijnrovcmcnts, we7lich arc la;- `1;-r)ec*c )ccausc o-l
the rapid -rowTth in tr-ific on the5c roacs' ill i-c *igher
econorr'ic retu_ns thn:l tU'he four-l^ine cx r.css;ITy. Port develop-
ment is urgently needed, but proper priorities havf to be Cst;lTh-
lishcd.

J31. Of course, this is not an exhaustive list; but it is sufficient to
show the importance of making proper economic decisions in fornijulatinr, the
investment program.
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Savings

132. With a slower rate of GDP growth assumed for the Third Plan,
it is exlxct.c. t'->t t`c avzrac_ Lmual rat, oiL incrcasc of consumption
iill .i.QJi slow down from 10 percent during 1965-68 to 8 percent during the

Third Plan period. Thus, the share of consumption in CDP is expected to fa_l
from 89 percent in 1968 to 82 percent in 1976. The share of public consump-
tion in GDP wes assumed to remain at the same level as in the recent past,
that is, at 9.5 percent of GDP. It was assumed that the recent steady de-
cline in the share of private consumption in GDP would continue and it would
fall from 79 percent in 1968 to 71 percent by 1976.

133. Dom(x-tic savings are arrived at as a residual between expected
Cross invootzient inC. fCorit,Ai savings. ]:s will be shown below, thO
importance of foreign savings (defined as the difference between imports and
exports of goods and non-factor services) as a source of finance for the in-
vestment program is expected to decline. Its share will decline from 58 per-
cent of gross capital formation in 1968 to about 26 percent by 1976.
't 'n civL.r--s :rnu-l ratc of incrc,se of 13.4 pecrcent durin( thc Third
Plin pcri(., thc sh^ro of ,1ic.n-sctic sv.ng; in GDP is exnDocted to rise
Jt;dily sfren 13 pcrc_nt in 1968 tc; bout 20 pcrcont in 1976. In the

Third Pl _- -riod the rnvrtin c into o. rir. stic savin- is e;cpectcd to
bc T-hDut 27 L>rce:ni, compinred with the. r-tc of 25 percent whiich provril_d
from i96l ti 19681!

134. There are several reasons for being reasonably optimistic about the
extent to which national savings can be raised. It is expected that public
savings will remain at a fairly high level with the momentum of the recent
impressive performance. More importantly, alonC with the further growth of
the industrial sector and commercialization of agriculture, business savings,
particularly corporate savings, can be expected to increase substantially.

l/ rk. 'I:i.Vu projected factor receipts from and factor payments to the
rest of the world to obtain an estimate of net factor income. Details of
these items are provided in Alppendix IV. It is expected that the substan--
tial inflow of factor income to Korea (largely remittances of wages by
Korean military forces and civilian technicians in Vietnam) will decline
rapidly from 1970. On the other hand, there will be a sharp increase in
factor payments abroad, largely because of the rapid increase in interest
payments on the foreign debt. Thus, by 1971 we oxpect th:-at thorb
will be a net outflow of about 7 billion won. The net outflow is expec-
ted to increase to about 45 billion won by 1976. By adding net factor in-
come from abroad to national savings, an estimate of domestic savings is
obtained, which of course will grow at a slightly fastor rate than
national savings.
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Table 16

PROJECTIONS OF CAPITAL FORWiTIO'N AND SAVINGS

Amount (In billion won at 1965 constant market prices)

Actual ORB Mission Projection
1965 16 - 96%-/ 1970 1970 1971 1972 1976

GDP 798 1,105 1,279 n.a. 1,420 1,562 1,703 2,404

Gross domestic capital
lormation I18 345 447 439 447 468 486 637

Foreign saving/ 60 199 233 n.a. 234 218 205 168

Gross domestic saving 58 146 214 n.a. 213 250 281 469

Net factor income 8 22 23 n.a. 7 -5 -17 -45

Gross national saving 66 166 237 178 220 245 264 424

As Percent of GDP

Gross domestic capital
formation 14.8 31.2 34.9 n.a. 31.5 30.0 28.5 26.5

Foreign saving 7.5 18.0 18.2 n.a. 16.5 14.0 12.0 7.0

C-ross domestic saving 7.3 13.2 16.7 n.a. 15.0 16.0 16.5 19.5

As Percernt of Gross Domestic Capital Formation

Foreign saving 50.8 57.7 52.1 n.a. 52.3 46.6 42.2 36A4

Cross domestic
saving 49.2 42.3 47.9 ina. 47.7 53.4 57.8 73.6

a/ Preliminary.
b/ Defined as the trade deficits on the goods and non-factor services ac'count.

Source: BOK, Economic Statistics Yearbook, 1968; EPB, and Mission calculation.
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B. Trade Prospects

Export Projections

135. The remarkable export performance led to another upward revision
of the export target. The $1 billion merchandise eport target for 1971
has now been established for 1970. Since the 1969 exports of merchandise
(on an f.o.b. basis) probably increased to $664 million, the attainment
of the ncw 1970 targct will require an increase of 51 percent. The draft
1970 ORB has not announced the 1971 target, and the EPB is now working on
projections up to 1976 in connection with the preparation of the Third Plan.
VJile it is still too early to firm up the final projections, the EPB has
completed some tentative work for the balance of payments projections. The
tentative projections envisage that in 1976 merchandise exports will reach
$3.6 billion. The EPB's tentative planned rate of export increase for 1971
is 30 percent and thereafter it will gradually fall to 20 percent in 1975
and 1976. We understand that the tentative export projections were based
on the expected share of Korean exports in the total world exports.

136. The Mission tried to project Korean exports in a more direct
way, as was done by the last mission. We reviewed both the supply capa-
bilities of Korea and the world demand possibilities for each commodity
group and for selected major commodities from information available to us.
For 1969 we relied mainly on the first nine months' actual export figures
and the Ministry of Commerce and Industry (MCI) estimates. For 1970 we
referred both to our 1969 estimates and the MCI projections. The Mission
believes that in 1970 lerchandise exports could rise to about $890 million,
an increase of almost 34 percent over our estimated figure for 1969. Our
1970 export projection is lower than the $1,000 million target because we
are less optimistic about the prospects of Korean raw silk, chemicals, ply-
wood, Lextile yarns and fabrics. We have taken a more oprimistic view than
the MCI of the 1970 export prospects for clothing and wigs, because of their
L>ood pcrformance in 1969. But this does not offset the lower projections for
thc other items mentioned above.

137. Bcyond 1970 we made two separate estimates for exports of fish
.and fish preparations, textile fibers, textile yarns and fabrics, non-
metallic minerals, transport equipment and clothing. In each case, the
lower estimate was based on less optimistic assumptions about the over-
seas market prospects or about supply conditions in Korea. It took into
conC;idd(ration the possihility of further trade harriers for Korean products
in fortiij-n markets and limitatinns in the absorptive capacity of non-quota
m ~rk 1 , wlhich r1crount,d for moot of thl recent export growth. HowevEr,
since t;he Korean Government and the export industry have repeatedly demonstra-
ted their cldnlmism and ability in achieving higher and higher export targets,
we choose the nmoderately optimistic projections. In these projections
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total exports grow to about $2,830 million in 1976, giving an average
annual growth rate of 20 percent during 1972-76, as compared to a corres-

ponding rate of 22.6 percent in the EPB tentative projections.

138. One unknown factor in the export projections is the future

exchange rate. Our projections have implied that the existing cost-price
relation of the export sector will not deteriorate. But, if by future
changes of the exchange rate or by other measures, the cost-price rela-
tionship becomes more favorable to the export sector, exports could be
increased somewhat above our projections. However, we doubt whether
thc incrcase will bQ sc largc as tc roach $3.6 billion

because, at that level, with export s amounting to 34 percent of GNP (as
compared with 9.7 percent in 1968),!/ the balance between domestic supply
and demand may be upset. Even based on our projections, the proportion
of exports to GNP will be 27 percent in 1976, which is already 'ill

even among the industrialized countries of similar size Thc. details of
the Mission's export projections are given in Appendix IV.

139. Receipts from the sale of services other than investment income
increased from $110 million in 1965 to $382 million in 1968, an average
annual rate of growth of about 52 percent. During 1969, exports of ser-
vices (net of investment income) probably increased to about $430 million.
Receipts from the sale of services related to the Vietnam conflict continue
to account for a large share of total invisible receipts, although they
declined in absolute and relative importance in 1969.

110. The draft 1970 ORB ustiw.tcz th-t recLikts fror, thlc 3;L& o, z.rvices
(net of investment income)Ovill be 14a80 ndllion, CiTm--_C wit'h tC Mbi ;inn's
estimate of $414 million. The reasons for the lower estimate by us are
less optimistic forecasts of earnings from Vietnam-related services and, to a

1hsser cxtent, from irciro t -nd insur-.nc, ruc7 ipt:3. Since tTh. 'r y'rction
of the draft 1970 ORB, the likelihood of a reduction in the scale of
the Vietnam conflict and of further troop withdrawalds has increased. In
view of these developments, we have projected earnings from Vietnam-related
services to fall to about $85 million in 1970,-co.pared with the ORB esti-
mate of $131 million.

141. Receipts from the sale of services other than to Vietnam are
projected by us to be about $330 million in 1970, compared with the ORB
projection of $349 million. Our lowier estimate is due largely to a less
optimistic estimate of receipts from transportation and insurance and
from travel. We have assumed that in 1970 these items will grow at about
the same rate as in 1968 and 1969, which was already high. We have also

1/ Export figures in dollars are converted inttc won ,t purch-sin- Sower
parity rate.



assumed that the past trend in earninjs from other services will continue,
but that earnings from the sale of services to UN forces in Korea Will be
stable in 1970.

1a?2 Sales of goods and services to the military forces in Vietnam,

remittances from Korean forces and income from non-merchandise insurance
in Vietnam are likely to continue to fall rapidly after 1970. Remittances
from civil technicians in Vietnam may fall less slowly, assuming the con-
tinuation of technical assistance and reconstruction programs. We believe
that total exports of services (net of investment income) may grow to
about $,390 million by 1976, of which services unrelated to Vietnam will
be $380 million.

Import Projections

143. Thi~ dr.'fft 1970 ORB reflocts the Govornnmnt's intention cf slowing

down the rate of increase of merchandise imports. On the basis of the
balance of payments statistics for J.9nuary - September 1969, it is expected

that the f.o.b. value of merchandise imports for 1969 was about $1,680
million, compared with the ORB estimate of $1,700 million. The lower
estimate is due largely to smaller grain imports than expected, estimated
now at about $210 million (compared with the projected value of $2h2 million
in the dr^ft 1970 ORB). Imports of other consumer goods and intermediate

goods probably exceeded the ORB projections by about $50 million, but
imports of machinery and transport equipment were likely to be slightly
below the planned levels.

141. Accordin- to thc drnft 1970 ORB, th_ :[.p.b. value of mer-
ch=ndise iipo:rts .z'll incruas.. to tl,800 nilli9n in 1970, compared
,ith the Mission's estimiatc of $1,826 million. Assuming that
the incre_se in cross cipit?l formation can' be pcld down to 3 or
4 percent in 1969 - 70, and that there nre not, substantial incrcases in
inventorics, it 3hould be possible to hold doi,nmimports of capital

goods to the projected level of about $680 million. This represents a
9.7 percent increase over the 1969 figure. IHowever, greater difficulty
may be experienced in curbin- imports of raw materials and imports of

other intermediate goods in view of the planned expansion in exports,
particularly in those comnmodities with a high import content. Similarly,
under the existing set of controls, the ORB estimate for imports of con-
sunier -oods other than grains in 1970 may be too conservative. Even
assuming (as we have done) that the rate of increase in consumer goods
imports will fall from 33 percent in 1968-69 to about 14 percent in 1969-70
and the rate of increase in imports of intermediate goods from 28 percent
to 20 percent, imports of these commodities will exceed the ORB projection

by some $20 million.

145. The Mission expects that the f.o.b. value of merchandise imports
could increase to $3,375 million by 1976 if merchandise exports will attain
$2,830 million. This is very close to the EPB's tentative projection of
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$3,558 million. The implied averate rate of increase is 11 percent a
year during 1972-76. Clearly, the fLture trend of merchandise imports
depends critically on the GovernmeiLt's development strategy and economic
policy measures. Trends in imports of capital goods and intermediate
goods will depend on the extent to which measures to promote import S*s-
tituting industries and to lower the imaport content of domestically pro-
duced commodities are successful. As a result of past application of
these policies Korea has become largely self'-sufficient in the production
of fertilizer, cement and textiles. The completion of the petro-chemlical
complex in 1970 or 1971 and its operation at full capacity by 197ht will
result in self-sufficiency in refined petroleum and its derivatives, al-
though Korea will have to continue to import crude oil. Construction of
an integrated steAi mill in the Third Plan period would further lessen
Korean dependence 6n imports, particularly in the basic metals and capital
goods industries. About three-fourths of inputs in the basic metals
industry, for example, are currently imported.

146. The import content in such industries as automobiles and elec-
tronic equipment is expected to fall considerably during the Third Plan
period as a result of discretionary action by the Government witli such
instruments as import-licensing, requirements of minimum domestic content
of manufacturing, and tax and tariff policy. It is anticipated, for
example, that the import content of automobiles will fall from the present
level of about 60 percent to less than 20 percent by 1974. Successful
application of these policy measures is likely to have an important in-
fluence on the rate of growth of imports of capital goods and raw materials..

147. Given the assumed rate of growth in gross capital formation in
the Mission's projections it is possible that thie rate of increase of im-
ports of capital goods can be held down to abou1; 6 percent a year in the
Third Plan period. Thus, the average rate of increase of imports of these
commodities from 1968 to 1976 is expected to be 9.5 percent a year. Imports
of intermediate goods have been assumed to Lirow at about 12 percent a year
during the Third Plan period to about $2,210 million by 1976.

148. The proposed expansion in rice production is expected to climi-

nate the need for rice imports by 1971, so that the future growth in grain
imports will depend largely on the denand for wheat and coarse grains for
stock feed. skhile imports of coarse grains in 1970 nmay decrease because
of the high levels of domestic production in 1969, it is expected that they
will increase steadily in the Third Plan period alon, wfith the expansion
of the livestock industry. Given that private consumption is expected
to grow at about 8 percent a year and that the arriculture sector is
expected to expand at between 4 and 5 percent a year in the Third Plan
period, a rate of growth in grain imports of 5 percent a year may be
reasonable. Thus, the c.i.f. value of grain imports is expected to rise
to about $140 million by 1976.

149. Expansion in iimports of other consumer goods depends, in part,
on plans for import substitution and on the extent to which the Government
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is willing and able to discourage inports of luxury consumer goods and
domestic production of luxury items with a high import content. Assuming
that the Government can successfully hold down the rate of growth of
imports of these items in the Third Plan period to about $250 million by
1976, the average rate of increase from 1968 to 1976 will be 15.5 per-
cent a year.

150. The draft 1970 ORB projects imports of services, excluding
investment incomes, to rise to $287 million in 1970, whereas we project
a sl]ightly lower levei of $273 million. We estimate that payments for
freight and insurance in 1970 will be higher than that in the 1970 ORB,V
which is due in part to our less optimistic assumption about the extent
to which Korean shipping capacity can be expanded to reduce payments for
freight arid insurance. Hlowever, our estimate of payments for other
service (excluding investment income) is slightly less than the ORB's.

151. We anticipate that by 1976, freight and insurance payments may
grow to $326 million and payments for other services (excluding invest-
ment income) may increase to about $178 million, which is a substantially
slower rate of increase than that which prevailed in the 19 6 0's. Total
service paymients (excluding investment income) in 1976, therefore, are
expected to be slightly over $500 million.

The Overall Picture and the Trade Gap

152. Table 17 gives a sumnary of the Mission's projections of
exports, imports and the trade gap. The Mission projects Korean exports
of goods and services (exclu.ding investment income) will be $3,220 million
in 1976 and imports of goods and services (excluding payment for invest-
ment income) will be $3,880 million, leaving a trade deficit of $660
milli.on. Exports are expected to grow at 17.8 percent a year during
1968-76 aid imports at 12.4 percent a year. Thus, the trade deficit wil.l
decline gxadually from the peak of around $800 million in 1969 to a level
of %660 million in 1975-76. If this can be realized, the 1970's will
begi.n with a turning point in Korea's balance of payments, wiherein the
trade gap will begin to narrow. Exports of goods and services (excluding
investment income) as a percentage of imports of goods and services
(excluding investment payments) can be expected to increase from 57 per-
cent in 1968 to 83 percent in 1976.

1/ Frcm 1965 to 1968 the total outlay on freight and insurance (the sum
of receints and payments) each year has been stable at about 6 per-
cent of the total f.o.b. value of merchandise traded for the corres-
ponding year.
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153. The EPB's tentative projections are more optimistic on exports.
With high export projections, the EPB's import projections are also
higher than the Mission's, but only by a small margin. The EPB pro-
jected export figure for 1976 is $4,16o million and imports $4,190
million. As a result, the trade deficit will virtually disappear by
1976.



Table 17

EXTERR1'AL TRADE PROJECTIONS
(In million US $)

Actual EPB Projections Growth Rate (%)
1965 1968 1969 1970 1971 1972 1973 1974 1975 1976 1965-68 1968-71 1971-76

Esti-
mate (ORB)

Exports of Goods & Services2/ 286 868 1,162 1 480 1,797 2.163 2 576 3 041 3,552 4,164 44.9 27.5 18.3
Merchandise (f.o.b.) 700 l1,300 1 3,000 3,600 0.14
Services 111 382 462 480 497 513 526 541 552 546 50.5 9.1 1.9

lports of Goods & Servicesa/ 482 1,529 1 963 2 087 2 388 2,646 2 956 3,20 3 689 4 187 46.9 16.1 11.9
Merchandise (f.o.b.) 2fT , T;7. T70 2,L 2,292 2 , 870 T6.9 15.7 ll .6

Services 66 207 263 287 338 354 394 435 494 629 46.9 17.8 13.2

External Trade Gap -196 -661 -801 -607 -591 -83 -380 -164 -137 - 23

Export as % of Imports 9 56.8 59.2 70.9 75.3 81.7 87.1 94.9 96.3 99.4

Actual Mission Projections Growth Rate tg)

1965 1968 1969 1970 1971 1972 1973 1974 1975 1976 1965-68 1968-71 19S1-76
Esti'
mate ________

Eports of Goods 7n5ervices 286 868 1 Q95 1 302 1,795 2,072 2,408 2 790 3 221 44.9 21.2
Perchandise (f.o.b.) T 9 % - 1,141 1,416 1,701 2,027 '2,4 2'32 40.1 32.9
Services 111 382 431 414 402 379 371 381 386 389 50.5 1.7 -0.7

Imports of Goods & Servicesy 482 1,529 1 917 2 099 2 297 2 520 2 776 3 08 9 3 A48 3,879 46.9 14.6 11.0
Merchandise (f.o.b.) ET 1,32 ijT 9 1,998 2,19 2 ' :2f 3000 37i 1..9 0 l.O

Services 66 207 239 273 299 328 361 402 448 504 46.9 13.1 11.0

External Trade Gap -196 -661 -822 -796 -754 -725 -704 -681 -658 -658

Exports as % of Imports 59.3 56.8 57.1 62.0 67.2 71.2 74.6 78.0 80.9 83.0

# Excluding investment income and payments

Source: EPB and Mission projections
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C. External Financing Requirements

154l In addition to the foreign exchange required to finance the
external trade deficit estimated above, Korea will also have to increase
its foreign exchange reserves and service existing and new debts. The
magnitude of the debt service depends on the amount, interest and terms
of the debt already incurred and that which will be incurred. This will
be discussed later. The need for additional foreign exchange reserves
will rise, along with the increase in the volume of international trans-
actions. VWe assume that the level of foreign exchange reserves would be
equivalent to about 3 months of imports.

155. Some of the required forci;-n finance will be me,t by priv-.tc
trAnsfers, official grants And direct investment.
Private transfors h2vc increased stcadiAy from 1565, .,nd wo agsu:w.
that this trend will continue. Transfers from the U.S. Goverlnment are ex-
pected to decline rapidly in 1970 and 1971, after which a small amount of
aid will continue. Official Japanese grants from the Property and Claims
Fund (PAC) are expected to remain at $30 million a year until 1975. It is
expected that direct foreign investment (net of profit remittances) will
continue to grow steadily to about $50 million by 1976, given continued
confidence mnong overseas investors in the growth potential of the Korean
economy.

156. After subtracting the above-mentioned items from the foreign ex-
change required to finance the trade deficit, and adding the need for
increasing the reserves, the remainder is the net inflow of external loan
capital needed to close the trade gap. After deducting the estimated amour.'
of short-term credits of less than one year, changes in balance of open
accounts, etc., the net requirement of medium and long-term capital (that
is, loans with a maturity of more than one year) needed to meet Korea's
foreign exchange requirements is obtained.

157. The Mission estimates that in 1970 Korea will need a not inflow
of medium and long-term loan capital of approximately $600 million, cmpnr

with thc dr-ft 1970 ORB estimate of $380 million. The higher estimate by
the Mission is due largely to the less optimistic forecast of cŽxpcrt tnrnin '.
Under the various assumptions we have made on the GNP growth rate, export
and import trend, etc., the Mission expects that the net requirement for
medium and long-term loan capital will decline to about $530 million by 1976.



Table 18

PROJECTIOIIS OF EXTERNAL FINANCING REQUIREKENTS
(In million US $)

Actual Mission Projections

1965 1968 1969 1970 1971 1972 1973 1974 1975 1976

(Est)

Net External Capital Requirement 195.6 661.0 822 796 755 724 703 681 658 659

Plus Increase in Foreign Reserves 9.4 59.1 97 45 50 56 64 78 90 108

Minus Net Private Transfers 68.7 105.5 120 125 130 135 140 145 150 155

Net Official Transfers 134.6 120.6 119 94 60 45 38 37 37 12

Direct Investment (net of profits) 0.3 19.9 16 19 23 27 32 37 43 50

Minus Short-term Credit, open accounts,
etc. -38.9 12.4 10 1. 12 13 14 16 18 20

Net Inflow of Medium and Long-Term Loan

Capital 40.3 461.7 654 592 580 560 543 524 500 530

a/ Defined as the deficit on the goods and services account net of investment incomes

b/ Less than one year

Source: IMF, Balance of Payments Yearbook, Vols. 19, 20, 21; Mission projections
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158. In order to obtain some insight into the likely trends in Korea's
foreign exchange requirements beyond 1976, exports of goods and services
(net of investment income) were projected from 1976 to 1985 at an average
annual growth rate of about 13 percent. The corresponding average annual
growth rate for imports was assumed at about 11 percent. Reserve require-
ments were assumed to remain at 25 percent of imports and the trends in
transfers, direct investment and short-term credits were expected to con-
tinue. Thus, the net inflow of medium and long-term loan capital in 1984
was projected to be about $80 million, and in 1985 a small surplus appears.

Projection of Debt Burden

159. On the basis of information supplied by the Korean authorities, it
is estimated that on December 31, 1969 approximately $910 million in medium
and long-term loans contracted prior to that date remained to bu diOhNU-sed.
Given the disbursement schedule for this loan capital, new borrowings must
be sufficient to meet the remaining net requirements plus the debt servicing
obligations associated with existing and new loans.

160. The repayment schedule for the existing debt was derived from the
official repayment schedule for the debt existing on June 30, 1969. Ak
separate calculation by the Mission was used to estimate the servicing on
debt contracted from July to December 1969.

161. Servicing of the new debt depends on the terms on which the debts
are incurred. Four different kinds of loans were distinguished for the pur--
poses of estimating the future debt burden and the implications of each of
three different patterns of future debt composition were examined.
Variant A assumes that compared with the existing debt composition the
future pattern will improve modestly, essentially by having a somewliat
larger share of official loans in the total. Variants B and C represent
further improvement in the same direction.
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Terms
Composition(g) Interest Grace Repayment**
A B C Rate (%) Period Period

Concessional 25 20 20 2.8 8 25

Conventional 15 25 30 6.5 5 15

Commercial:

cvor 3 years 55 50 45 7.5 1 10
1 to 3 years 5 5 5 7.5 0 2

100 100 lCO (** Excluding grace period)
162. By the end of August 1969, total external loans contracted (with
maturity of over one year) amounted to $2,156 million, of which about one-
third were loans from official sources on concessional or conventional terms,
the other two-thirds were commercial loans. In the first eight months of
1969, the composition improved, with 40 percent of the exterrial loans con-
tracted from official sources and 60 percent from commercial sources. Tlii
trend is lilely to continue -and the future external debt comnittment Aitr 
a,)proximate a composition close to Varialt B, or even to Variant C.

Table 19

COMPOSITION OF EXTERNAL LOANS CONTRACTED
(In million US 7)

As of Aug. 31, 1969 January-August 1969
Amount Amount %

Concessional 605 28.1 142 28.0

Conventional 114 5.3 60 11.8

Commercial (over 3
years) 1,194 55.3 284 56.2

Commercial (1 to 3
years) 243 11.3 20 .0

2,156 100.0 506 100.0

Source: lTD Band Ministry of Finanec



Table 20

PROJECTION OF GROSS REQUIREMENTS FOR MEDIUM AND LONG-TERM LOAN CAPITAL
(In million US $)

Total
1969 1970 1971 1972 1973 1974 1975 1976 1972-76

Net Inflow of Medium and Long-Term Loan
Capital 655 593 579 560 543 5 5 529 2,657

Servicing on Existing Debt 123 263 272 295 282 285 178 157 1,197

Servicing on New Debt

Variant A - 13 65 1 44 244 395 571 753 2,107

B - 13 62 135 230 376 548 726 2,015

C - 13 61 131 222 362 530 702 1,947

Gross Inflow of Medium and Long-Term Loan
Capital

Variant A 778 869 916 999 1,069 1,205 1,249 1,439 5,961

B 778 869 913 990 1,055 i,186 1,226 1,412 5,896

C 778 869 912 986 1,047 1,172 1,208 1,388 5,801

a/ Projection for 1970 and beyond is servicing on estimated debt at December 31, 1969

Source: Mission projections



Table 21

PROJECTIONS OF DEBT SERVICE RATIOS

Average
1969 1970 1971 1972 1973 1974 1975 1976 1972-76

For Loans of 1-3 years maturity 1.8 7.6 5.2 5.2 7.8 9.6 7.7 8.3 7.9

For Loans of greater than 3 years maturity

Variant A 9.3 13.2 16.3 18.9 17.2 18.2 18.7 19.5 18.6

B 9.3 13.2 16.1 18.4 16.5 17.4 17.9 18.7 17.8

C 9.3 13.2 16.0 18.1 16.1 16.9 17.3 18.0 17.3

All medium and long-term loans

Variant A 11.1 20.8 21.5 24.1- 25.0 27.8 26.4 27.8 26.5

B 11.1 20.8 21.3 23.6 24.3 27.0 25.6 27.0 25.7

C 11.1 20.8 21.2 23.3 23.9 26.5 25.0 26.3 25.2

a/ The debt service ratio is defined to be the sum of amortization and interest payments divided by exports of
goods and services (including investment income).

Source: Mission projections
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163. Under the asum,ptions g.ven above, the results of the analysis
indicate that if the external debt pattern continues at more or less the
present composition (Variant A), debt service payments in 1976 are likely
to exceed $900 million. If the external debt pattern improves to that in-
dicated in Variant C, the debt service payments may be $50 million lower.
Thus, in order to obtain $530 million net inflow of foreign loan capital
in 1976, Korea will have to borrow around ''l,400 million (gross inflow).

164. Based on the above calculation, the debt service .atio (debt
service payments expressed as a percentage of exports of goods and services)
would increase from over 11 percent in 1969 to 26-28 percent in 1976.

165. In external debt management, the Korean Government distinguishes
between medium and long-term loans with a maturity of over 3 years and those
with a maturity of less than three years. Following the Mission's projec-
tions, the debt service ratio on the loans of greater than 3 years maturity
will increase from slightly over 9 percent in 1969 to slightly over 13 per-
cent in 1970 and then remain at a level of between about 17 to 19 percent
during the Third Plan period.

Alternatives

166. The tentative EPB balance of payments projections, wliich are
based on more optimistic export and import projections than the Mission's,
give a trade gap of $102 million in 1976. With a slightly more optimistic
future debt composition than the Mission assumed, the EPB projections re-
sult in a debt service ratio that reaches a maximum of slightly over 18
percent of export earnings in 1973-74, and a debt service ratio for debt
with over 3 years maturity below 15 percent. The latter is in line with
what the Korean delegation stated at the 1969 Consultative Group meeting.
The projections show that by 1976 Korea will have a snall surplus on the
current account, because the net transfer receipts will exceed the deficit
on the goods and services account.

167. The Mission tried another alternative by reducing the growth
rate and, therefore, investment and consumpticn expenditures and imports.
We tried an 8 percent GDP growth model, assuming private consumption will
increase at a rate of 7 perceFiinf_d'T1xed capital formation at about 4 per-
cent a year during 1972-76. W4e also assumed that the capital-output ratio
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wi1l be slightly higlhTy than in the 9 percent GDP growth model, but exports
will remain the same. rhe results show that imports will be $3,650 million
in 1976 (or 6.3 percent lower than the imports in the 9 percent GDP growth
model) and the trade gap will be $430 million, almost one-third smaller
than our 9 percent growth rate model. N, t fnrcdirn 1c-m cTpitdl reqi4ruivnts in
1976 will b.. reduced from $530 million in the earlier model to $275 million
in the new model.

168. Given the same composition of future external debt (Variant B)
tht dcebt service ratio will on the average be about 24.5 percent during
the Third Plan period and will reach a peack of 27 percent in 1980. The
debt service ratio for debt with maturities of over 3 years will on the
average bc about 17 percent durirg the Third Plan period. The modest im-
proveinent in the debt service ratio in the intermediate term is due to the
fact that there is still a heavy inflow of loans projected for the remain-
der of the Second Plan period and the early part of the Third Plan period.
The reduction in the growth rate and reduction in loan requirements in the
latter part. of the Third Plan period, does not have an appreciable impact
on the debt servicing obligations of Korea until the 1980's.

169^ In the export projections, the Mission assumed that the exchancc
rate-price relationship will remain unchanged, or at least that in the
future the exchange rate will be adjusJved to follow the relative price
changes between Korea anld the United States. However, if the Korean authori-
ties wil:L exercise more restrictive monetary policies in the near future, ar
d v-iuc the currency to correct the existing over-valuation, the trade

gap can be expected to be smaller than whlalt tae M4ission projectod and the debf
service ratio will also be brought down. To what extent these improvements
can be achieved by a cer-tain degree of devaluation is, of course, difficult
to assess.

170. The effective rate of devaluation also depends on thi. cxt_nt
._'DIi- tl (-Covurn-si nt 2ili -.. ti:- time rc2ucu. t3i(.; c::;7iic'-Ced cxport

:1lc(Ir.lv.R. ,;:'3,1i'(es now oflf.rcd.. If curtrdin C1c; n -1 y^.u.:tisa jo
c! . :bir. .nt.ri :- .iaOvKl . rcticun of ioip; -t d.utv xc.ytions, tilc totzl

,uin effects on ii.nports ui].l h.). 1_r- .or than t

171. The debt service ratio in the nea: term can be further lowered

if the repayments of short-term debt can be postponed (as Korea did in
recen-t years) and if Korea can receive more official loans and less com-
mercial loans with better terns than assumed in Variant B.

172. With all the above-mentioned efforts, constraints and the ad-

ditional favorable factors, Korea can perhaps keep the future debt service
ratio below .'1 or 22 percent of export earnings and for debt with over 3
years ma-turity more or less a-t the level of 15 percent. IIowever, this will

not be an easy task.

1/ ThT.; r.. ;-1ts arL sumima:rized in Tables 15a1, 16 a, 17a, 18a and 21a on the
folloowzinr paEes. They are a.Ll based on the assumption of an 8 percent
G.DP ;-r(loLh ratc p.a. durin- 1072--76.



Table 15a

PROJECTIONS OF EXPENDITURE ON GNP
(In billion won at 1965 market prices)

(Assuming an 8 percent Annual GNP Growth Rate during 1972-76)
Average Annual

Actual ORB Mission Projection Growth Rate (%)
1965 1965 1969a/ 1970 1970 1971 1972 1976 1965-69 1969-71 1971-76

Consumption 745 980 1,090 1,179 1,207 1,306 1,405 1,850 10.0 9.4 7.3

Private 669 874 972 n.a. 1,072 1,158 1,245 1,632 9.8 9.1 7.1

Public 76 106 118 n.a. 135 148 160 218 11.6 12.0 8.0

Gross Capital Formation 119 345 447 439 447 460 482 562 39.2 1.5 4.1

Fixed Domestic Capital 118 326 414 399 426 437 447 528 36.9 2.8 3.9

Increase in Stocks 1 19 33 40 21 23 25 34 139.6 -19.8 1.6

Gross Domestic Product 798 1,105 1,279 n.a. 1,420 1,562 1,687 2,295 12.6 10.5 8.0

Net Factor Income 8 22 23 n.a. 7 - 5 -16 -43 30.2 - -53.8

Gross National Product 806 1,127 1,302 1,440 1,427 1,557 1,671 2,252 12.7 9.3 7.6

~~ ~a/

a/ See Table 15, footnote

Source: Table 15 and Mission projections
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Table 16 a

PROJECTIONS OF CAPITAIL FORMATION AND SAVINGS
(Assuming an 8 percent annual GDP growth rate during 1972-76)

Amount-kin billion won at 1965 constant market prices)

Actual ORB Mission Projection
]96' 1968 1969-; 1970 1970 1971 1972 1976

GDP 798 1,105 1,279 n.a. 1,420 1,562 1,687 2,2'.45

Ctross domostic capital
formation 118 345 447 h39 447 460 482 562

Foreign savin,b/ 60 199 233 n.a. 234 205 190 117

Gross domestic saving 58 146 214 n.e. 213 255 292 WL5

Net factor income 8 22 23 n.a. 7 -5 -16 _!,

Gross national saving 66 168 237 178 220 250 276 40o

As Percent of GDP

Gross domostic capital
formation 14.8 31.2 34.9 n.a. 31.5 29.4 28.6 21l.k

"oreign savin; 7.5 18.0 18.2 n.a. 16.5 13.1 11.3 ,.l

Gross domestic saving 7.3 13.2 16.7 n.a. 15.0 16.3 17.3 lr.Lt

As Percnnt of Grosr Domestic C;-ita. Formation

Foreign saving 50.8 57.7 52.1 n.a. 52.3 44.6 39.4 90Po

Gross domestic saving 49.2 42.3 47.9 n.a. 47.7 55.4 60.6 79 2

, Prel1Lmina ry.
b/ Definted as the trade deficit on the goods and non-factor services account.

Sotirco: P0K, Econo-mic SAtistics Yearbook, 1964; EPB, Table 16, and Mission
calculations.



Summary of

Tables 17a and 18a

PROJECTIONS OF EXPORTS, IMPORTS AND NET CAPITAL REQUIREMNTS
(Assuming an 3 percent annual GDP growth rate during 1972-76)

Total
1969 1970 1971 1972 1973 1974 1975 1976 1972-76

a/
Exports of Goods and Service8 1,095 1,302 1,542 1,795 2,072 2,407 2,790 3,221

a/
Imports of Goods and Services 1,917 2,099 2,245 2,467 2,714 3,008 3,312 3,648

Net External Capital Requirement 822 796 703 672 642 601 521 427 2,863

Net Inflow of Medium and Long Term Loan
Capital 655 593 514 507 480 440 349 274 2,050

aV Net of investment incomes

Source: Tables 17 and 18 and Mission projections



Table 21a

a/
PROJECTIONS OF DEBT SERVICE RATIOS

(Assuming an 8 percent annual GDP growth rate during 1972-76)

1969 1970 1971 1972 1973 1974 1975 1976

For loans of 1-3 years maturity 1.8 7.6 5.2 5.1 7.5 9.1 7.1 7.5

For loans of greater than 3 years maturity

Variant A 9.3 13.2 16.3 18.7 16.8 17.8 18.0 18.5

B 9.3 13.2 16.1 18.3 16.2 17.0 17.3 17.7

C 9.3 13.2 16.0 18.0 15.8 16.5 16.7 17.0

All medium and long-term loans

Variant A 11.1 20.8 21.5 23.8 24.3 26.9 25.1 26.0

B 11.1 20.8 21.3 23.4 23.7 26.1 24.4 25.2

c 11.1 20.8 21.2 23.1 23.3 25.6 23.8 24.5

a/ See Table 21

Source: Mission projections.
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Implications

173. Korea's economic performance has been generally good and
growth trends are favorable, but inflation and external debt are mounting.
The Government has tried to contain investment and foreign private loans,
and in 1969 the increases of both have somewihat slowed down from the extra-
ordinary expansion in 1968. But apparently continuous efforts towiards
this direction are needed. The investment program should be kept to a
reasonable size, with proper selection of projects based on a cost-benefit.

comparison. The Mission believes that a planned GDP growfth rate of
8 perecnt per annum; with slowor grrwth in invu sti,-l. nt for thc Third
Plan period, should help to keep the debt service ratio from rising
d&ngcrously. With additional efforts to contain imports and stimulate

exports (through proper monetary and foreign exchange policies) and a more
substantial increase in tlle amount of long-term foreign capital from of-
ficial sources, the debt service ratio can be further improved to a level
of 20-21 percent of export earnings in 1975-76, and for debt with more than
3 years maturity, to a level of 15 percent as committed by the Korean Au-
thorities at the last Consultative Group meeting.

17.. The Korean Government has made great efforts in mobilizing
domestic savings, and the marginal savings rate has been rising. Hfowever,
since national savings account for only slightly over one-half of capital
formation, even with slowJed down investment in the future, the resource
gap will still be sizeable. The country Till continue to rely on foreign
capital to support its future growth, particularly because of the expected
fall in receipts from Vietnam and of official grants. If Korea continues
to rely heavily on supplier's credits, the consequent increase in debt
services obligations will be hard to bear. For these reasons, and iath
restrained fu-ture growth and investment, Korea should receive a sub6tan-
tially increased amount of long-term foreign capital from official sources.
While a generally good economic performance would enable Korea to increase

conventional loans, such loans sliould be nade available witl a long grace

period in order not to accentuate the expected high plateau of external
debt service in the seventies. In addition, in view of its low level of
per capita GNP and the large resource gap, Korea should also receive a
reasonable amount of offici.al loans on concessional terms.

175. Of course, regardless of Korea's policies and plan objectives,

it will be difficult for her to receive the lesvl of gross capital inflow

projected at well over $1 billion a year in the second half of the 1970's.

Therefore, the supply of foreign capital on acceptable terms is likely to

be an increasingly important constraint.
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APP?.JTX I

POPUJLATION, F%iILY PLdWNING,
URBANIZATION A.ID EEPLOIEiIT.

Population

1. By the end of 1969, the population was estimated at 31.5 million.
The country is heavily populated, with a density of about 315 inhabitants
per square kilometer.

2. In the period 1963-68 the population growth rate declined by about
5 per thousand, to almost 23.0 per thousand in 1968. During this period, the
crude birth rate decreased by over 6.5 per thousand. Various factors have
contributed to this decline, including urbanization, a higher marriage age
and increased use of devices to prevent conception.

3. The age structure of the Korean population is similar to that of
the countries of Asia, Africa and Latin America, with the notable exemption
of Japan. About 43 percent of the population is less than 15 years of age
and only 3 percent is over 65 years. The Yission estimates that by 1976,
wlhen the population is expected to be about 36 million, the 0-14 age group
will account for about 35 percent of the population and the group over 65
years of age will account for about 4 percent.

Family Planiningy

Li. The official family planning program emphasizes use of the loop.
Higher tar_gets for new users have successfully counteracted the large drop-
out rate of participants using this method. On July 31, 1969, about 1.1
million couples (or 27.9 percent of the eligible women aged 20-44) were pro-
tected through some phase of the program and 1.5 million loop insertions
(includinig 20 percent reinsertions) had been made; over 150,000 couples were
receiving condoms monthly; 125,000 vasectories had been performed and over
90,000 women were using oral pills. The pill was initially introduced in
the program in 1968.

5. In 1969 expenditure on the Government family planning program (ex-
cluding foreign assistance) was 816 million won, or a 29 percent increase
over 1968. In 1969 the central government contributed about three-fourths
of the total and the local governments the rest.

6. External assistance to the family planning program, both in cash
and kind, has been significant. The major cash contributions have come from
the U.S. Population Council, the International Planned Parenthood Federation
and, lately, from U.S. AID. Such cash assistance amounted to $577,650 in
1968, as compared to $894,800 in 1964; for 1969, $461,600 is estimated. This
money lhas been used mainly to finance training, educational campaigns, pro-
gram evaluations and related research.
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7. The m. in contributors to assitzuicc in kind havu been SIDA

(3wedisl Intornational Dvc.lopmorft Association) and also U.O.JdD. IJith

the allocation o*' foreign ald funds for f-mily plcnning bv thc U.-,. Congress,

U.S. assistance in kind increased from $67,000 in 1967 to" $.4 million

in 1968. For 1969 it was $1.1 million, and estimates for 1970 and 1971

are $880,000 and $525, 000 respectively. This assistance includes programs

for participant training, equipment for health facilities, laboratories,

equipment for the new Family Planning Center at Seoul, and logistical

support for related research by various Governmental agencies and uni-

versities. SIDA has recently contributed 36 land rovers for the mobile

units of the family planning program, and is committed to supply 7 million

cycles of the pill, delivery of which has begun. It is also financing most

of the construction costs of the $500,000 Family Planning Center in Seoul,

to be caonpleted by the summer of 1970.

8. The target of the Second Five-Year Plan is to reduce the popula-

tion growth rate to 20.0 per thousand by 1971. Since the impact of self

financed family planning is expected to be marginal during the Second Plan

period, there is an overwhelming reliance on the public family planning

program to achieve the target.

9. The participation in the official family planning program is

projected to level off after 1970, but self financed family planning is

expected to increase substantially in the Third Plan period. The Korean

official estimate is that by 1976 about 35 percent of the births averted

through family planning will be from the self financed practice of pro-

gram participants. The official target of population growth rate in 1976

is 15.0 per thousand, but we feel that the family planning program may not

be so effective, and a population growth rate of up to 17.0 per thousand

in 1976 is quite likely.

DEMOGRAPHIC CHARACTERISTICS: 1970-76

Crude Birth a/ Crude Death b/ Population

Year Rate (per '00o) Rate (per '000) (end of year - in million)

1970 29.5 8.0 32.2

1971 28.1 7.7 32.9
1972 27.5 7.4 33.5

1973 27.1 7.2 34.2

1974 26.0 6.8 3h.9
1975 24.7 6.6 35.5

1976 23.4 6.3 36.1

a/ Mission's estimates on the basis of crude birth rates provided by the

Ministry of Health and Social Affairs.

b/ Ministry of Health and Social Affairs

Sources: As per footnotes
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Tr~ation

10. Based on the 1960-66 average annual rate of migration into the
urban areas of about 2.7 percent, we estimate that by the end of 1969, 35
percent of the population was residing in the urban sector, as compared to
28 percent in 1960. The provinces of the country have shared unequally
in the urbanisation movement. In urban-rural migration within the pro-
vinces, the highest net urban -ains have occurred in provinces with a re-
latively hi: her proportion of population in the rural sector. In inter-
provincial rural-urban migration, the net urban gain has almost exclusively
been realized by the cities of Seoul and Pusan, particularly Seoul.

11. Migration between the urban sectors of the provinces (including
the cities of Seoul and Pusan) is more limited in magnitude. The outstan-
ding characteristic of this type of migration is that the citycf Seoul is
the main net c.i n, of the people leaving the urban sectors of the
other provinces.

12. The growth of the city of Seoul is striking. The city's popu-
lation of 4.8 million in 1969 shows an increase of 38 percent since 1965.
About 80 percent of this increase is explained by the net in-migration, and
the rest by the natural increase of the indigenous population. The charac-
teristics of the migrants into Seoul are generally representative of the
migrants at large. A large proportion of the migrants are dependents mi-
grating concurrently with their household heads, or belatedly joining mem-
bers of their family already settled there. Less than a quarter of the
migrants have jobs upon arrival. Unemployment among migrants is very high
during the first year (around 40 percent), particularly among women. The
expansion of ernployment demand in recent years, however, has absorbed a
substantial portion of the jobless migrants along with the indigenous city
manpowier. Total unemployment is high, but on a declininj trend since an
all-time high of 25 percent in 1964.

13. The rapid increase in the population of the cities has been
closely related to the rapid growth in employment in manufacturing. How-
ever, the experience of the migrants to the city of Seoul suggests that
the geographical transfer of the economically active migrants is accompanied
by a change in occupation into predominantly tertiary economic activities.
This would imply that the absorption of labor by the expanding manufacturing
sector is drawn mainly from the indigenous urban population and that the
migrants find employment, in large numbers, in the tertiary industries, the
growth of which is complementary to that of the secondary industry.

14. The physical reallocation of people within, and among, the pro-
vinces' rural and urban sectors imposes many demands for infrastructure in-
vestment. The most critical situation arises in housing. Various indicators
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of urbanization have been found to be si nificantly correlated with the
shortage of urban housing. While the total deficit of housing units
(based on the judgement that each household should have its own quarters
and by definition excluding substandard housing) has remained in the mag-
nitude of 25 percent of total required housing since 1965, the situation

in the urban sector is more critical. Despite some recent relative im-

provements in the housing situation in Seoul and Pusan, the deficit ratio
in 1968 was 48 percent for the urban sector (51 and 52 percent respectively
for Seoul and Pusan).

15. The Second Five-Year Plan calls for the construction of 500,000
housing units, of which 6 percent are to be constructed by the public

sector at a total cost of 4,783 million won. The construction of that num-
ber of housing units is just sufficient to retain the total housing deficit
ratio of 26 percent by 1971. However, there is no assurance that the pri-
vate sector will meet the Government's expectations by increasing private

construction of housing units 20 percent above previous performance levels,

considering the high interest rate.

16. We estimate that by 1976 over 43 percent of the population will
reside in the urban sector. Our estimates are based on the assumption that

the decline in the natural rate of growth of the indigenous urban popula-
tion will cantinue to lead the national one, and that the rate of urbani-
zation will remain about the same. The expected total urban growth of
about 3.5 million people during 1970-76 will create a new demand for over
700,000 urban housing units in addition to the demands for the related water,
electric and sanitary services. If the urban housing deficit ratio is to
remain at its 1968 level of 48 percernt, there should be an annual construc-
tion of over 100,000 housing units in the sector in order to accommodate the

new demand on housing plus additional construction, as required, to meet
whatever needs arise from replacement of structures due to aging or destruc-
tion from natural calamities.

Employment

17. Employment increased by about 2.8 percent annually on the averairc

during 1963-68. The most rapid increase in employment occurred in the secon-
dary industries, followed by the services sector. In agriculture, total

farm employment has been maintained, but male employment has declined. This
has been compensated by an increase in female farm employment.

18. The ratio of employed to economically active has steadily increa-

sed since 1963, with stronger advances registered among the non-farm econowii-
cally active population. Employment in the non-farm sector rose from 84 par-

cent to 91 percent of the economically active (or labor force) during 1963-
68. The share of non-agricultural employment in total employment has increased
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from 37 to 48 percent in the same period. Increases in manufacturing em-
ployment accounted for 37 percent of this increase; commerce for 29 per-
cent; services for 14 percent, and transportation, storage and communi-
cations 8 percent. Non-agricultural male employment increased during
the same period by 44 percent, while the non-fann female employment in-
creased by 61 percent. Increases in male employment were spread, more
or less, over all economic activities, with the lowest in services. In-
creases in female employment occurred mostly in manufacturing and services.
On the other hand, in 1968 farm (male) employment still accounted for 46
percent of total male employment, and farm female employment 57 percent
of total female employment.

19. General changes in employment have been accompanied by a number
of healthy signs in other structural characteristics of the labor market.
Some other structural changes also occurred during 1963-68. The number of
regularly employed in the non-farm sector has increased by over 85 percent,
niostly in male workers. In the farm sector, the employment of family workers
declined by about 9 percent, indicating out-migration. Self-employment has
increased by 10 percent during 1963-68, with those in the non-farm sector
increasing by 30 percent.

20. The average number of hours worked has increased slightly from
47.5 hours per week in 1963 to 49.3 in 1968. In non-agricultural employ-
ment, those working 40 hours and over increased from 81 percent of the
workers in 1963 to 88 percent in 1968. The increases in the average hours
worked per week may reflect some of the tightening of the labor market.

21. There exists a great seasonal variation in the employment in the
farm sector. In 1968, for example, more than 3 million farm workers, or
about twice the total number of workers in the low farm activity season,
predominately family workers, joined the labor force only temporarily for
the rice planting and harvesting periods in the spring and fall quarters.
A scarcity of labor has been observed at the peak of the seasonal demand
in spring. Tlhis seems to have brought about a very significant increase
in the number of hours worked during spring, the average of which was in
1968 25 percent higher than in winter.

Unemployment

22. Since employment growth has outpaced the increase in the econo-
mically active population, unemployment has steadily declined from an
annual average of 705,000 in 1963 (8 percent) to 496,000 in 1968 (5 percent).
Male unemployment declined faster than the female one. In 1968 it stood at
2.1 percent for farm households and at 9.3 percent for non-fann households.
The respective unemployment rates for the females in 1968 were 1.6 and 8.1
percent.
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23. The highest unemployient rates are among those aged 14-29.
The unemployment in the lower age brackets is very high because it in-
cludes those seeking employment for the first time. Although male new

job seekers outnumber the female ones by a ratio of about 3:2, female
unemployment is more than double that of the male in the 14-19 age bracket
and about double that of the male in the 20-24 age bracket.

24. A central labor agency has been organized to coordinate and
assist the functions of the labor market on the basis of the Amended Em-

ployment Security Law of 1967. The Employment Service Systeni started its

operations in 1969. It accepts requests for workers, registers and coun-

sels applicants for employment, and researches labor market conditions.

In the first six months of 1969, the demand for laborers through the
Agency's offices has exceeded the number of applicants in that period by

3:2; placements have been limited only to 1 out of 3 applicants for jobs

(5,718). At present, few workers know of the Agency's existence and ser-

vices. Workers using it have high expectations as to their wage and em-

ployment conditions, but the larger establishments (with 100 or more workers)

placed 73 percent of the request for manpower with the expectation of
hiring cheap labor. The difference between the wage offered by prospec-

tive employers and the wage expected by the prospective employees has not,

as yet, been successfully negotiated through the services of the Agency.



C 00ir-kTLLY C r71 T , 00 aE1 TI LT0aED: 1963-68
In thousandos)

Agriculture Mining & First Job
Forestry & Manufact. Services Seekers Total
Fisheries

1963
Econ. Active 5,090 760 2,h24 379 8,653
Elnployed 5,021 690 2,236 - 7,947
Unemployed:

Absolute 69 70 188 379 706
5 of Econ. Active 1.4 9.2 7.8 - 8.1

1964
Econ. Active 5,153 790 2,591 358 8,892
Employed 5,084 725 2,401 - 8,210
Unemployed:
Absolute 69 65 190 358 682
% of Econ. Active 1.3 8.2 7.3 - 7.7

1965
Econ. Active 5,056 936 2,808 400 9,200
Employed 5,000 880 2,643 - 8,523
Unemployed:
Absolute 56 56 165 400 677
% of Econ. Active 1.1 6.0 5.9 - 7.4

1966
Econ. Active 5,076 985 2,829 435 9,325
Employca 5,013 940 2,706 - 8,659
Unemploycd:

Absolute 63 45 123 435 666
V of Econ. Active 1.2 4.6 4.3 - 7.1

1967
Lcon. AItivc 4,964 1,197 2,986 355 9,502
Employec! 4,924 1,138 2,852 - 8,914
TJneinployed:

Absolute 40 59 134 355 588
% of Econ. Active 0.8 4.9 4.5 - 6.2

1968
Econ. Active 4,900 1,346 3,218 293 9,757
Employed 4,836 1,295 3,103 - 9,261
Unemployed:
Absolute 37 51 115 293 496
S of Econ. Active 0.8 3.8 3.6 - 5.1

Source: Economric Planning Board, Annual Report on the Economically Active
Population





APPENDIX II

RECENT DEVELOPMENTS IN FINANCIAL
INSTITUTIONS AND CAPITAL MARKETS

1. Since early 1968, the monetary authorities have taken measures
to strenFthen the banking institutions and to prornote the development of
capital markets. The rapid growth of deposits and loans, and the great
expansion of the function of guaranteeing foreign loans, along with infla-
tion, have necessitated the increase in capitalization of the banks. Thus,
i.n August 1868, the monetary authorities ayroved a 91 percent increase in
the total capital of five commercial banks-. The capial of four speciali-
zed Government financial institutions has been trebled-/

2. To strengthen the banking business, the existing laws have also
been amended. In January 1969, the General Banking Act was amended so that
every banking institution shall maintain an amount of paid-in capital and
surplus equivalent to at least one-fifteenth of its foreign debt repayment
guarantees. For specialized banks, the limitations on receiving deposits
by both the Medium Industry Bank and the Citizens National Bank (which
specializes in consumer's installment credits) were abolished in 1968. The
latter was also allowed to issue "national savings debentures" within a
limit equivalent to ten times the sum of its paid-in capital and reserves.

3. The most important change was perhaps the great enhancement of the
lDB. Along with the increase in total capitalization, the amendments to the
KDB Act in September 1968 have also enlarged its capacity in financing in-
dustria, development. The limit on the outstanding balance of industrial
financial debentures and obligations, resulting from the KDB's underwriting
of stock issucs and from guaranteeing loan repayments, was raised from the
amount equivalent to ten times the Bank's paid-in capital to an amount equi-
valent to ten times the sum of its paid-in capital and reserves. The upper
limit of KDB's equity investment in a given company was increased from 50

1/ Authorized capital increased from 9.4 billion won to 18.0 billion won.
All five banks have Govermnent shares. In some cases these shares ac-
count for more than 50 percent of the total.

2/ In March 1968, the Medium Industry Bank's capital was raised from 3.0
billion won to 4.0 billion won; in July the Citizens National Banks'
capital from 0.5 billion won to 5.0 billion won, and in September the
Korean Development Bank's (foremerly Korean Reconstruction Bank) from
20 billion won to 70 billion won, while the Korea Exchange Bank's capi-
tal was increased from 10.0 billion won to 30.0 billion won.
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percent to 100 percent of the paid-in capital of the company in question.

Thus, KDB's function was enlarged to that of a holding company.

4. In July 1969, with the passing of the Korea Development Bank
Shareholding Administration Act, KDB buc;r-.ic thc holding comp.-mr ain,

central manager for the Government-controlled enterprises, currently num-

bering about 36 and operating under the supervision of the respective
ministries. A Management Committee, chaired by the Deputy Prime Minister
with participation of all Ministers and the KDB Governor, has been estab-

lished to formulate basic guidelines for the enterprises' business pro-

jects and annual budgets. To fulfill the additional function, the KDB's
authorized capital was further increased from 70 billion won to 150 billion

won. Enterprise management funds to be established in KDB are to be deri-
ved by borrowing from the Government, from stock sales and dividends re-
ceived, and are to be operated independqtly from other KDB accounts. In

October 1969, the first six enterprises- were transferred to KDB control.

5. In early 1969, the Korean National Assembly authorized the KDB
to issue industrial financial debentures up to a total of 15 billion won.

By the end of September 1969, KDB had issued 6.5 billion won of debentures,
with a two year maturity at a discount rate of 24 percent per annum, tax

free. The new debentures are listed on the stock market and can be used
in lieu of cash to meet any guarantee or deposit requirements of the Govern-
inent and for collateral on loans from banking institutions.

6. Several new financial institutions were also authorized by the

Government. In December 1968, a trust bank was established for the sole
purpose of handling trust business that was previously handled by the coin-
mercial banks. In addition, two more provincial banks were established,
increasing the number of local banks to five. In mid-1969, the legal ground-
work was laid for the establishment of a Korean Export-Import Banc to take
charge (from the Korea Exchange Bank) of medium and long-term export credit.
The authorized capital of the Bank will be 30 billion won and will be
wholly Government-subscribed. Loans and guarantces generally will be up
to 5 years; however, for ships, railway rolling stock and other export
goods designated by Presidential decree, the terms can be extended to 10

years.

1/ Korea Oil Corporation; Korea Tungsten Mining Co. Ltd; Chungju
Fertilizer Corp; Honam Fertilizer Corp; Korea Salt Co. Ltd; and

Dachrtn Coal Corp.
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7. Realizing the excessive dependence of Korean enterprises on
loan capital, the drawbacks of the traditional closed family corpora-
tions and the need for mobilizing additional domestic resources, the
Government has tried to promote equity investment through the organi-
zed capital market. Since 1967, it has taken a number of concrete steps
in this direction, although not many tangible results have been seen. As
mentioned above in connection with the tax reform, the Government has
granted preferential corporate income tax treatment to "open" corpora-
tions. It has also enacted the Real Estate Investment Supressicn law
to discourage real estate speculation by heavily taxing capital gains
from real estate transactions and thereby attracting funds to the stock
market.

8. In late 1968, it promulgated the Capital Market Promotion Law,
which incorporates preferential corporate tax rates and special depreciation
allowances to "opens corporations, amd exemptions of income tax on dividends
from stocks of "open" corporations. More importantly, it authorizes the
establishment of the Korea Investment Development Corporation (KIDC) to
engage in underwriting and transactions of securities, stock market opera-
tions for preventing undue fluctuations in stock prices, loans against
securities, and securities investment trusts. KIDC has already started
operation and, under its sponsorship, the Consultative Organization for
Underwiring of Securities was established in January 1969. The organiza-
tion consists of KIDC, KDB, KDFC, NACF, the five commercial banks, the
Korea Trust Bank, the two insurance associations, and the Korea Stock
Brokcrs Association. It provides a permanent body for consulting on
the or-anizaLion of underwiriting or sub-underwriting syndicates for the
sales of Government and corporate securities.

9. In addition, the Government also approved the establishment of
securities departments in commercial banks to enable the banks to deal on
the stock market irithout the inter-mediacy of security dealers and also has
allowed the banks to extend loans with securities as collateral.





APPENDIX III

PRE-INWESTMENT STUDIES

A. pBakround

1. Government investment programs and projects in Korea are prepared

by the various responsible Ministries or Government agencies, then coor-

dinated with the Economic Planning Board, approved by the Council of

Economic Ministers and incorporated in the plan and the annual Overall

Resources Budget.

2. Virtually all Ministries and Government agencies have their own

planning units which have formulated their own sector development programs,

such as the Ten-Year National Construction plan (1967-1976) and the

Highway Development Program (1967-1976) prepared by the Ministry of
National Construction, the long-range power development program prepared

by the Korea Electric Company and more lately, the Ten-Year Rural
Modernization Plan (1969-1979) by the Ministry of Agriculture and Forestry,

covering irrigation, land development, and farm housing projects. The

sector plans usually go beyond the medium-term horizon of the five-year
plans. In general, they represent maximal programs for the sector con-

cerned and their size and priorities may have to be altered when being

integrated into the macro-economic frame of the Five-Year Plans or the

ORB for budget allocation and implementation.

3. Korea has quite a sizeable number of competent technical

personnel (e.g., engineers, technicians, administrators, etc.) and several

important pre-investment studies were carried out by the Korean themselves

with only little or no help from abroad. Notable examples are the studies
for the construction of the Seoul-Pusan Expressway, the pre-investment
studies for some ports (like the master plan for the expansion of Pusan

port, Mukho, and Cheju) and lately the integrated iron and steel mill at

Pohang.

h. The Korean Government has been constantly surveying their water

and land resources and studying possibilities of project investment. This

includes broad surveys of river basins, multi-purpose dam construction,

flood control and disaster prevention, and irrigation and land reclamation.

Ihe Ministry of Construction has conducted a survey of the Yangsongang
River basin and is investigating and designing eight multipurpose dams

(Andong, Imha, Hapcheon, Chungju, Hankang, Imkye, Yongdam and Dongbook).
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5. In addition, iKorea obtained assistance from abroad for important
pre-investment studies, especially from UNMDP/FAO, the Bank Group, USAID
and lately, from Japan. The UNDP has conducted a number of projects for
developing Korea's agricultural potential. Surveys on tube-well irrigation,
watershed management and slopeland development, initiated as pre-investment
studies, have already led to actual investment. A tidal land reclamation
survey was terminated in 1967, as it turned out clearly that the costs of
tidal land reclamation would be too high as compared with slopeland
development. At present, there are two major pre-investment studies being
carried out under UNDP in Korea. A pre-investment survey on the Naktong
River Basin, to be completed by 1970, aims at formulating long-term inte-
grated plans for the development of the Basin's land and water resources.
The forest survey and development program, to be completed by 1973,
includes demarcation and mapping of the limits of potential commercially
exploitable forests, management planning training, identification of
investment opportunities, reforestation and erosion control of the water-
sheds.

6. In addition to acting as executing agent for most of the above-
mentioned UNDP projects, FAO recently has prepared a study of Korea's
agricultural credit system under its cooperation program with the IBRD.

This study relates to a Korean request for a $10 million agricultural
credit loan from IBRD.

7. The UNDP Special Fund is now embarking on a majur study to
assist the Korean Government in preparing regional physical plans as a
component of the Third Five-Year Plan. The study is to establish a set
of regional plans which will translate into detailed physical terms. In
this context, it will draw up provisional land utilization plans, propose
priority programs for the development of national resources, recommend
optimal locations for different types of industries and examine current
urban grmoth trends with suggestions to correct present regional im-
balances in growth. It will identify resulting infrastructural
development needs in such sectors as transportation (mainly intra-city),
communication, power, and water. It will also assess the social conse-
quences of the proposals made regarding rural-urban migration, urban
living conditions, housing, health, and educational needs, effects on
wholesale and retail trade, etc. The team will consist of at least 10
experts, and it is to complete its work before 1972.

8. UNDP has received informal Korean requests for help in conductirg
oceanographic pre-investment studies including oil and other mineral
resources after the U.S. Army has finished air reconnaisance of the
shoreline. Gulf Oil has already been prospecting for oil in some coastal
areas. At present, UNDP is examining whether studies on mineral resources
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should be concentrated on land areas rather than on coastal areas since the
new TJSAID investigations which were more optimistic about mineral
deposits in Korea.

9. UNIDO may be asked to prepare a pre-investment study on the
establishment of an export processing zone with a free port in Masan.

10. Bank Group assistance for pre-investment studies has so far
been confined to the transportation sector. As a result of a technical
assistance grant from the Bank, a French-Dutch firm of consultants
prepared a comprehensive Transportation Survey for Korea in 1965-66.
This study provided the basis for the allocation of the transportation
investment in the Second Five-Year Plan. In 1968, IDA made a project
preparation credit of $3.5 million to finance consulting services for a
highway organization study aimed at making recommendations for appropriate
modifications in the present transport policies and the establishment
of an organization for transport coordination. The consultants'
recommendations are to be discussed between the Government and the Bank
group, and the consultants will subsequently assist in implementing the
accepted recommendations. In addition, the credit also included funds
for feasibili-ty studies and subsequent detailed engineering of selected
priority highway projects. IDA has in the past made two credits to
Korea National Railroads for the procurement of rolling stock and con-
sulting services for the railroads. The latter included funds to make
studies on improvements of KNR facilities including marshalling yards,
workshops, and repair facilities. In this context, a study on coal
transportation and distribution was made in 1968 in order to promote
more efficient utilization of coal cars.

11. In 1968, USAID experts did a study on grain storage, handling,
processing and distribution problems and recommended a formal feasibility
study. No concrete action has yet been taken. A major project undertaken
by USAID has been the comprehensive survey of water resources and land
use in the Han River basin. This study is to be completed by 1971. In
the past, USAID has given considerable technical assistance to the Korea
Electric Company in establishing its pre-investment studies for its
power development program. The only power pre-investment study currently
under preparation is also sponsored by USAID under its Second Transmission
and Distribution Loan. In manufacturing, USAID plans to undertake a
study in conjunction with the Korean Government, to investigate whether
idle capacity in the existing machine industry is worth utilizing at all
and where newi investment in this industry should be directed in order to
avoid misallocation of resources.
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-2. Jaianc:e con su-t'arts .?:nanced by -rants under PAC funds are
currently conducting a survey on the Kumrarg River Basin with the pur-
pose of formulating a long-term plan for the development of its land
and water resources. Another group of Japanese consultants financed
by PAC funds has just completed a study of possibilities of developing
the livestock industry.

B. Future Pre-investment Studies

13. Because of the limited time and resources available, the Mission
has not attempted to develop a comprehensive country program for pre-
investment studies in selected fields which the Mission feels should
have high priority. In some cases, such studies may lead to a reappraisal
of projects already under preparation.

Agriculture

14. IWater and Land Resources: Part of the seven large-scale irri-
gation projects to be implemented by the Ministry of Agriculture and
Forestry benefitting about 120,000 ha area in lowland and the land con-
version projects for more than 400,000 ha of slope areas urz_ntly rcquirc
pre-investment studies. Some river-basin-wide studies are underway - e.g.
those on Naktong and Han rivers. The river basin approach should also be
applied to the study of other major river basins, thereby (i) combining
water development programs with watershed management, soi2 conservation
and forest management programs, and (ii) assessing total water supply and
water demands for irrigation, power, and urban and industrial development,
possibly in coordination with the envisaged regional physical plans. In
evaluating slopeland conversion, attention should also be paid to marketing
and transportation. In carrying out these pre-investment studies, it is
important that close inter-agency coordination and cooperation be maintaineJ,
particularly in pooling or sharing of all available data, experienced and
technical personnel in the various Government agencies concerned. Based
on these pre-investment studies, integrated basin wide development programs
can be formulated. Such programs will provide an adequate base for the over-
all planning and budgeting agencies to review and establish proper prioriti3.

15. Mechanization: Studies should cover types of farm equipment suit-
able to land use in Korea, with special reference to the expericnce in Japzml.
They should also find appropriate systems which provide the machinery at
reasonable cost and train farmers in the required operational skills.
Studies should relate to land consolidation, group farming, machinery pool
and repair services, and possibilities of local manufacturing of farm mnachi-
nery.

1/ For details of explanation, see Volume II, Annex I.



i6. Livestock: Lacking livestock tradition, Korea should have a

comprehensive livestock development progrlii, with emphasis on cattle.

Priority of pre-investment studies should be given to domestic marketing

for livestock products, particularly processing, packing, storage and

transportation facilities. Then, tracing back to the production structure,

the studies should find out how to fit livestock raising in small-holder

farms and how to develop slopeland for pasture formation. The studies

should also cover the development of a feed industry and veterinary services.

17. Agribusiness: With the livestock program and farm machinery
being studied separately, pre-investment studies in the broad agri-business

field should be confined to new cash crops, tree-farm produce, coastal and

cultural fisheries, and should explore potentials of domestic and foreign
markets, ways of encouraging private investment, measures to ensure mar-

keting discipline and credit supply, and training of skilled labor.
1/

Manufactu-ing

18. Pre-investrmtent studies in the development of mechanical (machi-

nery) industries are urg;ently needed, as emphasized in the main text. The

studies should try to identify those braaches of the industries which are

technically feasible and economically profitable to develop under Korean
conditions. The results should provide guidance to private investment.

The studies should cover the problems of standardization, size of the market,

teclnological inputs (particularly blue-prints and designs), arrangements

of sub-contractors, availability of production engineers, etc.

1/
Power

19. In the power sector, pre-investment studies will be necessary in

the following fields in the order of priority:

Load Forecasting:

(i) To determine the most probable demand for
clectricity for each year up to 1981 and a

spot figure for 1990. Both peak demand (kw)
and energy requirements (kwh) should be
covered.

(ii) To indicate a reasonable range of alterna-
tive forecasts on either side of the most
probable demand.

Althouglh mnny agencies in Korea have experience in making such forecasts,

the Mission suggests the hiring of consultants. The work could be sponsored

by thef Ministry of Technology and Science, to be financed from its own budget

or by UNDP.

1/ For details of explanation, see Volume II, Annex III.
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System Planning: To determine the overall optimum develop-
ment of the ger,eration and transmission system in detail up
to 1981 and in outline beyond. Finance is likely to be avail-
able in the AID Transmission and Distribution Loan No. 2.

Transportat ion

20. The Mission suggests pre-investment studies to define in the long;
run the future roles of the various modes of transportation in Korea, not
only during the Third Plan period but also beyond. Such studies should coircr
the relationship betwieen rail and road in passenger and freight traffic and
the relationship between coastal shipping- and railway traffic for bulk frci£h+
traffic. Such studies should fit in with the planned port development pro-
gram and the development of new industrial centers in the North-East and
South-East of the Ropublic.

21. For §hk_ays, careful studies should be made on the appropriate
alignment of future portions of the planned national highway system (in-
cluding possible expressways), taking into account the location of exist.-nv
a-nd future industries and the envisaged regional physical plans. In the
construction of new sections of tje system, studies should be made on the
desirable number of lanes, the question of toll versus freeway, the level
of the toll rates imposed and, most importantly, the economics of new ex-
pressways versus improving existing roads and the optimum timing of such
investment, including staged construction where appropriate.

22. In railwa_, the Missicn suggests pre-investment studies on the
future expansion of KNR's worlcshop facilities, especially on the planned
establishment of facilities to build completely by KNR not only rollinC
stock but also diesel locomotives. Such locomotives might be much more
costly than imported ones. Also, the question arises whether the Govern-
ment railroad company should engage in large-scale manufacturing of rolling
stock and engines.

23. In port development, the Government plans to expand port facili-
ties in Pusan and Kungsan, and has requested possible financing from the
Bank for the projects. For the developmcnt of minor ports, pre-investment
studies should be made to establish a set of priorities. This is particu-
larly necessary in connection with coastal shipping, which competes with
road transport.

Telecommunications

24. The Mission had no chance to look specifically into the needs for
pre-investment studies on telecommunications. Since the Bank Group also has



little sector knowledge from operations, and substantial Korean invest-
ments go into the sector (14.7 billion won in the 1970 ORB), a review
to establish a sectoral pre-investment program seems justified. It
would probably have to cover primarily the improvement of Korea's in-
ternational tclecommunications links (e.g. satellite stations, sea
cables) and expansion of domestic facilities (e.g. micro-wave circuits,
automatic exchanges, better inter-city connections, etc.)
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PROJECTIONS OF GNP COMPCZN TS

The Mission's detailed projections of the components of GNP
by industrial origin, expenditure on 'JDP and GNP and net factor income
are ,iven in the three tables that follow. The assumptions and methods
used in making these projections have been explained in Chapter VI.
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Table IV.1

PROJECTION OF INDUSTRIAL ORIGIN OF GNP
(In billion won at 1965 constant market prices)

1969 1970 1971 1972 1973 1974 1975 1976

Agriculture,Forestry
and Fishery 366 383 400 418 437 456 477 498

Mining 17 17 18 18 18 19 19 20
Manufacturing 322 380 437 503 578 665 765 872

Construction 74 85 96 105 113 122 132 141

Electricity, Gas
and liater 25 28 33 37 43 50 57 65

Transportation,
Storage and Commu-
nication 69 81 93 102 110 119 128 139

IWholesale and Retail
Trade 221 246 268 292 318 344 371 401

Banking, Insurance
and Real Estate 20 22 23 25 27 29 31 33

Ownership of
Dwellings 33 34 35 36 38 39 41 42

Public Administra-
tion and Defense 50 51 53 54 55 57 58 60

Other Services 82 93 106 113 119 123 126 133

Net Factor Income
fran Rest of the
'World 23 7 -5 -17 -19 -27 -36 -45

GNP 1,302 1,427 1,557 1,686 1,837 1,997 2,170 2,359

Source: Mission projections



TaTble IV.2

PROJ;iCTION OF EXPENIDITURES ON GNiP
(In billion won at 1965 constant market prices)

a/
1969 1970 1971 1972 1973 1974 1975 197';

Pri .rate Consumption
E' eendituro 971 1,072 1,164 1,26C 1,364 1,1477 1,588 1,7 07

General Government
Cnnsumption 118 135 148 162 176 192 209 228

Gross Domlestic Fixed
(apital Formation 414 426 445 460 483 511 551 6Ce

Increase in Stocks 33 21 23 26 28 30 33 36
II&ort s of Goods and

Services 256 315 382 455 531 621 725 337
I.o.s Imports of Goods

and Services 501 549 600 660 726 808 901 1,0'•
Expenditure on GDP 1,279 1,420 1,562 1,703 1,856 2,023 2,205 2,1Ii.
ilet Factor Income from

l_st of the World 23 7 -5 -17 -19 -27 -35 -45
i7cnditure on GL]P 1,302 1,1427 1,557 1,686 1,837 1,997 2,170 2,359

' Preliminairy estimates of BOI'. The export figure in the preliminary national
accounts, lhowever, uas adjusted downwards to 256 billion won to be consistent
with the iIission's estimates of exports and factor receipts for 1969. The
statistical discrepancly was reduced from -24 billion won to -16 billion won.

Sovirce: !ission projections.
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Table IV.3

PROJECTION OF NET FACTOR INCOME
(In million UT-S

1969 1970 1971 1972 1973 1974 1975 1976

Fpztor Income
Receipts 153 141 127 109 1.02 103 108 2

Remittances from
Vietnam 71 55 39 20 11 6 6 5
Military 32 30 22 10 5 2 2 ;
Civilian 34 22 15 8 5 4 4 3
Non-merchandise
insurance 5 3 2 2 1 _ _ _

Investment Income 20 24 26 28 32 36 42 48

Other Factor
Services 62 62 62 61 59 61 60 60

Factor Income
Payments 67 114 146 171 175 203 242 282

a/
Investment Income 37 84 114 136 136 160 195 230

Other Factor
Services 30 30 32 35 39 43 47

Net Factor Income 86 27 -19 -62 -73 -100 -134 -169

a/ Derived from debt service projection using loan composition variant B wihich
is described in Clhapter VI

So,urce: Mission projections
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PROJECTIONS OF EXPORTS AND IMPORTS

Merchandise Exports

1. The 1970 ORB includes a target of $1,000 million for merchandise
exports (f.o.b., and including exports to military forces in Viet-Nam) in
1970, which is a 42.9 percent increase over the target of $700 million for
1969. As already indicated in Chapter III, merchandise exports (f.o.b.,
and including exports to military forces in Viet-Nam) in 1969, probably
increased to about $664 million, an increase of 36.6 percent from 1968.
In order to attain the 1970 target figure, therefore, exports must increase
by 50.6 percent in 1970.

2. The Mission believes that in 1970, merchandise exports could
rise to about $888 million, an increase of 33.7 percent over the estimate
of $66h million for 1969. In assessing export prospects beyond 1970, two
separate estimates were prepared for exports of fish and fish preparations,
textile fibers, textile yarns and fabrics, non-metallic minerals, transport
equipment, and clothing. In each case, the lower estimate was based on
less optimistic assumptions about overseas market prospects or about supply
conditions in Korea. In the higher projection (Projection A), exports
grow to $2,831 million in 1976, whereas in Projection B the corresponding
total is $2,490 million. The average annual growth rates from 1968 to 1976
for the two projections are 24.7 percent and 22.7 percent respectively.

3. Tle importance of exports of food and raw materials relative to
exports of manufactures is expected to continue to decline, but at a much
slower rate than in the past. The share of food exports in total
merchandise exports is expected to fall from 9 percent in 1968 to about
8 percent in 1976, while the share of raw materials is expected to decline
from 13 percent in 1968 to about 7 percent in 1976. On the other hand, the
share of manufactures is expected to rise from 70 percent in 1968 to about
8h percent in 1976. Ihese changes in the structure Of Korean exports
reflect the continued trend in industrialization and growth in light
manufacturing industries that has characterized the recent past, and which
is likely to continue during the Third Five-Year Plan period. Some
chan .es in the ccmposition of manufactured exports is anticipated because
of chan,'es in mcrkct opportunities and domestic supply and demand. r:o.
exports o! n :nufactures, contin-ued rapid expansion of clothin;, machinery
and Lransnc rt ccuipmentj plastics arnd resins, non-mietallic minerals, and
iron and s-teel is anticipated, while the overall rate of increase in ex-
ports of sillk, plywood, textiles and fabrics, fbotwear and wigs will be
somewllat slower than during the period 1965-68.
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4. The Ministry of Commerce and Industry (MCI) expects that in 1970
exports of food will increase to $100 million (this figure includes most of
the projected$30 million in exports to military forces in Viet-Nam., which
are mainly food items). The Mission estimate for food exports in 1970 is

$91 million (excluding exports to military forces in Viet-Nam) and over
$100 million if exports to military forces in Viet-Namn are included.

5. Exports 6f food are expected to rise to between $214 million
(Projection B) and $225 million (Projection A) by 1976. The average

annual rate of growth between 1968 and 1976 is expected to be about 22

percent, which is slightly higher than the 10 percent annual growth rate

achieved between 1965 and 1968. The lower level of food exports reflects
the possibility of difficulties in expanding tuna fish exports to Japan
because of import restrictions. Prospects for continued rapid expansion
in exports of fruit and vegetables remain favorable.

6. It was assumed by the Mission that there would not be substantial

exports of rice during the Third Plan period. As already indicated,
implementation of existing agricultural policy with respect to rico

production could lead to a substantial surplus of rice by 1971. However,

in view of the likely difficulties in securing export markets for large

quantities of rice and the probable loss in foreign exchange from a low

export price relative to domestic costs, it was assumed that such surpluses

would not emerge.

7. According to MCI projections, exports of raw materials are
expected to reach $103.8 million in 1970, compared with the Mission's

estimate of $83.2 million. The difference is due largely to a less

optimistic view of prospects for textile fiber (mainly raw silk) exports

by the M4ission. The MCI projection assumes that textile fiber exports

will reach $49.2 million in 1970, compared with actual exports of $20.0

million in 1968. The IICI estimate assumes that the rate of growth in silk

exports will increase over the past rate, while the Mission projection

assumes that the rate of growth will fall. The MCI projection implies an

annual average growth rate of 56.9 percent, compared with the growth rate
in the Mission's projection of 25.7 percent a year and an actual growth

rate of 37.5 percent a year between 1965 and 1968.

8. The Mission expects textile fiber exports to rise to somewhere
between $90 million (Projection B) and $116 million (Projection A) by 1976.

The higher projection is based on the assumption that the present rate of

growth of silk exports will be sustained during the Third Five-Year Plan

period. However, the degree to which silk exports can be expanded depends

largely on the extent to which demand for Korean silk will grow in the

face of possible competition from cheap silk exports from Mainland China,
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and on the ability of Korean producers to continue the present rate of

expansion in the industry. The lower projection reflects these difficulties.

9. The other important raw material export is metalliferous ores

and scrap (mainly tungsten and iron ores). Here the Mission expects a sub-

stantial slovdown in the rate of increase of this group, much in line with
that anticipated in the MCI projections, because of the rather limited

scope for expansion in the industry. A rate of growth of about 2 percent
a year is expected to prevail during the Third Five-Year Plan. Thus, the

share of raw materials in total exports is expected to decline from 13.1

percent in 1968 to about 6.8 percent in 1976.

10. The Ministry of Commerce and Industry expects exports of
manufactures to reach $779 million in 1970, which implies an increase of
51.8 pTrcent per annum over the 1968 level of $338.2 million. On the

other hand, the Mission estimates that exports of manufactures will increase

to $664 million, which is an average rate of increase of 42.2 percent a

year since 1968. By 1976, exports of manufactures are expected to be

between $2,380 million (Projection A) and $2,076 million (Projection B).

Thus, the share of manufactures in total exports is expected to rise from

70 percent in 1968 to about 8h percent in 1976.

11. I,Jhile HCI expects exports of chemicals to reach $24.6 million in

1970, the corresponding Mission estimate is $5.7 million. The MCI projection
appears somewhat optimistic in view of the performance in 1969 and the

present stage of development of the petro-chenical complex. The completion

of the petro-chemical complex by 1971 and operation at full capacity by

1974 should lead to a rapid growth in exports of plastics and resins to
as much as $,10 million by 1976. Expansion of exports beyond this level is

unlikely, given the capacity of the plant and expected rapid growth in

domestic demand for chemicals.

12. It is assumed by the Mission that there will only be a relatively
small expansion in fertilizer exports because of the high cost of production

compared to export prices.

13. Ihe MIission expects plywood exports in 1970 to reach $94 million,
compared with the MCI estimate of $131 million. The extent to which
plywood exports can be increased depends largely on activity in the con-

struction industry in the United States. Given the fact that Korean ply-

wood already occupies a large share in the US market, the rate of growth in

plywood exports may be determined largely by the growth in the US con-
struction industry rather than by any further increase in the share of the

market held by Korean exporters. During the Third Five-Year Plan, the
growth in plywood exports from Korea is assumed to decline from 15 percent
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in 1972 to 10 percent in 1976. A higher growth rate may be possible if

higher quality plywood can be produced and marketed, or if new markets
in Europe can be obtained. However, scope for developing the European
market appears to be limited because of the relative unimportance of

plywood in the construction industry there.

14. The other major group of manufactures about which the lission
is less optimistic than the M4CI is textile yarns and fabrics. W4hereas
the MICI estimates exports of these items will reach $126 million in 1970,
the corresponding Mission estimate is $80 million. The MCI projection
implies that the average annual rate of growth in 1968-70 will be
43.7 percent, compared iwith the actual growth rate of 32.5 percent a year
between 1965 and 1968. The Mission estimate implies a growth rate of
14.4 percent a year from 1968 to 1970. Expansion of exports of cotton
textiles depends to a large extend on the limitations imposed by quota
restrictions by the United States and other importers, and there is
growing pressure in the industrialized countries, especially in the U.S.,

to tighten these restrictions. Also the absorptive capacity of non-quota
markets may be limited. While restrictions on woollen and synthetic
fabrics appear currently to be less serious, little expansion in exports
of woollens is expected because of the relatively low return from these
exports. The past rapid growth in exports of syntlhetics has been due,

in part, to the presence of production surplus to domestic needs. As

domestic demand expands, the rate of growth in exports of synthetics may

fall somewhat. Further quota restrictions on textile exports could
result in an average annual rate of increase as low as 13.5 percent a
year, to $168 million by 1976. On the other hand, if the present quota

restrictions remain in force, exports of these items could reach as much

as $314 million by 1976.

15. The rapid increase in exports of non-metallic minerals in 1969
and 1970 is due largely to cement exports. It is unlikely that exports
of this product will expand continuously, because of its relatively low
return as an export commodity and the likely rapid growth in domestic
demand. However, exports of other non-metallic minerals could grow to

as much as $104 million by 1976, depending largely on the extent to
which exports of tiles and ceramics are increased. Prospects for
expanding exports of these commodities continue to be good and sales
could be increased considerably if the past difficulties with the quality

of the products can be overcome.

16. W4ith the completion of the integrated steel mill during the
Third Plan period, some exports of iron and steel products appear likely.

It is expected that there may be a surplus of pig iron available for

export and that exports of this and other steel products could grow to

$53 million by 1976.

17. The ,1inistry of Commerce and Industry expects exports of
machinery and transport equipment to grow to $95.5 million in 1970, an

average rate of increase of 93.6 percent a year from 1968. The 'Iission
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estimates exports to reach $83.5 million in 1970, due to a somewhat
slower rate ef e.pansion in exports of electrical machinery and transport
equipment. The Mission expects that machinery exports will grow to
somewhere between $487 million (Projection B) and $510 million (Projection
A) by 1976, depending largely on the success with exports of ships.
Additional contracts for construction of fishing vessels are expected and
the present program to enlarge the capacity of the shipbuilding industry
will allow construction of larger vessels. However, the extent to which
the industry can expand exports of larger ships will depend on its ability
to compete with other exporters, which at this stage is a matter of con-
jecture,given trends in labor costs and plans for the steel mill.

18. Exports of miscellaneous manufactures (mainly clothing, footwear
and wigs) are forecast by the MCI to increase to $363 million in 1970,
compared to the Mission's estimate of $383 million. The Mission has taken
a somewhat more optimistic view of the 1970 export prospects for clothing
and wigs, in view of the 1969 performance. It is expected that exports of
miscellaneous manufactures will be somewhere between $1,127 million
(Projection A) and $1,036 million (Projection B) by 1976. The more
optimistic estimate is based on the assumption that with the penetration
of new markets by Korean exporters exports of clothing will grow more
rapidly. Prospects for continued growth in exports of wigs and toys
appear favorable and sales of these and other miscellaneous items may
reach $230 million by 1976.

Other P noetions

19. The Mission's detailed projections of exports of services,
imports of merchandise by conmmodity groups and payments for services are
given in the attached tables. The assumptions and methods used to make
these proj-ections have beun explained in Chapter VI.



Table V.1

PROJECTION OF EXPORTS
(In million US $)

1970 ORB
Actual Projection isaiou Projection

1965 1968 1969 1970 1969 1970 1976
1K2i.&. j Proj. 

Merchandise EKorts (f.o.b.) 175.1 486.2 700,0 1,000.0 664.o 888.3 2J83114 2,.490.9

Excluding those to military
forces in Viet-Nam 175.1 455.4 670,0 970.0 642.o 875.1 2,828.14 2b487,9

To military foftes in Viet-Nam - 30.8 30.0 30.0 22,0 13.2 3.0 3.0

Serices (aB 111.0 381.7 462.4 480.0 431.0 413.9 389q12 389;2

Excluding sales to military
forces in Viet-Nam 111.0 259.9 331.4 349.0 320.6 328.9 380.2 380.2

To military forces in Viet.-Na - 121.8 131.0 131.0 110.4 85.0 9,0 9.0

Total (a) 286.1 867.9 1,162.4 1,1480. 1,095.0 1,302.2 3,220.6 2,880.1

Excluding exports to military
forces in Vietb 286.1 715.3 1,001.4 1,319.0 962.6 1,204.0 3,208.6 2,868.1

To military forces in Viet-Nam - 152.6 161.0 161.0 132.14 98.2 12.0 12*0

(a) Net of investment income.

Sources& IHF, Balance of Payments Yearbookq Vols. 19, 20, 21; EPB; Mission Estimates
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Teb"le V.2

PROJECTIONS OF MERCHANDISE EXPORTS (f .o.b.)

Commrdity Grou Exports to
Military

Raw Ma- Manufac- Forces in
Food terials tures Others Viet-Nam Total

Amount (in million US$)

Actual - 1965 28.2 39.0 106.8 1.1 - 175.1
Actual - 1968 44.5 63.9 338.2 8.8 30.8 486.2

MCI-/Projection - 1969 87.0 78.0 524.2 10.8 (31.0) 700.0
MCI Projection - 1970 100.0 103.8 779.4 16.7 (31.0)1,000.0

Mission Projection:
1969 59.8 74.8 495.9 12.3 22.0 664.0
1970 90.6 83.2 683.6 17.4 13.2 888.3
1976 - Proj. A 225.0 191.7 2,379.8 31.9 3.0 2,831.4
1976 - Proj. B 213.9 165.8 2,076.3 31.9 3.0 21490.9

Average Annual Growth Rate (5)

Actual - 1965-68 16.4 17.9 47.1 100.0 - 40.6

MCI Projection: 1968-70 50.0 27.5 51.8 37.7 (0.3) 43.14

Mission Projection:
1968-70 42.7 14.1 42.2 40.5 -18.3 35.2
1976 - Proj. A 22.5 14.8 27.6 17.4 - 0.3 24.7
1976 - Proj. B 21.7 12.7 25.4 17.4 - 0.3 22.7

a/ Food includes SITC Group 0; raw materials SITC Groups 2,3 and 4; manufactures
SITC groups 5,6,7 and 8; and others SITC groups 1 and 9.

b/ The Ministry of Commerce and Industry projections allocate merchandise exports
to military forces in Viet-Nam among the various commodity groups which are
estimated to be $31.0 million in 1969 and again in 1970. The exports
consist mainly of food.

Source: EPB, MCI, and Mission estimatcs.



Table V.3

PFDJECTICOS OF MERSH4NDIS8 EXORTS (f.ob.j

Amlont (in million US e$) Average Annual Orowth Rate (W)
A/ !(s± n rjcto,----Kasion ProJse ticn

sTrc Actual MCaoaection 1976 ctnal ctlen co
coda Cumodity Group -- 9S70- 1969 I1T90 ProJ.A pro. 1 70
17 Food 5.2 111j.5 B7ro 1T.1 35r8 --. 22. -T 50.16.1. 23. U
0r3 -Fish and fish preparations I7"E 25.8 48.5 54.0 '5" ,. u -- =13 2 139.2 23.0 .
05 Fruit and vegetables 5.5 15.6 20.8 24.5 20.8 32.6 7.6 74.6 1a.6 25.3 .4.5 21.6 21.6
1 B2yer:ges ani Tobacco 0.9 8.6 10.8 15.8 12.1 17.2 31.5 31.5 112.2 35.5 41.5 17.6 17.6
le ODTacco 0 7 6yY I" 0. yU-5 1 10. 40. 38.7 16. 16.2
2 Crude Materials 37.0 61.5 75.6 101.3 72.0 80.3 188.6 162.7 18. 8 34.2 15.0
26 Textile Fibers 7:7 T S 2. -b5 26.0 M-7 7" 3 5 25. 24.o ZO 7
28 Metalliferous ores and scrap 17.7 25.8 25.5 26.9 26.0 27.0 31.2 31.2 13.3 2.1 2.3 2.4 2.4
5 Chemicals 0.4 3.1 15.9 24.6 5.0 5.7 40.0 40.0 97.9 181.7 35.6 37.7 37.7
58 Plastica and resins - U oO 17M f i -7

6 Manufactured Roods 66.4 143.6 222.6 296.0 180.7 211.7 703.2 513.7 29.3 43.5 21.4 22.0 17
6, 'Wood and cork In7 -T75Y **HL I1j- 9 IM 40 MI 19.7 14.4 14.4
6, Textile yarns, fabrics 26.3 61.2 111.5 126.4 65.0 80.1 313.5 168.8 32.5 43.7 14.4 22.7 13.5
66 on-aoetallic minerals, n .e.a. 2.8 0.9 8.2 16.5 5.0 8.0 104.0 59.2 -46.o 328.3 196.2 80.1 68.8
67-68 Iroe, steel and non-ferroue metals 15.6 2.7 4.7 8.8i 3.8 5.3 52.7 52.7 -79.5 76.4 40.2 45.0 45.0
7 Machinery and Tran2,orn equip2ent 5.5 24.5 64.1 95.5 49.5 83.5 510.0 486.9 64.5 93.6 80.9 46.2 45.3
7' Machinery, non-electrical TI 7 3 7.7 6 1 6 -S5 l-9 7 39.4 39. c
72 Electrical machinery 1.9 18.9 46.8 70.3 34.0 63.0 400.0 400.0 115.1 92.7 82.6 46.4 46.4
73 Transport equipment 1i1 1.4 12.0 17.6 7.5 7.5 50.0 26.9 8.3 293.2 131.5 56.3 44.7
84 Miscellaneous manufactures 314.5 167.0 u.6 363.3 260.7 382.7 1126.6 1035.7 0 1 47* BA 27.0 2
814 Clothing T7 T7.7 T3UX I777 -2 -92Tt. 7- _a7 19.32. Oi

8, Footwear 4.2 11.0 16.0 28.0 14.0 19.5 65.5 65.5 37.8 59.5 33.1 25.0 25.0
89 xiscellaneous 8.9 40.9 49.6 85.3 67.0 100.5 209.7 229.7 66.3 44.4 56.8 24.1 24.1
3,4,9 Other 2.2 2.6 2.4 3.4 3.0 3.1 3.5 3.5 5:7 14.6 9.1 3.8 3.8

Sub-Total 175.1 455.4 700.0 1000.0 642.0 875.1 2828.4 2487.9 37.5 43.4 38.7 25.6 23.4

Exports to military forces
in Vietnm 30-8 (31.0) (31.0) 22.0 13.2 3.0 3.0 -803) - 0.3 - 0.3

Total 175.1 146.2 700.0 1000.0 664.0 888.3 2831.4 2490.9 40.6 43.4 2 24.7 22.7

a/ The MinistrZ of Cornerce and Industry proJections allocate merchandise eoports to military forces in Vietnam maoeg
the various cmo odity groups which are estimated to be $31. million in 1969 and again in 1970. The eaports consist
mainly of food.

Source: MCI and Mission calculations
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Table V.h

PROJECTIONS OF EXPORTS OF SERVICES
(In million US T

1970 ORB
Actual Projection Mission Projection

1965 1968 1969 1970 1969 1970 1976

Non-monetary Gold 05 0.1 (a) (a) 0.1 0.1 0.1

Freight and Insurance 415 17.3 26.9 35.5 21.0 25.2 46.0

Other Transportation 3.4 10.3 14.5 15.0 14.5 15.0 30.0

Travel 7.7 16.9 21.0 26.0 17.5 21.0 43.0

Government, n.i.e. 88.1 257.4 310.3 310.5 294.5 279.0 190.0

Military transactions 74.0 216.6 260.9 263.5 249.5 238.0 136.0

Vietnami - - 83.4 83.4 83.0 72.0 60o0 6.0

UN Forces in Korea 74.0 133.2 177.5 178.0 177.5 178;0 130.0

Non-military transactions 14.1 40.8 49.4 47.0 45.0 41.0 54.0

Other Services 6.8 79.7 89.7 93.0 83.4 73.6 80.1

Vietnam-/ - 38.4 48.0 48.0 38.4 25.0 3.0

Other 6.8 41.3 41.7 45.0 45.0 48.6 77.1

Total 111.0 381.7 462.114 480.0 431.0 413.9 389.2

a/ No separate estimate available.

b/ Includes construction and service contracts and remittances by military forces
in Viet-Nam.

c/ Includes remittances by civilian technicians and remittances of non-merchandise
insurance from Vietnam.

Sources: IMFF, Balance of Payments Yearbook, Vols. 19,20,21; EPB; Mission Estimates.



Table V.5

PROJECTIONS OF HERCEANDISE IMPORTS (c.i.f.)
(In million US $)

1970 ORB
Actual Projection Hission Projection

a/
Comwodity Group 1965 1968 1969 1970 1969 197-0 1976

Proj. A Proj. B

Grains 54.4 129.3 242.0 80.0 210.0 100.0 140.0 140.0

Consumer Goods. 16.3 78.9) 982.0 1,203.0 105.0 120.0 250.0 250.0

Intermediate Goods 319.6 721.7) 925.0 1,110.0 2,210.0 2,160.0

Capitil Goods 73.1 533.0 634.0 684.0 620.0 680.0 1,100.0 1,080.0

Total 463.4 1,462.9 1,858.0 1,967.0 1,860.0 2,010.0 3,700.0 3,630.0

af Grains, SITCO 4; Consumer Goods SITC 0, 1, 8, 9 (excluding Oh); Intermediate Goods SITC 2-6;
Capital Goods SITC 7.

Source: Bank of Korea, Econouic Statistics Yearbook 1969; EPB; Mission Estimates.


