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1. This paper has been prepared in accordance with paragraph 7 of the
Declaration on Trade Measures Taken for Balance-of-Payments Consultations
(BISD 26S/205-209) to assist the Committee on Balance-of-Payments
Restrictions in taking the decision called for in paragraph 8 of the
Declaration.

I. Korea's previous consultations

2. Full consultations with the Republic of Korea have been held in the
Committee in 1969, 1971, 1976, 1979 and 1984 (BOP/R/30, 56, 86, 109 and 146),
and simplified consultations in 1973, 1975, 1978, 1981 and 1983. At the last
full consultation, held in November 1984, the Committee welcomed the recovery
in the Korean economy which had taken place as a result of the application of
sound domestic policies, in particular the marked reduction of inflation, the
relatively high rate of growth and a substantial reduction in the
balance-of-payments deficit. The Committee appreciated Korea's efforts, as
part of its overall economic policy, to introduce a progressive
liberalization of import licensing, a reform of the tariff structure, a
reduction of other non-tariff restrictions and a revision of import
procedures. The Committee urged Korea to pursue its liberalization programme
as vigorously and speedily as possible and expressed the hope that the rapid
improvement in the balance of payments would soon obviate the need for
trade-restrictive measures. At the same time, the Committee expected that
Korea would continue the further simplification of import procedures as well
as the reduction in the number of different measures applying simultaneously,
thus bringing greater certainty and predictability in Korea's import regime
and permitting trade liberalization to have its full effect. It expressed
the hope that in the process of trade liberalization the introduction of
restrictions which would counteract such liberalization could be avoided.
The Committee noted the concerns expressed by Korea regarding protectionism,
and welcomed the special study on the effects of protectionism presented by
Korea as a useful contribution to the discussion of external factors
affecting a consulting country's trade. Although there had not been
sufficient time for a full analysis of the study and several members had
expressed reservations on some aspects of it, a number of the points
contained in the study deserved careful consideration.

II. Developments since the last consultation

Introduction

3. Both the process of opening up the Korean economy and the improvement in
Korea's balance-of-payments situation have continued. The domestic policies
followed have been reinforced by generally favourable external trends,
including the steady decline in world oil prices. The trade and current
account deficits have been diminishing steadily since 1980 (Charts 1 and 2);
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in the first six months of 1986 the current account balance swung into
surplus by some US$600 million.

Import licensing

4. The process of import licensing liberalization continues according to
the plan established by the Korean authorities for the period up to 1988. In
July 1985 235 tariff lines were freed from import licensing restrictions, as
notified to the Group on Quantitative Restrictions and Other Non-Tariff
Measures in NTM/W/6/Rev.2/Add.4.

5. A further 301 items were liberalized on 1 July 1986, bringing the
overall import liberalization ratio to 91.5 per cent of the total tariff
schedule. The projected import liberalization schedule for the years 1987
and 1988, as published in November 1985, is given in Annex I.

6. The Korean authorities have notified to the Group on Quantitative
Restrictions and other Non-Tariff Measures a complete list of items
restricted as at end-June 1986, as well as full details of the
liberalizations made in July 1986. These lists have been circulated in
documents NTM/W/6/Rev.3/Add.1 and NTM/W/16/Add.4.

Emergency or adjustment duties: tariff quotas

7. Between 1984 and 1986, "emergency" or "adjustment" tariffs were lifted
from all except five items (copper tubes and pipes, electric power cables,
casein, talcum powder and electric planes). The rates applied to these items
are between 5 and 10 per cent above the normal tariff rates. None of the
items concerned is bound.

8. Lower-duty tariff quotas are applied to 23 items import of which is to
be facilitated. (See Annex II for the list of emergency, adjustment and
tariff quota rates as at 1 January 1986.)

Other tariff-related measures

9. During 1985, selective reductions in import duty were made on a number
of inputs and equipment for domestic industries, particularly in the field of
machine tools, testing and research equipment, for the electrical,
electronic, petrochemical, genetic engineering, automobile and shipping
industries. The tariff on crude oil was reduced from 5 per cent to 1 per
cent and the Petroleum Business Fund Tax was reduced from US$1.25 per barrel
to $0.50, with the aim of maintaining the external competitive position of
domestic refineries in the light of the decline in the dollar against the won
and falling international prices of oil products.

Export promotion and development

10. A number of increases in financial support for export-related industries
have been introduced in the period under review. Substantial increases have
been made in the funds available to industry from the National Investment
Fund, the Technology Development Fund, the Korean Export/Import (EXIM) Bank
and the Small and Medium Industry Bank. A new export promotion scheme for
small exporters (firms whose annual foreign shipments do not exceed
US$500,000 and which export their own products directly) was introduced in
October 1985 providing foreign exchange through domestic banks at
substantially preferential rates of exchange. Preference is given to
exporters which utilize local materials in their export production. In
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February 1986, the EXIM Bank interest rates on deferred-payment exports of
capital goods were aligned with the OECD guidelines.

Foreign investment

11. Encouragement is being given actively by the Korean authorities both to
foreign investment in Korea and Korean investment abroad. Regulations
affecting capital investment by foreign enterprises in Korea, including joint
ventures, have been liberalized to permit foreign investment in a
number of new goods and services sectors. The capital requirements laid down
by the Bank of Korea for domestic enterprises' investments abroad have been
loosened to allow such investments to increase from half the value of a
company's subscribed capital to the whole value of that capital.

Effects of the falling price of oil

12. An assessment published by the Korean Economic Planning Board in
April 1986 notes that on the basis of the price then ruling in the petroleum
market (approximately US$18 per barrel for Korea's oil imports which are
mainly made on a purchase contract basis rather than at spot market rates),
the current account balance would improve by some US$400 million per annum,
and growth of GNP would be increased by 1 per cent, compared to the situation
in 1985 when the average purchase price of Korea's oil was some $26.67.
Problems were foreseen for the overseas construction industry, heavily
dependent on Middle Eastern contracts, and for the redeployment of Korean
workers returning home from the oil-producing States; but these would be
heavily outweighed by the benefits to be gained from the reduction of
inflation resulting from the effects of falling oil prices on many sectors of
the economy.

Economic and trade developments

13. The Republic of Korea is one of the fast-growing economies among
developing countries. Real GDP grew at an annual average rate of 8 per cent
for the last fifteen years, during which per capita GDP more than doubled in
real terms to US$2,200 in 1985 (at 1980 constant prices). Korea's foreign
trade also expanded rapidly, its export and import volume increasing on
average by 20 and 12 per cent a year, respectively, during the same period.
In 1985, the value of exports was US$30 billion and imports US$31 billion,
placing Korea in 14th and 12th position, respectively, among the world's
leading exporters and importers.

14. A major factor behind Korea's sustained economic growth is the rapid
rise in domestic capital formation, which surpassed national saving
throughout the 1970s and 1980s (Chart 3). The excess of domestic investment
over saving was financed by foreign capital inflow. During the periods
following the two oil crises, 1974-75 and 1980-81, the foreign capital inflow
rose to more than 10 per cent of GDP. Reflecting the capital-account
surplus, Korea's current account has been in deficit throughout the period,
except 1977.

15. The internal and external difficulties faced by the Korean economy in
the early 1980s, in the shape of over-investment in heavy and petro-chemical
industries, accelerating inflation and a widening current-account deficit,
and the steps taken by the authorities to redress the consequent imbalances,
were outlined in the background paper for the 1984 full consultation
(BOP/W/83). As a result of these policies, by 1983 the Korean economy
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appeared to have recovered to the mid-term growth trend, and inflation had
been brought under control. Substantial adjustment was also made on the
external front; the current-account deficit dropped to 2 per cent of GDP.

16. After two years of recovery, the Korean economy slowed down again in
1985. The growth rate of real GDP decelerated to 5 per cent, though price
stability was maintained. A slowdown in exports as well as weaker household
expenditure and the near-stagnation of fixed capital investment contributed
to this development. Korea's export slowdown in 1985 was particularly
affected by the slower growth of the US economy. The value of exports to the
US market, which accounted for 35½ per cent of Korea's total exports,
increased only 2½ per cent in 1985, compared with 27 per cent in the previous
year (Table 1). In addition, the Korean export sector was hit by slowdown or
absolute decline in global demand for its major export products such as
textiles and clothing, iron and steel, ships, household appliances (e.g. TV
receivers and radios), electronic products and parts, and other miscellaneous
goods (e.g. children's toys and travel goods) (Table 2). As a result of the
economic slowdown, import growth also decelerated in 1985. Imports of
foodstuffs and raw materials fell absolutely, whereas fuel imports stagnated.
The current-account deficit decreased from US$1.4 billion in 1984 to
US$0.9 billion in 1985, reflecting a substantial improvement in the trade
balance. However, the overall balance of payments worsened due to a fall in
net capital inflows.

17. The sharp drop in petroleum prices, the fall in nominal interest rates,
and the depreciation of the dollar have made prospects for the Korean economy
in 1986 much brighter. Since fuels account for about one quarter of total
imports, the decline in oil prices will improve the balance-of-payments
position substantially (see above). In addition, the fall in nominal
interest rates is a positive factor to the heavily-indebted economy. The
30 per cent fall in the value of the dollar relative to the yen between
September 1985 and May 1986 will also be beneficial to the Korean export
industries, because the consequent depreciation of the won, which is pegged
to a basket of the major currencies in which the dollar has the dominant
weight, will help increase their shares in both third-country and Japanese
markets.

18. Experience in the first half of 1986, in fact, confirms that these
prospects are materializing. The latest statistics indicate that owing to
the strong recovery of exports and fixed capital investment, the economy grew
at an estimated 11 per cent on an annual basis in the first six months of
the year. The current account swung to a surplus of US$0.5 billion in the
first half of the year from a deficit of US$1.0 billion in the same period of
the previous year, with a US$846 million trade surplus in the same period
generated by a rapid growth in exports, which were 21.5 per cent higher than
in the first half of 1985.

Effects of the measures

19. The policies followed by Korea in the period since its last
consultation, together with generally favourable external circumstances, have
led to further improvements in the balances of trade and payments, which are
projected by the authorities to show increasing surpluses over the period up
to 1991. Substantial liberalization of imports has already taken place under
the programme for the period up to 1988, as well as of investment conditions.
However, Korea's external indebtedness remains high. In this overall
context, the question may be posed to what extent remaining restrictions are
maintained on balance-of-payments, as against industrial development grounds.
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Chart 1 - Exports. Imports and Trade Balancea of the
Republic of Korea: 1979-86.
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Chart 2 - Current Account: 1979-86

A. Current Account Balance (Billion dollars)

B. Current Account Balance as Percentage of GDP
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Sources: The Bank of Korea, Monthly Statistical Bulletin;

Economic Planning Board, Economic Bulletin
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CHART 3 - KOREA' S GROSS CAPITAL FORMATION AND DOMESTIC SAVINGS
AS PERCENTAGE OF GDP: 1971-1985
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TABLE 1 - KOREA'S FOREIGN TRADE BY PRINCIPAL COUNTRY

(Percent)

A. Exports

Share (%) Percentage change
1984 19851985 1983 1984

World 19½ 3½

United States 35.5 27 2½
Japan 15.0 35 -1½
EC (10) 10.4 6 -2
Hong Kong 5.2 57 22
Canada 4.1 40 40

Saudi Arabia 3.2 -31 -2
Panama 2.5 137 38
Singapore 1.6 -8 -1
Norway 1.6 -3½ 36

India 1.5 88 -56
Liberia 1.5 -6½ 87
Malaysia 1.5 12 77
Australia 1.2 18 -6

84.8
Total of the above

B. Imports

Share (%) Percentage change
1985 1983 1984

World 17 1½

Japan 24.3 22½ -1
United States 20.8 9' -5½
EC (10) 9.6 26 10
Malaysia 4.0 291½ 23
Australia 3.6 13 2

Indonesia 2.1 68 2½
Saudi Arabia 2.1 -31' -54
Canada 2.0 43½ -1
Panama 1.7 248 107

Kuwait 1.7 -30½ 8½
Hong Kong 1.6 112 5
Norway 1.1 63 15
Taiwan 1.1 17½ -2

Total of the above 75.7

Source: The Republic of Korea, Statistical Yearbook of Foreign Trade.
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TABLE 2 - KOREA'S FOREIGN TRADE BY PRINCIPAL COMHODITY
(Percent)

A. Exports

SITC Share (M) Percentage change
(Rev.2) 1985 1984 19851985 1983 1984

793 Ships & floating structures 16.6 25' 7½
84 Apparel & clothing 14.7 21½ -1
85 Footwear 5.1 9½ 13½
652-5 Textile fabrics -4.9 5 -½a
776 Thermionic valves 3.8 52 -15
334 Petroleum products 3.0 51½ 15
691 Structures & parts 2.4 -4 28
651 Textile yarn 2.0 13 -1
761 TV receivers 2.0 27½ -16
75 Office machines 1.9 86½ 34

674 Plates & sheets of iron & steel 1.7 12 -17½
764 Telecommunication equipment 1.7 -1½ 15½
781 Passenger motorcars 1.7 100 198
762 Radio 1.6 41 -8
8942 Children's toys 1.6 73 -
625 Rubber tires & tubes 1.5 30 -6½
678 Tubes & pires of iron & steel 1.4 251½ -13
034 Fish, fresh, chilled or frozen 1.3 6 3
673 Rod & angle of iron & steel 1.3 24 2½
672 Ingots of iron & steel 1.2 -10½ -12½

763 Gramophones & reproducers 1.1 9 132
898 Musical instruments & parts 1.0 39 30
775 Household electric equipment 1.0 86 -5
78613 Containers 0.9 102 -23
51-2 Chemical elements & compound 0.9 15½ 4
71 Power generating machinery 0.8 52½ 31
56 Fertilizers manufactured 0.7 25 -7
036 Crustacea & mollusca 0.7 4 -2½
771-2 Electric power machinery 0.7 20½ -2
83102 Travel goods 0.7 20½ 8

Total of the above 79.9
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TABLE 2 (continued)

B. Imports

SITC Share (%) Percentage change
(Rev.2) 1985 1984 1985

1983 1984

333 Crude petroleum 17.9 3½ -3½
793 Ships & floating structures 11.1 50½ 27½
51 Organic chemicals 4.3 22 7½
776 Thermionic valves 3.6 40½ -13
32 Coal, coke & briquet 3.3 11 43½
71 Power generating machinery 2.4 28 -5½
764 Telecommunciations equipment 1.8 -3½ -11
2631 Raw cotton 1.7 15½ -13½
247 Wood 1.6 -3½ -14½
75 Office machines 1.5 10½ 16½

873-4 Measuring & controlling instrument 1.5 28 16½
68 Non-ferrous metals 1.5 19 -12½
771-2 Electric power machines 1.5 21½ -2
041 Wheat & meslin unmilled 1.4 27½ 4
672 Ingots of iron & steel 1.4 39 -10
58 Artificial plastic materials 1.4 17½ -7½
044 Maize 1.4 -17½ -14
792 Aircraft 1.2 103 22½
73 Metal working machinery 1.2 11½ 51
652-5 Textile fabrics 1.1 22½ 9½

674 Plates & sheets of iron & steel 1.1 721½ -8½
281 Iron ores & concentrates 1.0 11 12½
211 Hides & skins, raw 1.0 421 8

611 Leather 1.0 12 -14½
282 Iron & steel scrap 0.9 25 12
52 Inorganic chemicals 0.8 32 1
741 Heating & cooling equipment 0.8 37 15½
2512-9 Pulp 0.8 41½ -3½
33442 Bunker C oils 0.8 5½ -24½
651 Textiles yarn 0.7 20 5½

Total of the above 71.7

Source: Bank of Korea, Monthly Statistical Bulletin
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ANNEX I

Import Liberalization Schedule - Major Items

1987

- Persirmmons
- Canned mutton, canned pork, canned poultry
- Vinyl chloride monomer
- Chlorofluoro methanes
- Phenol
- Acetone
- Ethyl acetate
- Maleic anhydride
- Acid dyes
- Prepared rubber antioxidants
- Polyethylene of high density, excluding ion exchangers
- Polybutadene (BR)
- ^-;.qist drills, excluding those of tungsten carbide
- Ordinary razors, safety razors and parts thereof

Cranes, (excluding cable and crawler cranes) wheel loaders,
crawler loaders, of a freight-lifting capacity not exceeding
10 MT (excluding continuous action machines)

- Excavating, leveling, tamping, boring and extracting machines,
stationary or mobile, for earth, minerals or ores; pile drivers,
snow-ploughs knot self-propelled)

- Self-propelled bulldozers
- CrawIer loaders
- Wire rod mills
- Plate mills and sheet mills
- Machine tools for carpenters
- Cutting machine tools
- Tele-typewriters, teleprinters
- Radar apparatus
- Switchboards
- Hardness testing machines, compression testing machines
- Ball, roller, or needle roller bearings
- Silicon transistors
- Large scale integrated circuits, very large scale

integrated circuits 3
- Motor vehicles with piston displacement under 2,00Dcm
- Micro-buses
- Dump trucks of loading capacity more than four metric tons
- Electronic watches
- Film for videotape recording
- Fountain pens, ball point pens, sign pens
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- Apples, pears, and quinces, fresh
- Canned peaches and fruit cocktail
- Soybean oil
- Polyvinyl chloride (excluding ion exchangers)
- Modacrylic fibers
- Internal combustion piston engines

excludingg outboard motors)
- Vacuum pumps
- Rolling mills (except Billet mills)
- Automatic lathes
- Tapping machines, surface grinders, bending, forming,

shearing, punching, or drawing machines
- Hydraulic presses
- Analogue machines
- Card or tape punches
- Personal computers and accessories
- Ball bearings, roller bearings
- Television cameras
- Passenger cars and light trucks, with a piston

displacement over 2,000cm
Vessels to transport passengers and goods

- Trawlers and fishing vessels
- Yachts and similar pleasure vessels
- Assembled watch movements, watch cases and

parts of watch cases
- Recorder-players of digital audio disc type
- Videotape recorders

Source: Economic Planning Board, Economic Bulletin, 16 November 1986.
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ANNEX II

Elastic Tariff Rates

(in percent)

CCCN No. Item Basic Readjusted
rate rate

Adjustment 7407 Copper tubes and pipes 25 35
tariff rate 8523 Electric power cables 25 35

Emergency .3501 Casein 25 30
tariff rate 2527 Talcum powder 10 20

8505 Electric planes 20 30

2710 Liquid natural gas 10 1
2523 Alumina cement 20 15
7801 Unrefined lead ingot 20 15
8104 Cobalt powder 20 15
8104 Articles of zirconium 20 0

alloy
7107 Cold lumps 20 0
0301 Fishfrozen 20 10

Tariff 0303 Cuttlefish,frozen 20 10
quota 0706 Tapioca pellet 20 7
system 1007 Lupin seed 20 7

2710 Naphtha 5 1
2710 Normal paraffine 10 5
2903 Dinitro toluene 20 15
3205 Synthetic organic 20 12.5

dyestuffs
4801 Filter paper 25 20
7107 Cold wire 20 10
7701 Magnesium ingot 20 10
8438 Parts of cards 20 5
8438 Parts of fine spinning 20 5

frames
8438 Parts of weaving 20 10

machines
8524 Electrode 20 15
9010 Printer of electronic 30 6

micro circuits
2709 Petroleum. oil; 5 1

Finance Bulletin, December 1985.Source: Ministry of


