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Who are we ?

Korea Economic Research Institute (KER), # private economic vesearch institute, was founded on April
1, 1981. Its purpose is to contribute to the growth and development of the national economy through "the building
of an efficient free-market economy system and the nurturing of healthy corporate growth.” Our scholavs ave con-
ducting integrated research on both the entivety of the Kovean economy and the long- and short-term prospects for
corporate growth. We are vigorously working towards becoming a world-class think tank. The founding concept
and basic philosophy of our reseavch institute is 'Free Market, Free Enterprise, Free Competition.'

KERI consists of five research departments which conduct efficient, practical vesearch on the Korean economty: the
Macroeconomic Studies Office, the Financial Studies Office, the Industrial Studies Office, the Center for
Regulation Studies and the Special Projects Studies Office. 'Ib assist the research departments, we have four support
offices: the Admunistrative Office, the Public Relations Office, the Information & Dara Office and the Research
Coordination Office.

Introducing the individual research departments, the Macroeconomic Studies Office conducts research on the
macroeconumic level and on velevant policy trends, and provides forecasts on domestic and international economic
activity. Its vesearch also includes both development of policy alternatives for monetary and financial policy concern-
ing corporate activity, and the improvement of related laws and systems. The quarterty journal 'KERI Economic
Trends and Forecasts' predicts trends and suggests short- and long-term prospects for the Kovean economy. The
publication of the 'KERI Economic Quarterly’ in English will contribute to an understanding of the Kovean
economty's place in the world in this age of globalization.

The Financial Studies Office conducts research though a systematic approach to the aveas of finance and taxa-
tion. It develops and presents policy alternatives for veform in these aveas.

The Industrial Studies Office focuses on two main fields of vesearch. The first is industrial policy, including
policies on big business and technical development. The second is in areas velated to corporations, such as corporate
restructuring, undev the open economy system. The Industrial Studies Office is continuing the publication of its
'Free’ sevies in order to expand awareness of the free-market econonty.

KERI's Center for Regulation Studies concentrates on research and policy proposals both re enbance the
autonomy and creativity of private corporate activity and to vesolve inconveniences in everyday life. Its ultimate
goal is to support the creation of a true free-market economy. Presently, we are working to evaluate government
policies appropriate to the openness and democracy of our time. Pursuing this goal, we publish the Regulation
Studies series of veports. Ouy vesearch focuses on aveas velated to privatization, antitrust policy and land, entry and
price vegulations. '

The Special Projects Studies Office selects timely ropics for vesearch and develops policy alternatives grounded
in economic veality. As our vesearch veports on the topics of 'Basic Conceprs for Strengthening of International
Competitiveness” and 'Entrepreneur-Style Local Management' have become important issues, we believe that these
veports bave been beneficial in providing direction for both the Korean economry and local management in this age
of globalization and localization.
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Recent Developments & Outlook

1. Recent Developments & Outlook

1) Developments in 4th
Quarter 1996 & 1996

(1) 1996 GDP (excluding changes in invento-
ries) may drop to 6.2 percent—below the
potential growth rate

Our economy, which marked a 7.2 percent
growth in terms of GDP in the last quarter of
1996 thanks to favorable agricultural and fishery
turnover, tinished the year with a 7.1 percent
growth record—down 1.8 percentage points from
1995 (8.9 percent)—due to a continued slump

through the first three quarters.

It may be said that 7.1 percent growth is rather
favorable, considering the ongoing economic
downturn and the potential growth rate of the
Korean economy; however, the actual growth rate
excluding increased inventories would have been
no more than 6.2 pereent. In fact, inventories in
1996 stood at 2.24 trillion won at 1990 prices,
thereby contributing 0.87 percentage point to

ceonomic growth.

The fact that the last quarter of last year
marked a higher growth rate than was anticipated

earlier last year, i.c., 6.5 percent in the last quar-

ter and 6.9 percent for the whole of 1996, was
attributable to favorable yields of agriculture and
fishery industries coupled with increased con-
sumption growth and expanded growth in the

volume (18.5 percent) of exports.

In the manufacturing sector, the last quarter of
1996 saw growth of just 7.4 percent—markedly
lower than the 10.5 percent of 1994 and 10.8 per-
cent of 1995—influenced primarily by stunted
growth in chemical and heavy industrial products
as well as light industrial products. "The service and
construction sectors, however, marked growth
rates of around 10 percent, thanks to increased dis-
tribution and communications markets, and
expanded civil engineering and construction pro-
jects induced by increased government investment,
respectively. ‘The forestry sector, which witnessed
negative growth in the previous year, and favarable
yield of agriculture and fishery sectors also marked
a 6.2 percent growth, slightly higher than in the

previous year.

(2) Economic contraction led by lagging man-
ufacturing industry in terms of production
and by stunted growth in facility investment
in terms of demand
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Our economy, which witnessed 9.8 percent
growth in four consecutive quarters through the
third quarter of 1995, has cxperienced a rapid
slowdown since the last quarter of 1995, due to
rapid expansion in production capacity, blunted
growth in exports under pressure of a weakening
yen and stunted facility investment. In particular,
private consumption growth, which hit 9.0 per-
cent in the first quarter of 1995 from a year earli-
er, dropped to the 6 percent level since the last

quarter of 1995 on a year-to-year basis

(3) Contraction in private consumption set in
earlier than anticipated, more than offsetting
continued export growth

The won depreciated by approximately 11 per-
cent between the second half of 1995 and the end
of 1996, however, more rapid depreciation of the
ven vis-a-vis the U.S. dollar has continued to

slow Korea's exports.

Exports during the last quarter tended to
recover from the sharp downturn, rising in terms
of volume by 18.5 percent. But due to the unta-
vorable performance in the preceding quarters,
the year saw a 3.7 percent growth (on a customs
basis) in value and a 14.1 percent growth in terms

of volume.

In terms of volume, exports still assumed the

role of a locomotive in leading our economy in
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1996 amidst blunted facility investment and

stunted growth in consumption.

Facility investment, which traditionally has led to
lead husiness expansion along with exports, peaked in
the second half of 1995, Thanks to a 17.0 percent
increase in transportation equipment in the last quar-
ter, a 13.7 percent growth in facility investment was
achieved from a vear earlier. This helped to sustain a
growth in facility investment of 8.2 percent in
1996—about one-half of the level of the previous
year (15.8 percent).

During 1995 the construction sector witnessed
an 8.7 percent growth centered around nonresi-
dential building projects; however in spite of
somewhat expanded investment in social infra-
structure, the sector registered growth of just 2.8
percent in the last quarter of last year due to a
slump in housing construction. Thus the whole
of 1996 witnessed just 6.3 percent growth from

the previous year.

Private consumption growth, too, began sliding
from a peak in the first quarter of 1995 and
marked 6 percent growth in the second half of
1996—Iless than the potential GDP growth rate.

The central government endeavored to raise
government spending by 1.0 percent through
structural reorganization of the government in
1995 to 7.1 percent in 1996 through increased
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personal and other expenditures. But the growth
in government spending dropped from 7.2 per-
cent in the previous year to 6.9 percent in 1996,

This is explained that in the wake of economic

boom the “overshooting” in the private sector did
g p

not last long this time, contributing practically

little to stall the economic downturn.

(4} Current account deficit hits 4.9% of GDP
due to deteriorated trading terms and weak-
ened competitiveness

The annual current account deficit snowballed
in 1996 and hit the highest-ever record of
US$23.72 billion or the equivalent of 4.9 percent
of GDP. This resulted from deteriorated foreign
trade terms that pushed up the trade deficit to
US$15.28 billion. On top of this, the invisible
trade and unrequited transter deficit doubled
from 1993, to account for one-third of the total

deficit.

On a customs clearance basis, Korea's exports
fell to the lowest growth rate of 3.7 percent since
1990 at US$129.72 billion. On the other hand,
imports marked an 11.3 percent growth to
US$150.34 billion—a record since 1991.

In the import sector, growth in facility imports
dipped to the one-digit level, reflecting the
depressed market situation. But imports of con-

sumer goods rose sharply to 20 percent to regis-

ter an annual record of US$143.53 billion, influ-
enced by expansion of import liberalization, full-
scale opening of the distribution market,
improved propensity of the people to spend com-
mensurate with increased income and influx of

cheap products from emerging nations.

Meanwhile, the overall balance in the current
account dropped back once again since 1991 to
US§5.74 hillion.

(5) Inflation hits target through stabilized
agricultural and fishery product prices and

imports

Domestic price growth slowed in 1996 inas-
much as, except for crude oil prices, overseas
prices remain stabilized coupled with favorable
agricultural and fishery yiclds since May 1993,
when producer prices rose 5.2 percent and con-
sumer prices rose 5.1 percent. Thus the govern-
ment’s price stabilization targets for 1996 were

realized.

Despite some increases in public utlity rates and
service charges, producer price growth stood at 3.5
percent at year-end and consumer prices at 4.5 per-
cent—or the same level as the previous year—thanks
to favorable agricultural and fishery yields.

Meanwhile, while producer and consumer

prices were pegged at within 5 percent last year,
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the GDP deflator registered 3.4 percent as com-
pared with 5.4 percent in 1995, "This result came
as the rise in serviee deflator was maore than offset
by decreased import prices and stabilized prices

of manufactured goods

(6) Interest rates continued to rise since sec-

ond half

During April-May 1996, the yicld on debenture
and call money dropped to the lowest levels to
date—11.0 percent and 9.5 percent, respectively.
Thereafter, sorme ups and downs were witnessed
in market interest rates but during the last quar-
ter they stood at 12.6 percent. Although the eco-
nomic downturn continued and the bank reserve
rate was lowered, the city interest rates remained

high. This occurred for three reasons:

First, it was because enterprises’ capital demand
increased due to stunted exports and lagging
domestic demand. Financial institutions assumed

the main role of supplving money to enterprises.

Second, with the overhaul of secondary finan-
cial institutions, their capital became limired. On
top of this, with reorganization of the trust sys-
tem, trust funds became scarce. Thus, funds of
banks, trust accounts, investment and trust firms
were limited. To make mateers worse, a protract-
ed bearish stock market prompted them to resort

to call money and issuance of CDs. Under these

8 KOREA ECONOMIC RESEARCH INSTITUTE

circumstances, the capital situation of the sce-

ondary institutions deteriorated.

Third, amid increasing capital demand and
uncertain capital supply prospects, city interest

rates began to rise.

2) Recent Developments &
Outlook for 1997

(1) 1997 GDP may grow 5.2% due to contin-

ued economic depression

In the last quarter of 1996, GDP growth rate hit
7.2 percent thanks to favorable turnover in the agri-
culture and fishery sector, increased government con-
sumption, and reaction to slow growth since a vear
carlier, The first quarter of 1997 saw a shrinkage of
exports, strikes over labor law reform, and the out-
break of the 1lanbo scandal which tended to slow
GDP growth in the first half of this year, pulling

down GDP growth to around 5.2 percent.

Fxternally the protracted weak yen and strong
dollar is casting a dark cloud over the cconomic

recovery of our C()LlIlt]’}-".

In the private consumption sector, since the sec-
ond half of 1996 domestic consumption and
wholesale businesses remained stunted through the

first quarter of 1997. "T'his unfavorable trend is



Recent Developments & Outlook

likely to continue through the end of this year. In
the past, private consumption leveled oft gradually
after the beginning of an economic downturn
thereby cushioning the rapid economic downturn.
With the economic downturn this time, however,
the private consumption growth rate dropped
below the economic growth rate as early as the
third quarter of 1996, This trend is likely to con-
tinue, sustaining the economic downturn through

the lingering growth in private consumption.

In 1996 the nominal income in urban house-
holds rose 12.6 percent, while on the other hand,
nominal consumption of households was up 13.4
percent. Thus, the consumption trend and mar-
ginal consumption did increase. [n the quarterly
breakdown, however, the consumption growth

trends rapidly decreased in the second half of the

year—from 14.7 perecent in the first quarter to
17.2 percent in the second quarter, 1.1 percent
in the third quarter, and 10.9 percent in the Jast
quarter—thereby accelerating the economic
downturn. Consumption trends of households
show that the savings of urban households are
likely to rise from 26.1 percent in the first half of

this year to 33 percent in the second half,
(2) Economic downturn to last even after last
quarter of 1998—a period of technical

rebound

In 1997, an overall recovery in exports and facilicy

investment that led economic recovery in the past is
not likely. With private consumption falling rapidly
since the second half of 1996, and inasmuch as read-
justment of inventories and operating rates are hikely
to recover in 1997 and the effect of the won’ depreci-
ation 1s expected to be felt, it is likely that the current
economic downturn will bottom ourt following the

last quarter of 1997.

This projection is possible inasmuch as the
export growth rate is expected to recover to 10
percent after the third quarter of 1997. This out-
look 1s further supported by the mid-term favor-
able economic cycle of advanced nations, with a
global recovery now expected for our major
cxport items like petrochemicals, iron and steel

products, and semiconductors.

Facility investment also is likely to pick up
shortly, after winding up facility reviews of invest-
ment plans which have been in the doldrums ever
since the last quarter of 1993, Thus, the invest-
ment confidence of enterprises is expected to

revive after 1998.

[n Korea, facility investment booms have tradi-
tionally lasted seven to nine years tollowed by
two to three years of respite. We have already
undergone two years of respite (1992-1993), and
barring the abrupt and acute export sethacks we
recently suffered, facility investment is likely to

become animated after the second half of 1997

KOREA ECONOMIC RESEARCH INSTITUTE 9
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when the factory operating rate falls to around
the 70-percent level following the readjustment

of inventories.

(3) In the short term, exports rely on changes
in price competitiveness

It appears that despite efforts made so far to
improve the economic structure our efforts to
leap out of the economic downturn are being held
back by our economic structural problems. It still
appears that we need to boost exports to get out
of this economtc downturn and that in the short
term export recovery needs a recovery of price

competitiveness.

Relatively high wages, interest rates, distribu-
tion costs, land prices and administrative expendi-
tures still remain unaddressed throughout this
economic downturn. In the short term, enterpris-
es need to look to exchange rates and other fac-
tors that may boost price competitiveness, rather
than attempting to improve quality to compete in

the world market.

(4) First half of 1997 to see accelerated
adjustment of inventories and factory operat-

ing rates
Inventories that were maintained at around 20

percent above average last year have come to

decrease since the last quarter of 1996. In particu-
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lar, during January and February of this year, pro-
duction and shipment growth has come to level
off to around 5 percent while, on the other hand,
growth in inventories dropped to 15 percent from
a year earlier. It now appears that restrictions on
production and shipment will be eased after the

second quarter of this year.

Inventory levels that rose sharply after the third
quarter of 1995 began to decline after the last quarter
of 1996, nonetheless, in the first two months of this
vear inventory growth still maintained a double-digit
rate (15.8 percent). This leads us to the forecast that
the high inventories will be largely cleared in the first
half of 1997. As a result, the plant operating rate will
be reduced to around 70 percent in the firsc half of
this year.

(5) Psychological mood to accelerate depres-
sion of facility investment and private con-

sumption

Facility investment, which enjoyed marked
growth of 13.7 percent in the last quarter of 1996,
is likely to be stunted again due to falling private
consumption since December last vear, the labor
strikes, bankruptey of a couple of major cnterpris-
¢s, and an uncertain political outlook, Thus,
enterprises’ facility investment growth will fall
short of the level of a year carlier. Private con-
sumption growth also has been declining since
the first quarter of 1996 to mark growth of just 4
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percent as compared with 8.3 percentin 1995 and

6.4 percent in the second half of 1996.

(6) Export recovery in the first half delayed
due to weakening yen

On the demand side, the weakening won that con-
tinued throughout the second half of 1996 and accel-
erated during the first quarter was expected to slow
its pace from the second quarter; but it is unlikely
that that depreciated won of the first quarter will

result in any significant boost in our exports.

Exports declined in the second half of 1996.
During the first quarter of this year, exports dropped
by 5.3 percent from a year earlier. Following an
approximate 14 percent depreciation in the won
within a year, since the second quarter of 1996, some
export items showed signs of recovery, and the
adverse cxport trend is likely to be reversed after the

second quarter of this year.

Protracted weak exports are attributed to the weak-

ening yen since the second halt of 1996 which is like-

Housing Construction Trends

ly to remain at the level of 120 yen per USS$1 this
year. Thus, it is likely that our exports will remain
stagnant due to weak price competitiveness against

the yen involving our major export iterns.

Such export prospects stem from the fact that
1997 will see an average won-dollar exchange rate
of 900 won per USS$1 or a depreciation of about
12.5 percent from 1996.

(7) Facility investment may decline due to

withered investment confidence

Facility investment, which began contracting
since the second half of 1995, witnessed annual
growth of 15.8 percent in 1995, 8.2 percent in
1996, and appears ready to further wither this
year with a forecast to mark a negative 3.9 per-
cent growth. Such a prediction is possible after
taking into account the current production trends
and high inventories as well as the decline in
plant operating rate, and the expectation that the
current cconomic contraction period is likely to
be protracted beyond 1998,

{(Unit: 1000 Touses)

1993 [ 1094

695 623

1995 1996

619 592 ’

Source : Ministry of Construction and and Transportation
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(8) Continued lackluster construction trends
in 1997

Construction investment growth last vear stood

at 6.3 percent duc to lagging construction of

buildings during the second half of the year. This

year, the growth rate is likely to further drop to 3

Qutlocok for 1996 & 1997

percent. This is because the government reduced
the budget for social intrastructure under its
stringent monetary policy. I'he housing conserue-
tion sector, too, will remain dull, influenced by
the fact that some 90,000 units of apartments

retnain unsold throughout the country.

(Unit: % of vear-to-year vhange)

| 1996 \ | 1997 ! 1
| TR VAN PV B VI VIR A VI TP
0P 7.8 ‘ 6.9 0.6 72| 7l 3.2 53 53 5001 52

Manutacturing 77 6.3 7.0 8.4 \ 74 9458 ‘ S8l ! 3.6
|'l'nl;1| comsumption expenditare i3 72 i h.2 hY 6.9 4.4 | +.6 44 ‘ +.4 +6
~ Private consumption o Ty 62l AS 6.0 44 4.7 il 47 47
CTotal fised capital formation 8.2 ‘ 3.2 8.0 72 7l 42 08 48 07 04
| Equipment investment 91 46 03 137 I §.2 -33 \ A0 s ! -39 ! -38
~ Construction investment 1.2 30 71 28! 6.3 251 38 : 39 40 16
(PPl 3l ‘ 1.4 ‘ 23 iy 27 30 4.0 \ 13 32 46 |
TP I VI R . 49 \ 5.0 4.7 14 I ) 18
*Current aceount balanee 4.4 SIS LS I N I VR | | -57.1 05 M3 2204

Trade halance IS IS 1B IS SRV RS B -1328 i 585 AS 2202 207 -

Lxports ‘ 350 ‘ 3253 ‘ 2973 4R 12825 D 30A 0 3200 3P0 138
| Growth (%) A E R S X S L B T Y Y I R T T 54|

[mpuorts 0.5 LRTI S P A 1A I L : 613 | 36%n ' 3613 i WY TARTY

Crroneth (%) L A 8.4 I 147 12.2 \ {1 37 4 27 37
i Invisihle trade balanee & | ] i 213 i R T R N ‘ -19.3 2116 ‘ —H(;..’\i
b Unrequited eransfers 1y L L L o ;
Wan L'x(‘h;mg‘c (F.\) 827 81.0 8212 | B+.2 | BU2R 1 9101 G000 \ RUL.0
Yen exchange (EV) a4 1099 § 1114 | 1160 \ 1238 1 116.0 \ 37 Heo .
Global rade it price (FV} ] -10 220 223 224 -1y A5, A7 00 08 ] b
Cilobal srade volume (F.V) ‘ 4000 66 0 62 1.9 54 Y8 | 6.4 60 i 35 0.8 |

Sources : Korea Feonomic Rescarch Insticute

Notes o Inthe current sceount balanee seetion, the ligures are based on B.OP. account and the unitis 100 mullion dollars

LA denotes eangenous variable
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(9) Limited inflation probable under mount-
ing pressure, although prices stabilized in the
first quarter despite won depreciation

During the first quarter of 1997, consumer and
producer prices rose modestly by 4.9 percent and
3.1 percent from a year earlier, respectively, thanks
to the efforts of government and favorable agricul-
tural and fishery yields. However, there still
remain inflationary factors, including increases in
private service fees, increases in energy prices from
depreciation of the won, and rises in some manu-
factured goods. Consequently, this year may wit-
ness a 4.7 percent growth in consumer prices and

3.2 percent growth in producer prices.
g

Overall, inflation in the demand sector is
expected to remain low, due to Jower wage
increases and stunted private consumption. [t 1s
likely, however, that upward adjustment in public
utility rates and private service charges coupled
with the Presidential election this December may

adversely affect the price situation this year,

Facility investment Trends

(10} Protracted economic downturn feared
due to withered investment confidence

When viewed from the perspective of a normal eco-
nomic cycle, the domestic economy should bottomn out
after the last quarter of this year. In this instance, the
econoimic contracdon period would have lasted for 27
months versus the previous average of 19 months, "The
fact, however, is that recovery of investment confi-

dence will require more time than usual,

For example, the investment plans of major
enterprises as surveved by the FKI and KDB in
November 1996 showed that they plan a nominal
investment increase of (L6 percentage point from
last year. According to a similar survey of the
Ministry of Trade, Industry and Energy of 200
major enterprises made last February, their facili-
ty investment will mark a negative 2.1 percentage
points this year. This indicates that private enter-
prises’ investment will further wither.

(11) Overseas interest rates up, domestic

interest rates stabilized

(Linie )

1994 1995

1996 1997(pres)

T

Seurce @ Ministry of Trade, Tndustry and Energy Feb, 12, (997

47.0 40.4

21.0 2.1 ;
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In the midst of the economic downturn in 1997,
demand for operating funds of enterprises has
heen eased and investment funds declined as well.
Price intlation also is likely to register a decrease of

some 0.5 percentage point from last vear.

Overseas interest rates are likely to rise this year.
"I'he United States is likely to raise interest rates,
influenced by brisk business and by the need 1o
discourage inflation. In Japan, interest rates may
also be raised 1o discourage inflation resulting
from upward readjustment of excise taxes from the
second half of this year. Germany may also be
tempted to raise interest rates when and if business

recovers in the sccond half of the year.

‘I'he market interest rate (vield of debentures),
which rose to 12.6 percent in December 1996, has
been lowered, thanks to flexible application of the
government’s monetary policy. Low market inter-
est trends may continue for a while, influenced by
the protracted export slump, blunted domestic
demand and withered investment confidence,
although there arc uncertain factors in the domes-
tic capital market coupled with the potential threat
of financial insolvency on the part of some major
enterprises. When export recovery becomes clear-
er, or where the forthcoming Presidential election
and other factors touch off infladon, it is possible

thatr market interest rates will swing upward.

As factors that can lower market interest rates,

14 KOREA ECONOMIC RESEARCH INSTITUTE

there is abundant liquidity of financial institutions
resulting from a further lowering of the bank reserve
rate, additional raising of the foreign stock invest-
ment ceiling, expanded scope for foreigners” invest-
ment in small and medium-size enterprises without
guarantees, permission to float bonds overseas, and
expansion in the category of tirms qualifying for

inducement of foreign credits, including cash loans.

Nonctheless, market interest rates may not be fow-
ered if the government withdraws the extra liquidity
gencrated by lowering the bank reserve rate by way
of selling national bonds, or if the government
restricts the anticipated scope of capital market liber-

alizaton.
(12) Depreciation of yen is likely to slow after
second half of this year due to expanding

trade surplus and economic recovery

In 1996 Japan recorded a rrade surplus of

US8566 hillion on a customs clearance basis—a
324 percent decline from 1993, In trade with the
United Srates, its surplus last year decreased by
16.5 percent to US$298 hillion. Due to the weak-
ening yen, Japan has been marking increased
trade surpluses recently. As of April 1997, the ven

was traded at over 126 yen per USS1—a fact that

suggests a tacit agreement between the two coun-

tries on the yen-dollar exchange rate.

On the other hand, the wholesale price index in
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Japan has been falling year after year since 1992.
At the end of 1996, Japans wholesale price index
dipped 0.8 percentage point. in December 1996,
the unit prices of both exports and imports showed
increases. Procurement of vehicles and other items
were increasing. The consumer price index also

has been rising, despite plans to raise excisc taxes.

Japan’s unemployment rate during May-June 1996
stood at 3.5 percent, the highest fevel since 1953
when the unemployment rate was estimated for the
first time.

This being the case, the dollar will remain
strong until after interest rates in the United States
are raised in the first half of this year, business
recovers 1n Japan and Germany and their interest

rates are raised in the second half of this year.

(13) Won-dollar rate is likely to be at the 890
won per USS$1 level at the end of this year,
while pressure for further depreciation is
anticipated in the second quarter

Duce to the increased influx of foreign exchange n
the wake of the opening of the stock market, the won
began 1o depreciate in early 1994, and marked 756
won per US$1 at the end of July 1995, Influenced
further by a strong dollar and expansion of the cur-
rent account deficit, the won began to depreciate
rapidly thereafter to 844 won per US$1 av the end of
1996, and hit 890 won per US$1 in April 1997,

There still remains pressure for further depreciation
of the won. However, the rate will be maintained at
890 won to the dollar at the end of this year in view
of the likelihood that the strength of the dollar may
be eased, an increased influx of foreign capital due to
easing of the economic contraction, and the possible

recovery ()f CXports.

On the other hand, there are still factors push-
ing further depreciation of the won, including the
strong dollar on the international capital market
since mid-1996, increased domestic demand for
the dollar to offsct the growing current account
deficit, decreased influx of foreign capital due to a
protracted bearish market and increased sales of

the won in favor of the dollar,

In 1996, a total of US$16.9 billion was induced
on a short/long-term basis. This sum will not
exceed US$20 billion in 1997, the first full vear
Korca will have been affiliated with the OFCD,
in order to maintain the exchange rate and cur-
rency reserve at optimum levels. Of the US$3 bil-
lion offered for loans (US$2 billion for the pro-
curement of locally-produced machinery and
USS1 hillion for imports of forcign capital
goods), the total aimount applied for was no more
than US$2.05 billion, including US$2.2 million
applied for by major enterprises allowed for par-
ticipation in such loans. Of the US$500 million
earmarked for local governments, the actual

application amount totaled US$8.5 million.
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2. Macroeconomic

Policy Issues and

Recommendations

1) Recent Macroeconomic
Environment

Our cconomy has been expericncing a fulf-scale

gconomic contraction since the second half of

1996 as GDP growth fell to 6 percent in the last
quarter of 1995 and exports began to register
negative growth since the third quarter of 1996,
coupled with declining growth in investment,

consumption and other domestic demand.

GDP Increase and Forecast
108.0 16.0
106.0 3 i 14.0
104.0 £ . .. 12.0
N i : /oo
102.0) i H s 3 1 100
100.0 |, g Lol 8.0
; B %
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88.0 i -4.0
71, 72, 73. 74, 75. 76.77.78. 79.80. 81. 82. 83, 84. B5. 86, 67. 85, 89, 90. 01.92. 93. 94, 95 96. O7. 98. 99,
4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 & 4
----- Cvele of husimess comeident index quarterly average uarterly moving average of GG prowth I J

Noter Moving average GDP growth - Quarterly average
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Macroeconomic Policy Issues and Recommendations
. ]

Furthermore, the weakening yen, which hit 120

yen per dollar in January 1996, is expected to

continue to remain weak through the end of

1997. And, the government has not been consid-
ering economic stimulation measures in its 1997

MACTOECONOMIC program,

This being the case, the usual economic contrac-
tion cycle which traditionally has lasted no longer
than six quarters is now likely to be protracted to over
nine consecutive quarters this time. Also, GDP
growth, which dropped to 7.1 percent in 1996, is now

likely to fall o 3.2 percent in 1997.
) [

In particular, recovery of the competitiveness of
major domestic products in the world market is
likely to be further delayed in view of a) the high
cconomic growth of the United States in the first
half of this year and an accompanying increase in
interest rates, and b) the slow recovery of Japan’s

cconomy that may lead to a protracted weak ven.

On the other hand, import growth has been
outstripping export growth with the result that
1997 is likely to witness a current account deficir
of around USE22 billion. In addition, there has

been mounting pressure for inflation.

Won/US$ and Balance of Payments

2000 105
1500 {100
1000 | ﬁ | | ; e

5 So0r - § e W e 4 90

;,.-—é ol - S _Si_gﬁ _.__.__44,,,% L e

= 8457 867 877 887 897 907 917 92 937 947 95?‘367 97-'85

@ 5000y 4 1 1.1 L B

- ' ) : T P :

: i \ P 480
-1000 |- ¥ ‘ y/’%
-1500 AL 7s
-2500 |- 4 B85
-3000 60

e Balance of Payments  ----- Won/US$

Note: Won/US$ c\chﬂngc for Scptcmlwr 1983 18 sel at HHD.
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According to our forecast of quarterly GDP
growth rates, the moving average growth rate is
likely to decline through the last quarter of this
year, and the current cconomic downturn is
expected to bottom out after the last quarter of
1997.

[rrespective of the fact that the world economy
in general has been favorable in terms of growth,
trade and finance, the won has depreciated con-
siderably since last April, while remaining strong
vis-a-vis the ven. Exports of our major items have

been blunted (in the first quarter of 1997, our

exports marked a 5.5 percent negative growth
from a year earlier), and it appears no significant

TECOVETY 111 OUr exports is in sight.

Depreciation of the won, which began acceler-
ating in Decernber 1996, still is failing to help
recovery of export competitiveness. The effect of
the recent won depreciation will come to be felt
two or three quarters later. On the other hand,
the depreciation of the won will relatively slow
imports and facility investments, meaning the
deficit in the current account will not be signifi-

cant,

Won{Yen and Balance of Payments

2000 250
1500 E@ 1 225
1000 HE
5 S ggg 1 200
g 900 % g%j H
2 0 . - 4 175
E a57 867 877 887 897 907 917 927 987; \;{“7 7 gq"f 977
® 500N X 1 180
> 1000 | T
i ? 1 125
-1500
¢ - 100
-2000 -
-2500 | _ 75
-3000 50

s Balanee of Payiments

Note: Won/ Yen exchange for Seprember 19853 is assuniedd at 100,
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Macroeconomic Policy Issues and Recommendations
- ___________________________________________|

Thus, our economy needs to solve two conflict-
ing issues: attainment of an optimum level of eco-
nomic growth in an economic contraction period
and the need to minimize the current account
deficit. On top of this, the government needs to
use this economic contraction period to reforn

QU eCONnOmIC Sstructure,

2) Macroeconomic Policy
Issues and Recommendations

Our macrocconomic policy needs to a) mini-
mize the current account deficit, b} maintain an
optimum level of economic growth, and c)

reform our economic structure.,

A new macroeconomic policy is needed to deal
with current circumstances where the economic
downturn has vet to bottom out while the deficit
in the current account is snowballing and the

need to reform economic structure is acute.

It should also be noted that the expanded cur-
rent account is not so much due to overheated
domestic demand as to a) liberalization of the
capital market linked to the outset of the World
Trade Organization and Korea’s affiliation with
the OECD that brought about an over-valuation
of the won, b) expansion of market liberalization,
and ¢) liberalization of overseas travel and stu-

dents’ study overseas in line with the globaliza-

tion policy of the government,

Therefore, in order to ease the current account
deficit, it is more feasible to let the won depreci-
ate according to market mechanisms rather than
through a frugality campaign to suppress con-

sumption.

Simultaneously, currency and fiscal policy
should be directed toward coping with the poten-
tial threat of inflation and stabilizing the econo-
my, rather than toward any expansion program
that is apt to further expand the current account
deficit or in favor of stringent monetary policy to
reduce the current account deficit. The very fact
that no macroeconomic plan to ease ¢conomic
depression has been validated through the experi-

ences of OECD nations is instructive.

In view of this, any macrocconomic policy
hereafter should be designed to flexibly allow
monetary policy to make it possible to sponta-
neously rebound a contracted economy, without
resorting to an extremely stringent monetary pol-

icy.
(1) On currency and credit policy

— Pusitive short-term measures needed to ease

tight monetary policy within the framework of a

stable money supply

KOREA ECONOMIC RESEARCH INSTITUTE 19
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The implementation of a flexible monetary pol-
icy within the framework of a stable monetary
policy is required to avoid further contracting the
economy during this time of uneasy financial
conditions touched off by bankruptcies of Hanho
and Sammi and by the problems at Jinro, which is

on the verge of bankruprey.

During 1996, the money supply was kept sta-
ble, this despite stunted economic growth and
decreased demand growth on the part of enter-
priscs. Partially responsible was the absorption
into total money supply (M2) of trust accounts
(estimated at about 1.4 percent of M2) and insti-
tutional change to include MC'I as another mon-
etary index. Apart from such systemic changes,
the money supply was stable in general, and this

led to stabilization of market interest rates.

Nonetheless, in 1997, unrest in the capital
market has prevailed, trigeered by bankruptcies

ot a couple of business groups.

It is believed it is now high time for the central
bank to apply positive flexible monetary policy in
order 1o cope with a strained financial market.

(2) Fiscal Policy
— Excessive fiscal restraint policy in parallel

with frugality movement is apt to deepen eco-

nomic contraction —

20 KOREA ECONOMIC RESEARCH INSTITUTE

The government has set as its fundamental pol-
icy decreased private consumption and fiscal
restraint in a move to reduce the deficit in the
current account. In general, fiscal surplus is being
sought as an effective means to combat the cur-
rent aceount deficit; however, under the current
situation of weak aggregate demand where the
cconomic downturn is vet to bottom out, it is
necessary not to overlook the need to seek an
economic softlanding and cxpansion of social

Infrastructure to boost investment.

Such extreme measures as consumption-
restraint and paring social infrastructure projects
at this juncture is likely to further aggravate the
economic downturn. In 1996 a setback in tax rev-
enue 1s expected, and the 1997 budget (up 13.4
percent over 1996) was designed to raise the peo-
ple’s tax burden. It is beheved that it would be
more feasible for the government to resort to the
innate fiscal function of automatic stabilization,
rather than attempting to collect extra taxes
through a supplementary budget (in order to
adjust business conditions or to expand social

infrastructure),

Under the current situation where the nominal
growth rate has been falling further than was
anticipated, the irrational resorting to tax mea-
sures to attain tax revenue targets, or readjust—
ment downward of the original budget to reduce

fiscal spending, it should be noted, is apt to



Macroeconomic Policy Issues and Recommendations
L ___________________ ___________________ . ____________________ ]

Government’s Financial Scale

(Limit: %)
1994 1995 1996 1997
Government’s financial increase 16.8 151 ! 14.8 13.7
(General accounts) (15.6) (16.7) ' (16.2) (12.8)
{(Long-term loans) (36.4) (-6.7) ‘ (-7.5) (33.9)
|

Note: On the basts of compilation of the budget

adversely affect the current economic downturn
coupled with a psychological withering of the

public’s investment confidence.

(3) Maintenance of optimum exchange rate
to balance international payments

The expanded current account deficit stems
from the over-valuavion of the won caused by
cxcessive influx of forcign capital in the wake of
the opening of the capital market. Another major
tactor is found in the misalignment of the foreign
exchange structure under which the ven by far
depreciated more rapidly against the dollar than

the depreciation of the won against the dollar.

Therefore, it is recommended that the won-
dollar exchange rate be maintained at an opti-
mum level in order to reduce the current account
defieit, rather than reducing domestic gross
demand which is liable to prolong the current

economic downturn.

— Current account deficit has to be addressed
by the maintenance of the won at its substantial

value —

[t is desirable that the current 890 won per
USSI exchange rate, at this time when when the
dollar continues strong and the current account is
expanding, should be free to properly reflect its

substantial market value.

During the last decade (1985-1995), the U.S.
consumer price index rose by an average annual
rate of just 3.5 percent, whereas our consumer
price index rose as much 5.8 percent; thus the
won has been under pressure to depreciate at
more than 2 percent a year based on its purchas-
ing power. In fact, the current won-dollar
exchange rate is at the same 890 won per §1 rate
registered in 1985, Such a high value of the won
resulted from primarily the influx of foreign capi-
tal into the domestic capital market in the wake

of capital market liberalization.
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At this time when the trade deficit has been
increasing and the foretgn exchange reserves have
been decreasing, the interference of the central
bank in the foreign exchange market is apt to
bring into queston the credibilicy of the central
hank, thereby inviting doubt about the capability
of the central bank to manipulate the forcign
exchange market. Such is the unfavorable etfeet

of the interference of the central hank in the

Foreign Exchange Holdings

exchange market.

It must also be noted here that any direct manipu-
lation to prevent the depreciation of the won in an
attempt to prevent outflow of foreign exchange, as
experienced in Mexico, is liable to bring about a for-
eign exchange crisis. The foreign exchange crisis in
Mexico was touched off by the artificial maintenance

of the peso at a high value.

(Lnie: USE 100 mil.)

1996 1997
Junc September | October | November December | January | February March
365.6 3284 3223 3232 3324 3100 298.0 2020
Economic Status and Forcast for Asian NIES n i
me: %, billon)
1995 199 1997
Taiwan Real GDP Growth 6.1 ! 5.6 54
' Balance of Payments 8.1 | 9.5 8.8
Hong Kong Real GDP Growth 4.6 4.5 4.0
Balance of Payments -19.0 2228 152
Thatland Real GDP Growth 8.6 ! 7.2 7.6
Balance of Payments -17.2 -23.2 -23.5
[ndonesia Real GDP Growth 8.1 7.8 7.3
Balance of Payments 4.5 5.0 3.5
Malaysia v Real GDP Growth 9.5 §.3 §.2
| Balance of Payments 37 -0.1 -6.8

i
Sowrce: Nihonkeizai Reserch Center
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L ___________________________ U

— Lowering of the yen should be sought
through internadonal cooperation with advanced

nations —

Since 1995 the yen has depreciated over 50 per-
cent against the dollar and yet, in spite of Japan’s
growing surplus of trade with the United States
since Novemnber 1996, the yen stll remains weak.
Therefore, the NIES {newly-industrialized
emerging states) including Korea, which are com-
peting with Japan on the world market, have been
experiencing difficulties due to weakened com-

petitiveness.

Inasmuch as the yen-dollar issue no longer
remains an issue between juse the United States
and Japan nor that of the economic sphere of
advanced nations alone, it is high time that our
government should, through QOECD, urge
redressing of the exchange rate misalignment.
This is because the distorted exchange ratc align-
ment has been undermining economic develop-
ment of NIES in Southcast Asia.

(4) Industrial Structure Realignment

Necessary

Government efforts are now needed to help
support redressing of our distorted industrial
structure by availing itselt of this opportunity in
times of the economic downturn and fine tuning

of short-term macroeconomic measures.

— Enhancement of economic efficiency

through a flexible labor market —

Korea, in the process of its economic develop-
ment, has experienced continual wage increases
to the point that our wage level is now much
higher than that of other nations in terms of per
capita national income. This has been impeding
efforts to enhance international competitiveness
in part. This being the case, the government
should ease various labor-related restrictions and
enable enterprises to flexibly adjust their labor

work force.

Currently, it is rather difficult to temporarily
lay off workers. In fact, there are many regula-
tions impeding the flexible employment of work-
ers. Thercfore, the existing tabor-related restric-
tions should be eased and rationalized and thus
help boost labor productivity and improve

Korea’s industrial competitiveness.

Stabilized wages at a competitive level are
required for the improvement of international
industrial competitiveness. Therefore, it is neces-
sary to adjust wages to be commensurate with
labor’s productivity level. Nonetheless, the wage
issue will be better stabilized when and if the
welfare of workers, which lags behind other
nations in terms of social security, housing
accommodations, and education areas, is

improved.
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— Removal of exit-barrier for structural

Iprovement —

[t 15 necessary to create a system that can facili-
tate structural changes through the amelioration
of bankruptev-related regulations as scen in the
Federal Bankruptey Act of the Unired States and
the Company Revitalizadon Law being imple-

mented in Japan.

Dissolution of insolvent firms or the exit of
declining industrial firms should be facilicated on
a long-term basis. Llimination of firms unable ro
honor their bills should be carried out through a
merger and acquisition process or through com-

petition among interested firms.

Procedures for the exit of insolvent enterprises
should be eased for cfficient structural adjust-
ment, Relief measures for those firms must
include detailed eriteria on sharing sunk costs

caused by exit and on fiscal subsidies il required.

[n order to normalize cash-strapped enterprises
and/or 1o help improve the structure of firms, it is
necessary for the banking institutions concerned
to pool their resources to come to the aid of such
tirms. 1t's worthy of note, therefore, that some
financial institutions have agreed on an accord for
the prevention of the bankruptey of the Jinro
Group and to jointly endeavor to revitalize such

firms.

2/ KOREA ECONOMIC RESEARCH INSTITUTE

Nonetheless, such an accord should not be used
to artificially keep from bankruprey those firms
that have no future at all, so as 1o stimulate struc-
tural improvement of our national economy. By
the same token, it is necessary to objectively diag-
nose the business potential of the enterprises
involved for rescac efforts; the exit of those firms
that have completely lost competitiveness should
not be checked. Such relief measures should be
accorded to oniy those firms that have potential
development prospects and thus that can con-
tribute to the development of the economy in the

end.



Appendix 1

e

Major Economic Indices

Private & Government Consumption Trends

{Unit: % of year-tu-vear change)

1994 | 1995 1996 1997 |
Year | Year | 144 | 24 34 | 44 Year | U4 | 24
S - - ! | AL : - |
Private consumptton 7.6 1 83 | 7.7 74 6.2 65 69 - . -
Durable consumer goods 1.8 116 | 8.0 105 | 48 60 | 73 - -
Semi-durable consumer goods 6.1 921 67 67 | 66 1 68| 67 - -
Non-durable consumer goods 521 61 53 3.6 41 ] 38 | 42 - -
Services 8.7 90 93 86 . 75 | 76| 83 - -
(zovernment consumption +2 1 L0 | 68 59 63 91 71 - -
Source : The Bank of Korea
Consumption-Related Indices
{Unit : % of vear-to-year change}
‘ } s o .
| 1994 1995 1996 L 1997 4
e Year | Year * Jan. | Feb. | 3/4 | 4/4 | Year | Jan. | Feb. |
Retail and wholesale RO 7853 LS 64| 600 70 1.4 33
Wholesale | 9.8 6.9 7.0 7.6 4.9 4.4 5.2 07 24
Retail 6.1 86 | 3.7 156 86 7.7 B9 | 20 43 ‘
Shipment of consumer goods 9.2 74 6.2 6.3 1.9 59| 52  -32]-09 ‘
Durables C123 107 8.5 5.8 0.9 8.8 6.8  -125 ] 7.1
Non-durables PITL5T7 49 6.5 24 42 1 42 } 19 49

Source ; National Statistical Office
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Facility Investment Trends

(Umt: % of year- to-year change)

1995 1996 1997
) . Year | 24 | 34 | 44 | Yer | 14 24
Facility investment 159 5.2 93 | 13.7 8.2 - 1
Machinery 26| 46| 145 124 98 - i
247 56 -

Transportation equipment

Souree: 'The Bank of Kerea

Facility Investment and Related Indices

3.2 17.(}7‘ 43 -

{Unit: % of vear- to-vear change)

19941995, 1996 1997
77777 - - Year | Year | fan. ‘ Feb. | Year | Dee. | Jan. | Feb.
Local orders for machinery 209 | 158 | 343 60 143 | 06]-275 ) 5.6
| I/Ls issued for machinery 51.6 1 33 158 87.6 ¢ 160 2195 |-742 | 2.1
Machinery imports C215 019 g8 41| 139 53 -39 75
M/Cs shipped for domestic market 37.6 [ 270 | 451 ‘ 124 122 ‘ 27029 03
Source: National Statstical Office - - B ”
Construction Investment Trends
(Unit: % of year-to-year change)
"""" 1994 | 1995 1996 1997
' Year | Year | 1/4 I‘ 2/4 34 Y4 | Year | 174 C2/4
Construction investment 43 8.7 i1.2 5.6 71 28 3 - -
Building construction 22 10.7 6.4 -1.3 0.4 37 02 - -
Other construction 8.1 5.8 | 238 17.1 19.4 10,0 6.1 - -
| R - - :

Source : The Bank of Korea.
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Construction Investment and Related Indices

{Unit: % of vear-to-year change)

11994 | 1995 1996 1997
Year ' 1/4 | 2/4 | 3/4 | 4/4 | Year 1/4 | 2/4 | 3/4
| Local construction orders received CI8S 212 A4 116 175 ) 2050 214 27 399
Public construction L1700 176 (1735 | 468 106 | 394 4T 80| 327
Floor area of construction permits D194 2320 122 08| 223 76 . 90| -L5| 463
Private construction | -1.3 1.0 74167 276 -55 - 30| 83| -12.7
Residential A5 -L2) 83| 0y 206 59 15 171 -160°
Commercial 11.0 SRR L S A RELE NS B R R N B
Industrial 168 330102 <290 128 184 i 132 -297 | -393
Sotree - National Statistics] Offce | -
Composite Indices
(Unit : % of month-to-manth change)
1995 1996 | 1997
- |44 | Year | 34 44 | Year
leading composite index 0.6 00 11 0.2 08| 01
Coincident composite index 0.2 0.1 07 08 03 06
(Cycle of composite index) 101.9 T 10LS [ 101.7 | 102.0 1019 [102.0
Post composite index 04 04 ‘ 0.7 0.3 0.1 01 .

Source : National Statistical Office
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Employment & Wage Trends
(Uit % of year-to-year change)

| 1995 1996 1997

44 | Year | 3/4 | 4/4  Year | Jan. | Feb.

' Economic activities ratio 62.1 | 620 | 627 | 625 620 | 60.6 | 60.7

Unemployment ratio 18] 20 18 20 . 20| 24, 26

Wage increase in overall industry 1020 12 127 11§ 119 | 134 -
(Manufacturing) (8.3) (99)4‘ (120y1 114 | 122 | 124 -

Price Trend

(Unir: % o year-to-vear change)

oo . po
Feb. Mar. ~Jan. Feb. Mar.
Voo | Yortrer | Moobio | Yerwer © Moo | Yrmwer | Mo Yrrder | Mmoo ' Yarter
mhcng | g | noohdang | dmng | monhdung | e |worhcwg | cege | momhdng ;g
PPl 0.6 37 03 22 1.0~ 3.4 0.6 3.6 0.2 3.8
C.Fl 0.4 5.1 0.8 4.5 0.8 17 0 06 1.9 04 ¢ 43
Exportprice | -0.4 -1.1 -0.5 -2.0 0.9 37119 61 . 00 7.3
Importprice ' <14 0 228 07 4.4 3 0 54 03 71 -7 7.3

| L
Source: The Bank of Korea
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Economic Growth and Government’s Fiscal Scale

Unit: % of vear-to-vear chanee)
B 7 o

1994 1995 199 1997
Current GNP 14.5 14.8 12.3 11.3
General budget 136 16.7 16.2 124
General budget + special fiscal loan account 16.8 15.1 ‘ 4.8 13.4
Integrated account and net loans 19.0 18.6 16.2 i 16.7
‘lotal hseal scale (central government and local | 34 19.8 i 4.3 ' 79
government) ‘ |

Note: 1} Central government and non-financial public entitics
Source: Bank of Korea, Ministry of Finanee and Feonemy

Recent Export Trends (customs clearance basis)

(Unit; USHI00 million, % of year- to-year change)

1996 v

174 24 34 ¥4 Year | Jan. Feb. :Jan.~Feb.

Total L3183 | 2045 | 3011 | 334 12479 ] 90.6| 941 1846

ot 1.3 1 G35 | 7| e BN (8D (48 (-6.8)
hc‘g}\{?ﬁlﬁ{{i_ﬂ 2250 | 2237 | 1960 | 2301 | 8748 | 90| 630 1220

B Droducts @53 1 O0 [ G140 L LY | 09) | (167 | (9.7 1 13D)
product | ook industial | 738 | 873 | 807 778 | 3196 232|228 460
“products (12.6) (0.7 34 G0 (7.5) (3.5 Ly (b
Developed 1524 1453 1319 1424 S720 389 4020 79

By countries (180) (87 17.6) [(-19.1) | (80) (20.7) (-158)  (-18.3)
- Developing | 1659 1 1892 1 168.1 | 191 715 516 539 1055
countries (25.0) ‘ {16.9 ‘ 4.6) | (L) (141 3.0 04 @D

Souree s Ministey of Trade, Indusery and Foergy
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Recent Import Trends (customs clearance basis)

{Unit : USSTO0 million, % of vear- to-year change}

1996 1997
1/4 24| 34 44 | Year ' Jan. | Feb. [Jan~Feb.
Total 356.8 | 3706 1 3718 | 4041 1,503.2 , 1252 ) 1149 | 2402
ota
168 | 61 07 | e 13| 69 onl ey
. [85.1 187.6 1746 | 1976 , 7449 67.9 0 636 1315
Raw materials
19.0) . (94 G5 (7.9 | (10| @1 Q1 @0
By . 133.6 | 140.5 | 152.5 161 587.6 440, 399 8§39
’ Capital goods ; i o
product 1200 () (0 (85) | (100) | (05 (25) | (10
ﬁ 38.1 425 44.7 454 | 1707 134 12.0 253
i Consumer goods | .
Q5.1) (189 | (178 |1y | @yl 6D | (1.5 ] 1.0
Developed coun- 2333 2966 | 2478 | 2588 | 986.5 73. 67.7 | 1414
By tries 139 39 G0 | 00, 78| (49| 52| 50
region —
| cries @30 (12.6) | (14 | 242 (85) | (19.6) . 8.9 | (14.2)

Source ; Ministry of Trade, Industry and Energy
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. |

Balance of Payments

{(Unit: USST00 million, % of year-to- year change)

1995 1996
1/4 24 34 . 44 | Yer | Ja. | Feb. |Jan-Feb.
Current account balance -46.4 0 -524 | 748 -63.6 0 -237.1 | 314 | 245 | -5509
Trade balance 255 0 <309 | 560 404 -152.7 | 2233 | -17.7 | -41.0
Export growth (%) 20.3 3.9 6.5 0 13 4.1 -4.4 -4.3 -4.5
Import growth (%) 18.7 7.8 8.4 | 14.7 12.2 6.5 0.6 3.6
Invisible trade balance -19.2 | -189 | -17.2 | -21.3 | -768 . 7.3 5.9 -13.2
Unrequited transfer balance -1.6 -2.6 -1.5 -1.8 7.5 <09 -0.8 -1.7
Capital balance 46.3 74.6 1.1 50.2 | 172.2 | 7.1 11.7 18.8

Source : The Bank of Korea

Trend of Won Exchange Rates Against the Dollar and Yen

{Unic: % of year-to-year change)

| 99 | 1997 |
1994 1995 ; :
; Nowv. Dec. Jan. Feb. | March

Won/US § - 788.70 . 77470 | 828.70 | 844.20 861.30 863.90  897.10
246) | (181)| (652) | (B2 | (199 | (23) (63)
Won/100 Yen - 790.68 749.23 0 727.79 | 72651 705.69 71530 723.18 \
(86D | (SH Q9% (31 QU] (15 (05)

Naote: In parentheses is merease comparing the same period of previous vear. Basis 1s end of month balance.
Source: The Bank of Korea
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Money Supply (M2} by Sector

(Lo 100 nallion won, %)

1997
19935 1996
Jan. ‘ Feb. March 1/4
Government sector 4,055 3373 5708 3,043 22,128 4,790
Private sector 30,063 41,243 4,793 ‘ 3,220 3,349 11,362
Foreign sector 2,480 -3,331 2,146 | -1,491 -439 -4,073
Other sector ~7,723 -9,995 228 645 360 1,233
M 20,767 24,343 -2,833 ‘ 5418 645 3,730
Source : The Bank of Korea
Note M s on the basis of the end of month balance
Recent Money Suply (M2)
(Unit 2 100 milfion wan, 95)
| )
1996 | 1997
4 0 44 Feb. March 1/4
M2 {Average Balance} 161,830 170,244 176,734 180,716 181,680 | 179,710
M2 Movement (Average Balance) 17.3 18.2 18.1 19.6 205 194
M2+CD (Average Balance) 16.7 16.5 17.1 | 17.8 17.5 17.6

Sourree: The Bank of Korea
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Funds Raised on Capital Market

(Unit: 100 million won)

1996 1997

174 2/4 3/4 4/4 Year | Jan. Feb. | Jan~lch
Public offerings of shares 9,698 | 9,830 1 16,379 | 14,588 | 50,451 2,078 | 1,072 3,150

Issue of debentures 47,784 | 34,146 24,452 47422 | 152,553 12,598 | 6,203 | 18,801
Total 57,482 | 43,976 40,831 . 62,010 | 203,004 14,676 7,275 | 21,967

Source: T'he Bank of Korea

Quarterly Interest Rates & Financial Conditions
(Unit: %)

1996 w7
174 2/4 3/4 4/4 Year | Jan. Feb. Mar,

Call 937 | 1349 1593 | 1220 | 12.20 | 11.67 © 1214 | 12.97

Yield of debenture LA | 1170 0 1240 | 1245 | 1245 | 12.00 0 1240 ) 1250

CD (135 | 1265 | 1440 | 1335 | 1335 | 1235 | 1220 | 1345

Ratio of Dishonored Bills(\’atianwide); 0.16 012 0.12 0.14 0.14 0.21 0.24 -
{Seoul)”  0.10 0.07 0.07 0.08 0.08 0.16 0.18 -

Note + 13 Call rare: daily base
23 Yiekd of debenture: 3-vear-maturity guaranteed debenture
31 Yield of C1: 91 day base )
4 The fiues are hased oo the end of each period

source s The Bank of Korea
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o

Recent Economic Policies & Measures
(January - April, 1997)

April 24

Ministry of Finance & Economy announces
an agency will be set up to effectively dispose
of nonperforming debentures and bonds and
to help self-rescue efforts of some insolvent

firms.

April 21

Ministry of Finance & Economy outlines a
plan to overhaul the current customs tarift

rates.

April 18

Office of Small Business Administration
says efforts will be made to aid securing 1SOs

tor production base technologies.

April 17

Ministry of Industry, Trade and Energy
announces a plan to recruit specialists to

improve administration.

April 16

Office of Small Business Administration
cxpands testing equipment for small- and

medium-size enterprises.

April 16

Ministry of Finance & Economy announces
an amendment bill to the enforcement regula-

tions of the Tax and Waiver Law.

April 9

Office of Small Business Administration

announces import of CALS system.

March 31

Office of Small Business Administration

announces measures to foster venture hllSiIlﬁSSCS.

March 28

Ministry of Finance & Economy announces
a three-phase price liberalization for life

insurance.
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March 27

Ministry of Finance & Economy announces
final phase of general accident insurance qual-

ification.

March 26

- Ministry of Finance & Economy announces
third-phase liberalization of reinsurance for

fire and other special insurance.

March 25

Office of Small Business Administration
announces a plan to prevent bankruptey of

small businesses.

March 12

Office of Small Business Administration
announces support for small firms that are

victimized due to Hanbo bankruptey.

March 8

Office of Small Business Administration

announces a plan for expansion of POS system.

February 28

Ministry of Finance & Economy announces
completion of a standard plan for electronic

wallets (financial IC cards).

February 14

Ministry of Finance & Economy announces
amelioration of the system for establishment

of new securites firms.

February 13

Ministry of Finance & Economy announces
a plan to revise enforcement regulations for

excessive land income tax.

February 12

Ministry of Finance & Economy announces
a plan to revise enforcement regulations for

the Inheritance & (Grant Tax Law.

February 11

Office of Small Business Administration

says a database will be established to support
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small businesses.

February 10

Ministry of Finance & Economy revises the
regulations enforcing Merger and Conversion

of Financial Institations.

February 9

Ministry of inance & Economy announces
amclioration of the system for establishment

of insurance businesses.

February 6

Ministry of Finance & Economy announces
an amendment hill to enforce regulations for

Juridical Persons” Law.

February 4

Office of Small Business Administration announces

a plan to support prospective small businesses.

February 1

Oftfice of Small Business Administration

announces enforcement regulations for the

Special Law for Support of Small Busingss.

January 30

Ministry of Trade, Industry & Fnergy

unveils the first safety check plan for 1997.

January 28

Ministry of Finance & Economy revises
entorcement regulations for the Exrernal

Audit System for Companies.

January 14

Ministry of Finance & Economy announces
a plan to ameliorate the system of concentrat-

ed deposits of negotiable sccuritics.

January 3

Ministry of Finance & Economy revises fis-
cal regulations to pave the way for opening
government procurement to foreign competi-

ron.
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e

Statistics ( [ )

Economic Growth, Consumption and Investment

Economic Growth Consunmlicn | [nvestment
| Per capila o -
! - ‘ ONP | . ‘ Total fixed ]
YeasMonth GDP - Migind. Tatal Privage L L
L i ‘ tvestment ‘ Equipment | Construction
Year-lo-year change (%) Uss Yeur-to-year changet )
1990 9.5 9.7 5,843 10.1 10.7 7[ 18.8 31.2
1991 9.1 9.1 6.757 9.3 9.5 121 13.0
1992 5 5.1 TA07 6.8 6.0 -1.1 (L0
1993 5.8 5.0 7513 33 57 J -1 ; 89
1994 8.0 ’ 104 8508 7.0 76 236 45
1993 bR [ 10.037 732 8.3 159 8.7
1996 7. 74 10.54% 6.9 no | 8.2 6.3
1996. 3 78 ‘ 17 - 75 13 ‘ 4.9 il2
b 6.9 ‘ 6.5 7.2 74 4.6 5.6
9 6.0 7.0 6.2 62 J 9.3 71
12 7.2 8.4 6.9 6.5 ! 1.2 137 28
1997, 1 i - - - -
: | | -
Trade and International Balance of Payments
Trade ]V Balance of payments ! .
| ) : : . Foreign Exchange
, Exports ’ e Imports L Trade Current Total exchinge rete
YearMonth . _— .- N o o, o reserves ) | (W/US$H
(FOB) J artivals (1CIF) | Isstied balance balance balance
- - - ... - —
NP Year-1o-year e Year-lo-year , . End of
US.$ mil. change iy US.S mil. change 3%') J LS5 100 mil. : YearlMutmh
P —— . - I e
1990 63016 4.2 4.4 a9.844 136 1 218 | 2004 L1 ‘ I 4822 64
141 TLR0T ‘ iiLs 32 8EA28 6.7 ‘ vl -6.950) B2 3T C 1378 To0.8
1492 T3 6.0 1.3 81775 L Y L A B ) 4329 4R98 17154 Ténd
1993 §2.336 13 h.2 3380 25 3.5 ‘ 1.860) 385 ‘ 6542 21262 K.Y
1994 96013 [Ei% 15.7 12348 AR B T ) R A E 5 -4.531 2812 R K YR THR.7
1993 [25.08% 03 134 138419 3.0 ‘ RER 4749 K04 3034 nn? 7147
1996 129715 ‘ A7 ‘ -+ 150,339 1.3 9 15278 | 2ATIe RN ‘ N 2
19967 9897 Sb 38 12792 126 242 } -1.769 23 ) BURKL w062 | 833
8 U687 A N 12,958 125 56 -2.906 el 2m 33557 r 8194
Y ‘ 9.992 Y AN 1A -8 Kl O] LS 1033 AECARSLY) %212
n 11.548 ) 1K i -1 13554 15.5 151 1828 ( 254 -1 16 220 8313
11 [ 1348 RU I B R 3361 125 19 ‘ -1.262 BT I 132 ‘ 32307 8187
12 12320 AR ' 6.9 13.597 152 0 42 949 -LREK ‘ b 33237 ‘ §44.2
1997, 9.122 -1 08 a8 39 ‘ 2326 ERREX] -1.018 ‘ 30.966 8613
2 4,390 oo | BT T 01 ‘ 1772 S48 | 22030 20.760 ‘ 8634
|

Note « This indes includes estimaltes
1y Based ont long-term cagsital balianee
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Statistics ( [ )

Prices, Unemployment and Interest Rates

Prices 2}

Unemploy- ‘ Nominal wage |

Currency ¥

Interest rate (Y cour-to-year chunge (%1)

— 1 ment rate (mfg. ind.) ]
Year/Month Producer | Consumer Ml M2 ‘ ;
- [ T o T Redionnt TIIﬂ‘Cq Yield ofs.
Year-to-yeur change {%) (%) Year-to-year change (%) depositd) | debenture -
1990} 4.2(7.2) 8.6(9.4) 24 | 20.2 ‘ 18.1 21.2 7.0 10.0 16.5
1991 4719 3.3(9.3) 23 \ 16.9 16.1 18.6 7.0 10,0 184
1992 22116 6.2(4.5) 4 15.7 323 18.4 7.0 10,0 6.2
1963 1.5(2.0) 4.8(5.8) 2.8 0.9 22 X 18.6 5.0 8.3 12.6
1994 2.8(3.9) 0.2(5.6) 24 15.5 119 15.6 S0 R.3-10.0 12.9
1995 4.7t3.4) 4.5(2.7) 2.0 \ 4.9 1.6 15.5 50 7.5-1010 138
1996 27 50 20 - 9.3 16.2 5.0 7.5-9.0 119
1996. 6 1.6 5.5 1.9 ) 97 98 16.2 5.0 7.5-9.0 1.6
7 23 \ 56 1.8 14.1 02 17.1 3.0 75940 1.9
8 ‘ 23 53 1.9 \ 6.0 8.9 174 50 7.5-9.0 12,3
G 23 4.7 1.8 16.0 9.2 174 5.0 7.5-49.0 12.2
10 i 33 5.1 1.8 12, 9.6 188 5.0 75940 12.1
I 3.4 ’ 48 2.0 12,7 6.1 18.2 5.0 7.5-90 122
12 35 4.5 2.3 10.2 ®Y 17.8 54 75490 12.6
1997. | 36 4.7 2.6 - 5.5 18,1 5.0 75490 12.2
2 6| 49 i - 59| 196 se | 7590 2.2

Notes @ 2) Figures in parentheses denote year-to-year change in December, !
3) M1 and M2 represent average balances  4) Refers to interest on over 1-year time deposits: from Dec. 3, T988 refers (o interest on one-year
(o less than two-year time deposits  5) For domestic market

Industrial Production and Demand

‘ Ind. ouzput

Denand-related indexes
. . | . Const. permit {floor area)
Operating . Constaner goods M/IC JUHS Construction p
Year/Month Mfg. o Retuil ] . —
¢ ratioindex | shipment &) arders 7} impots 8) arders ‘ Ind. use | Housing
Year-lo-year change {%)

1990 8.9 2.6 1015 ‘ 15.2 388 203 ‘ 558 34 [ 17.0 493
1991 9.7 1.5 78 11.4 2.2 2000 13.9 ‘ 9.7 6.7 -7
1992 5.9 -1.4 55 5.2 5.2 -5.2 64 0D -124 -14
1993 4.2 L6 6.4 4.4 12.1 87 93 245 152§ 267
1994 110 44 6.1 9,2 269 34.2 18.5 -1.3 10.8 -85
1995 12.1 -0.4 8.6 7.4 15.8 378 212 1.0 33 -i.2
1996 84 -0.8 8.9 5.2 14.3 12.2 227 DR Y IR Ik e =26
1996, 7 4.6 0.7 9.5 5.0 0.7 22.0 -13.1 46,1 229 331
8 1.4 1.2 7.7 0.4 19.5 214 63.7 -4.6 ‘ -10.0 -14.2

9 0.1 -l.o 3.8 0.4 1.0 42 129 43.4 L9 44.4

1 24 1.1 9.8 6.2 15.1 1.7 Jeg L0 2.0 \ =22

11 0,1 0.7 8.3 6.7 2408 13.6 48.5 6.4 119 9.9

12 -0.3 -24 5.0 49 6 24 238 -16.0 ‘ -41.0 -6 .2
1997, 1 -2.0 -6.0 2.0 -3.2 2275 0.3 27 %3 1 297 17.2
2 - - - 9 5.6 ‘ 399 -127 2393 -16.0

Nates : 6) For domestic use

7 For domestic use, exe., vessels
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