Current Economic and Financial Movements

Summary

During the second quarter of 1997, the Korean economy showed a higher
growth rate than in the previous quarter, due to the expanded pace of the
increase in exports. Domestic demand, however, continued to be sluggish, and
as a result, the current account deficit narrowed and prices displaved stabler
movements than in the previous quarter.

The GDP growth rate rose to 6.3 per cent in the second quarter from 5.5
per cent in the first quarter, supported by a large increase in exports, whose
positive effects were only partially offset by the continued slackening of do-
mestic demand, particularly private consumption and investment. Thus, the
national economy grew by 5.9 per cent over the first half of the vear.

Exports, on a customs-clearance basis, shifted to a 7.3 per cent increase
during the quarter under review from a 5.6 per cent decrease during the pre-
vicus quarter. In July, the pace of their increase accelerated to 19.3 per cent.
This improvement was attributable to the recovery in the prices of main ex-
port products such as iron and steel products and chemical products, although
it also reflected the low growth rate of exports in the base quarter of the
previous vear. In contrast, imports, on a customs clearance basis, showed only
a slight increase of 0.6 per cent during the second quarter and shifted to a 0.8
per cent decrease in July. This was mainly due to the sluggishness of domes-
tic demand and stable international prices of raw materials. As the growth
rate of exports exceeded that of imports, the current account deficit nar-
rowed to 2.7 billion U.S. dollars during the second quarter from 7.4 hillion U.
S. dollars during the previous quarter. Thus for the first seven months of the
year, the current account accumulated a deficit of 11.1 billion U.S. dollars,
less than the 12.2 billion U.S. dollars for the same period of the previous
year.

Producer prices maintained a stable range of movements, rising by 0.6 per
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cent during the second quarter and dropping by 0.4 per cent in July. Consum-
er prices maintained a stable range of movements from May onwards, holding
to a 0.1~0.2 per cent increase per month. Thus during the Januarv-July peri-
od, the rate of consumer price increases moderated to 2.6 per cent over those
in December of the previous yvear, as against their 4.2 per cent rise in the
same seven month period a year earlier.

Viewing monetary and financial movements, the growth rate of MCT(M.+
CDs+Money-in-trust), on a period average basis, eased to 15.3 per cent in
the second quarter from 18.2 per cent in the first quarter, and further slowed
to 15.1 per cent in July. This was mainly due to the contraction of corpora-
tions’ demand for funds in view of the lackluster economic conditions. Market
interest rates eased steadily during the second quarter of this year, but shift-
ed back to an upward trend in July, reflecting the recurrence of financial
market instability caused by the Kia Group's difficulties.

Economic Movements
Economic Growth

During the second quarter of this year, GDP growth rate rose to 6.3 per
cent from the 5.5 per cent of the first quarter. This was mainly attributable
to the large expansion in the volume of exports, which more than offset the
siuggishness of domestic demand, particularly private consumption and invest-
ment.

The growth rate of final consumption expenditures remained subdued,
standing at 5.0 per cent during the second quarter of this vear, only slightly
higher than the 4.4 per cent during the previous quarter. Among its com-
ponents, private consumption rose by just 4.8 per cent, reflecting both the
employment instability against the backdrop of the economic slowdown, and
the reduction in the propensity to consume(the reduced zest for consumption)
brought about by serial large corporate insolvencies. Viewed by type, spend-
ing on durables, such as automobiles and mobile phones, shifted to an in-
crease, and that on services accelerated 1ts upward pace, while expenditure
on non-durables, such as gasoline, moderated and consumption of semi-dura-
bles remained sluggish. Government consumption, meanwhile, grew by 6.1 per
cent, a higher rate than that of the previous quarter, mainly due to the in-
creased spending on materials and personnel affected by the enlargement of
the functions of local government.

4§ QUARTERLY ECONOMIC REVIEW, SEPTEMBER 1997



Fixed investment decreased by 0.1 per cent, due to the slackening of both
equipment and construction investment. Equipment investment decreased by 1.5
per cent, following a similar downward pace 1n the previous quarter and at-
tributable both to the decline in profitability brought about by the economic
sluggishness and to the increased uncertainty caused by the insolvencies of
several large corporations. Machinery investment recorded a low growth rate
of 0.4 per cent, reflecting the reduced pace of investment in general industrial
machinery, such as metal-working machinery and textile-working machinery,
which offset the briskness of investment in wireless telecommunications
equipment and electricity transmission and distribution apparatus. Transporta-
tion equipment investment also contracted by 7.0 per cent, due to the sharp
decrease of investment in ships and rairoad carriages. Meanwhile, construc-
tion investment registered only a 1.1 per cent increase. This listlessness was
attributable to the steady decline in both residential and non-residential con-
struction investment, as well as the slowdown of public works projects, such
as roads, ports, and railroads.

Exports, in real terms, increased by 24.0 per cent, a much higher rate than
the 15.5 per cent of the previous quarter. This boost was mainly provided by
a sharp pick-up in exports of heavy industrial and chemical products, center-
ing on chemical products, semi-conductors and automobiles. It was also helped
by the favorable performance of service exports, especially transportation and
communications.

[Table 1] Growth Rates by Component of _Exp@ndi—h;re.” |
o e _ Unit ! per cent
1005 19967 - 19979
I M st half Year 1 M st half
G D P 89 78 69 73 71 55 63 59
G N P 87 75 69 72 69 51 56 54
‘Final Consumption Expendityre 7.2 7.5 7.2 74 69 44 50 47
{Private Consumption) 83 - 77 74 7.5 6.9 - 44 4.8 4.6
Gross Fixed Capital Formation L7 82 52 66 71 -12 -01 -06
Equipment 158 49 46 48 82 -16 -15 -1S5
Construction 87 11.2 56 - 80 63 -0.9 1.1 0.2
Exports of Goods and Services 240 203 100 148 141 155 240 199
Imports of Goods and Services 220 163 125 143 148 84 73 78

Notes : 1) Rates of change compared with the same period of the pfevious vear.
2) p : preliminary.
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Imports, in real terms, exhibited a growth rate of 7.3 per cent, slightly
lower than the 8.4 per cent of the previous quarter. Both capital goods, no-
tably machinery, ships and railway locomotives, and consumer goods, center-
ing on automobiles and fur garments, maintained their subdued pace while
imports of services, centering on transportation-related services, also slowed.

Looking at contribution ratios to GDP growth by components of expendi-
ture, that of exports marked a sharp increase to 166.8 per cent from the
127.6 per cent of the previous quarter, underlining their leading role in eco-
nomic growth during the quarter under review. Meanwhile, the contribution
ratio of consumption continued its declining trend evident since the third
quarter of the last year, falling to 50.0 per cent from the 53.2 per cent of
the previous quarter. Fixed investment made a negative contribution of -0.3
per cent to economic growth, following its negative contribution of -8.3 per
cent of the previous quarter.

[Chart 1] Coniribution Ratios to Growth by Components of Expenditure

(%)

300 - Final consumption expenditure - Gross fixed capital formation

250 " Exports of goods and berwc.eb

} Imports of goods and services

200 -

150y -

100 -

50 -

. " 1 o I r
-150 I 10 1)) v I 11

l 1996 ! 1997 —

Viewing economic growth by sector of economic activity, both agriculture,
forestry and fishing and the construction industry showed sluggish perform-
ance, while manufacturing, services, and electricity, gas and water exhibhited
high growth rates.

Manufacturing production grew by 7.6 per cent during the second quarter,
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well above the 5.7 per cent of the previous quarter, owing to the briskness of
exports. Within manufacturing, heavy industrial and chemical production re-
corded a growth rate of 11.2 per cent, higher than the 8.7 per cent of the
previous quarter. This was attributable to the large increases in the produc-
tion of electric and electronic products and of chemical products, boosted by
the favorable pace of their exports, and to the recovery in the production of
transportation equipment, supported by the heightened domestic and external
demand for automobiles. In contrast, the production of light industries de-
clined by 4.8 per cent, a drop similar to the 5.0 per cent decrease in the pre-
vious guarter. Viewed by item, rubber and plastic products exhibited positive
growth, while the production of most other items including textiles, apparel,
footwear, foods and beverages declined due to the contraction of both domes-
tic and external demand.

The growth rate of the electricity, gas and water sector moved up to 8.8
per cent from the 4.8 per cent in the preceding quarter, aided by the increase
in the generation of electricity for both home and industrial use, along with
the continued expansion of the urban gas pipeline network.

Meanwhile, the construction industry continued its subdued pace, registering
a growth rate of just 1.1 per cent, due to the slackening of both private and
government construction. Viewed by sector, private construction failed to
grow at more than 0.2 per cent, as activity in both residential construction
for housing and non-residential construction for factories and commercial
buildings continued to decline, while there was a slowdown in the pace of
civil engineering construction associated with infrastructure projects. Govern-
ment construction also grew by only 1.4 per cent, due to the sluggishness of road
construction and urban c¢ivil engineering projects, whose effects outweighed
the favorable pace of the construction of buildings, such as public offices.

The service sector recorded a growth rate of 8.0 per cent, higher than the
7.3 per cent of the previous guarter. Within this sector, the wholesale and re-
tail trade displayed a growth rate of 5.6 per cent, a little higher than the 4.9
per cent of the previous quarter, due to the expansion of transactions involv-
ing both domestic industrial and export goods. Transportation, storage and
communications, which had shown a high growth rate of 13.8 per cent in the
previous quarter, continued its robust growth pace, rising hy 15.3 per cent. It
was driven by the continued expansion of communications, centering on mo-
hile communications and information communication services, together with
the favorable performance of the transportation and storage sector that re-
flected the increase in shipments of export goods. Finance, insurance, real es-
tate and business services slowed their pace, posting a growth rate of 7.5 per
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cent, slightly lower than the 7.9 per cent of the previous quarter. Their pace
faltered in response to the sluggishness of business services, as corporations
reduced their advertising budgets, despite the favorable performance of fi-
nance and insurance owing to the increase in insurance institutions premiums
and securities companies’ commission income,

Meanwhile, agricultural, forestry and fishing production registered a growth
rate of 0.2 per cent, much lower than the 4.7 per cent of the previous quar-
ter. This poor performance was attributable to the decrease of agricultural
production, induced by the reduction of the area under cultivation for major
items of the quarter under review, such as barley and garlic, and to the slug-
gishness of livestock farming. It occurred in spite of a sharp increase in fish-
eries aided by the favorable marine aquaculture production and large catches
from deep-sea fishing.

[ Table 2] Growth Rates by Sector of Economic Activity"

| _ Unit : per cent

1995 o9 1w

I II lst half Year I I st half
Agriculture, Forestry & Fishing 37 0 10 13 12 35 47 02 16
Mining & Manufacturing - 106 76 62 69 13 57 15 66
(Manufacturing) | 108 77 65 71 74 357 16 67
Electricity, Gas & Water 87 119 107 1L3 107 48 88 68
Construction 86 104 67 83 67 -0 L1 02
Services 0.1 83 85 84 82 73 80 17
Government & Private 21 36 37 36 35 27 21 27

Non-Profit Services
Notes | 1) Rates of change compared with the same period of the previous year.
2) p . preliminary.

Employment and Wages

For the second quarter, the increase in the total number of persons in em-
ployment, which had risen steeply in the first quarter of the year, showed a
reduced pace that reflected the contraction of labor demand in response to
the economic slowdown. However, the rate of increase in the economically
active population also slowed, as the number of persons, and especially of
women, leaving the workforce and no longer actively seeking employment in-
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creased, as jobs became more difficult to secure. In consequence, the season-
ally-adjusted unemployment rate, which had soared to 2.9 per cent in March,
returned to a downward trend from April onwards, falling to 2.4 per cent in
July.

Viewing the pattern of employment by sector during the period, the decline
in manufacturing employment gathered further pace. Employment in manu-
facturing dropped by around 4 per cent, affected by corporations’ continued
downsizing. However, employment in the service sector maintained a high
growth rate of around 5 per cent and that in construction also continued its
favorable pace.

[Table 3] Employment Trends"
............... — Unit : per cent
e I H Jan~Tll Year 1T I Jol. Jan~Jul
Increase in the economically 471 345 357 348 391 687 523 394 575
active population (23) (7 D A7 (19 G4 (25 (1.8 (27
Increase in total number of 540 378 350 359 387 495 387 304 421
persons in employment (27) (1.9 (1.7) (1.8) (2.9 (25 (1.8) (1.4) (20
Manufacturing 78 =91 -103 -95 -96 -137 -209 -239 -182
(1.7) (-1.9) (-2.1) (-2.0) (-2.0) (-2.9) (-4.4) (-3.8) (-3.9)
Construction 119 S6 & 64 72 42 73 65 59
(67) (32) (3.4) (3.4) (38) (23 (49) (3.2) (3.1
Services 514 579 536 350 549 614 591 576  S98
48 (53) (48) (50) (49) (54 (5D (49 (52)
Unemployment rate” 2.0 1.9 20 20 2.0 2.6 2.6 2.4 2.6

Notes : 1) Figures in parentheses indicate rates of change compared with the same period of the
previous year,
2} Seasonally adjusted rates in per cent.

During the second quarter, the growth rate of nominal wages across all in-
dustries fell to 9.7 per cent from the 11.6 per cent in the preceding quarter,
due to the economic slowdown and the subsequent heightened uncertainty in
the job market. By sector, the growth of nominal wages in transport, storage
and communications rose slightly faster than in the previous quarter, while
the growth of those in manufacturing, construéﬁén, and the wholesale and re-
tail trade, restaurants and hotels sector all slowed.
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[Table 4] Rates of Increase in Nominal Wages byIndustry” | | |
. - S .. . Unit: percent
1996 . - . 1997

9 TN g naf Year T T st haif
MmO (i3 137 o3 120 ile iie 97 107
(Manufacturing) 99 156 105 130 122 99 93 . 96
{Construction) .90 80 194 99 . 85 132 85 108
(Wholesale and retail trade, 105 138 119 128 1227 157 9.0 123
restaurants and hotels) e ..: T B
(Financial intermediation, real C 121 161 17.5 168 178 113 123 118

estate, renting and business activities) N . o
(Transport, storage and communications) 146 - 78 33 56 74 100 93 97
Note . 1) Rates of change compared with the same period of the previous year. -

External Transactions

Exports reversed their trend to post an increase of 7.3 per cent in the sec-
ond quarter of 1997 and a strong expansion of 19.3 per cent in July, com-
pared with the same period in the previous vear. Their improved perform-
ance was largely attributable to an upturn in the international prices of major
export products and to their low growth rate in the base period of the previ-
ous vear. By commodity group, exports of heavy industrial and chemical
products, which had been sluggish, shifted to an increase of 7.8 per cent dur-
ing the second quarter, consolidating their renewed strength with a rise of 18.5
per cent in July. They were led by expanded exports of chemical products,
automobiles, iron & steel products, and semiconductors. Exports of light in-
dustrial products, also, posted strong growth at the 25.5 per cent level in
July, centering on those of textile yarns.

Seen by region, the trend of exports to industrial countries reversed its de-
cline to show an increase during the second quarter and one of 20.6 per cent
in July. It was headed by expanded exports to the United States and the EU.
Exports to developing countries also recorded a high growth rate owing to
the expansion in exports to China and Southeast Asian countries.

L/C arrivals during the second quarter increased slightly. In July, however,
they registered a negative growth rate, falling 4.4 per cent compared with
the same period of the previous year.
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[Table 5] Rates” of Increase of Exportsz} & L/ C Arrivals S
Umt . per cent

| R
I O Jul Jan~Jl Yewr I I Jul Jan~hi
Fxports 203 35 -56 85 37 -S6 73 193 34
~ Light industrial products 103 97 38 90 75 23 37 255 64
Textiles & clothing -43 -33 38 -26 -21 33 37 75 42
{Textiles) -52 33 133 13 24 58 31 44 43
(Textile yarns) 42 -28 -03 03 99 341 265 417 316
Tires & tubes 243 166 84 184 165 -I158 -74 69 -89
Footwear | -27.3 =291 -19.7 -27.0 -27.6 -247 -274 -30.9 -26.7
Others 43.1 375 60 344 281 57 69 636 137
Heavy industrial & chemical ~ 24.5 01 -122 -~ 7.4 ~ 09 -11:9 78 185 0.4
products - P
Chemical products 30 -140 23 -47 -1.6 . 48 313 283 88
Tron & steel products 177 -418 -28.5 -31.6 -268 153 145 .255. 16.3
General machinery 244 118 -65- 138 108 78 85 204 - 97
Electric & electronic products 29.9 =59 -260 - 44 -68 -168 13.0 369 = 1.7
(semiconductors) 569 -17:3 -42.5 0 50 -193--41.0° . 7.7 - 366 -157
Automobiles 241 228 -42 193 264 101 31.2. 307 140
Ships © B76 . 578 302 643 288 457 -169 .-0.2 -26.2
Others | 404 - 72 -S.5 175 0 -04 =275 -158 -14.4 -20.9
To industrial countries 165 . -95 -167 -08 8.2 -147 86 206 -0.1
To developing countries 239 163 61 17.7 - 156 26 - 63 . 182 64
L/C arrivals -2 -86 38 -38 -44 =70 08 ~-44 -33

~ Notes : 1) Compared with the same period of the previous year.
2) On e customs-clearance besis at f.ob. prices. =

Imports themselves registered a modest increase of 0.6 per cent during the
second quarter and reversed to a small decrease in July. This was largely in
response to the listlessness of domestic demand and stable international prices
of raw materials.

By commodity group, consumer goods imports showed a trend of decrease
from the second quarter, reflecting the sluggishness of domestic consumption
and the stable movements of international grain prices. Imports of capital
goods, which had recorded an increase of 2.6 per cent during the second
quarter caused by a surge in imports of aircraft, decreased 14.4 per cent in
July, led downward by imports of general machinery. Meanwhile, imports of
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raw materials increased only slightly in the second quarter, responding to sta-
ble international crude oil prices. In July, though, they climbed steeply rising
by 12.5 per cent, because of increased imports of petroleum & its derivatives.
Seen by region, imports from industrial countries continued te decrease in
absclute terms, led downward by those from Japan and the EU. Meanwhile,
there was a slowdown in the growth of those from developing countries.

[Table 6] Rates' of Increase of Imports” | )
L | . Unit © per cent

1996 1997 |
I 0 Jul Jm~dul Year I M0 Jul Jan~ul
Impots 168 67 126 116 113 39 06 08 18
Consumer goods 251 191 160 209 212 53 -50 -33 06
Rew materials 190 95 938 (34 102 87 04 125 56
Crude petroleum 151 59 876 17.7 335 674 227 106 399
Others 198 102 02 126 58 -32 -40 129 -14
(Iron & Steel) 487 189 20 269 05 -261 -188  -8.2 -20.5
(petroleumn & derivatives) 312 300 -114 264 169 -27.4 -238 394 -21.2
Capital goods 1.9 03 147 .70 100 -32 26 -144 -26
General mechinery 88 -22 176 5.1 7.2 -13.7 -85 -326 -14.7
Flectric & electronic products 157 62 131 110 96 116 163 162 143
Aircraft 0.2 -50.1 -9.9 -223 120 -367 1457 -284 130
Precision machinery 100 34 359 110 202 3.8 48 -23.1 -0.8
L Others 220 125 7.3 152 159 -3.2 -379 -258 -22.5
From industrial countries 139 - 41 94 87 78 -53 -L2 66 -37
From developing countries 228 125 203 178 184 211 42 123 126

Notes : 1) Compared with the same périod of the previous year.
2} On a customs—clearance basis at c.if. prices, . |

The current account accumulated a deficit of US$ 11.1 hillion during the
first seven months, less than that of the same period in the previous year
(US$ 12.2 billion). This narrowing was mainly attributable to the continued
decline in the size of the trade deficit caused by the increased exports com-
bined with sustained deceleration of import growth. However, the scale of the
improvement was reduced by a large deficit on invisibles that reflected in-
creased outlays for transportation services and overseas travel
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[Table 7] Balance of Payments: Current Account

— Unit. bllhonUS.dollars
1996 1997

I I  Jul. Jen~Jul Year = 1 1 Jul Jan~Ml

Current account balance 46 -53 -23 -122° —237 74 27 -10 -1L1

 Trade balance 35 31 018 774 1537 -4 06 03 63
Invisible trade balance -1.9 -1.9 -05 -43 -7.6 . -18  -20 -06 -44

T;gnsfers(net) -02 03 -00 -05 --0.8 -02 01 - 0.0 -0.4

From early April onwards, the Korean won showed stable movements at
around the 890 won per U.S. dollar level thank to the narrowing current ac-
count deficit and the increase of the capital inflows. Since July, however, it
has depreciated against the U.S. dollar, affected by the Kia crisis and the
rapid depreciation of several Southeast Asian currencies and softening of the
Japanese yen. At the end of August, it was trading at 902 won per dollar,
showing a loss of 6.4 per cent of its value at the end of the previous year.

[ Table 8] Exchange Rate Trends of the Korean Won
(E;nd of perzoé) |
1996 . 1997 o
| e e ?"1@5’ e T T
U S. dollar(W/$) 84420 897.10 892.10 891.30 88210 892.00  902.00
(-82) (-59) (-5.4) (-53) (49 (-54) (-64)
Japanese yen(W/100¥) 726.51 723.18 70272 T767.14 77529 75593  746.69
(31) (05 (34 (53 (-63)° (-39 (27
Deutsche mark(¥/DM) 542.89 53453 S17.01 522.90 - 51026 486.17 498.62

(0.7 (16) (500 (38 (64 LD (89)
‘Note : 1} F1gures in parentheses indicate appreciation{depreciation,=) rates. mmpared with the end.
of the previous year(%). |

Against the Japanese yen the Korean won began to weaken rapidly from
May, in response to the yen's strengthening in international financial markets.
As the Japanese ven has softened again in international financial markets, the
won has rebounded against it since July. As of the end of August, the won
exhibited a 2.7 per cent depreciation ovef its value in yen terms at the end
of the previous year.
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Prices

Prices, which had shown unstable movements during the first quarter, re-
gaimned stability during the second quarter and July.

Producer prices rose by only 0.6 per cent during the second quarter over
the last month of the preceding quarter, and dropped by 0.4 per cent in July
over the preceding month. Viewing their movements by item, the prices of
manufacturing goods remained stable, helped by the downturn in prices of pe-
troleum products, paper products, and television and communication equip-
ments, as a result of the stability of international raw material prices and in-
creased price competition. Charges for electric power, water and gas supply
also showed stable movements during the quarter under review, but in July
they displayed an exceptional upturn, caused by higher electricity rates.
Meanwhile the prices of agricultural, forestry and marine products gradually
stabilized during the second quarter, with the clearing of the supply-demand
imbalances for some items that had caused price instability earlier in the
year. Notably during July, they dropped by 0.7 per cent, owing to the in-
creased shipments of some fruit, such as water melon, and the seasonal con-
traction of the demand for wet fish.

Consumer prices maintained a stable range of movements from May on-
wards, holding to a 0.1~0.2 per cent increase per month. Thus during the
January-July period, the rate of consumer price increases moderated to 2.6
per cent over those in December of the previous year, as against their 4.2
per cent rise in the same seven-month period a year earlier.

Viewing the movements of consumer prices by item, those of agricultural
and marine products stayed within a stable range during the second quarter,
but showed a rising trend around the beginning of July, affected by the poor
crops of some vegetables. The prices of manufactured goods slowed down
their rate of increase during the second quarter and dropped by 0.2 per cent
in July, led by textile products and furniture, as demand-push pressures
weakened amid dull domestic business conditions and international raw mate-
rial prices remained stable. Charges for services also showed a slower upward
pace from the second quarter onwards than in the same period of the previ-
ous year. This was thanks to the stability of house rents and charges for
personal services, which largely offset the upward pressures caused by higher
charges for public utilities such as electric power and gas supply, and bus,
railroad and subway services.
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[ Chart 2] Price Movements''

- Consumer Prces

Producer Prices

i | | ! ; | I 1 - | 1 | | | i
Mar. Jun. Sep. Dec. Mar. Jun. Scp. Dec, Muar. Jun. Sep. Dec. Mar. Jun.
1994 —1 L —jo9s—1 L —— 906 —1 L1997

Note . 1) Rates of increase compared with the same period of the previous year.

Real estate prices, which had displayed steep upward trends at the begin-
ning of the vear, exhibited a greater degree of stability from the second quarter
onwards. Housing prices continued to move within a stable range, in line with
the seasonal cooling of demand and the hesttation by potential buyers amid
widespread expectations of the continued stability of housing prices. Housing
rents shifted to decreasing trend during the second quarter, falling by 0.5 per
cent. In July they continued to decline, dropping by 0.2 per cent. Land prices
marked only a 0.14 per cent rate of increase during the second quarter, reflecting
the government’s continued policy of stabilizing real-estate prices and enlarged
supply of land from several large corporations following their insolvencies.

[ Table 9] Trends of Real Estate Prices”
_ _ LInit : per cent
_________ o | | —iggr
I I Jan.~Jul. Year I 11 Jul. Jan.~Jul.
Housing prices -02 06 00 06 L5 24 00 -01 23
(Apartments) 0.7 1.2 0.0 1.2 35 4.4 0.0 0.1 45
Land prices 0.55 022 024 045 095 015 014 — 0.29

Housing rents 3.6 32 07 3.9 65 25 -05 -02 19
Note : 1} Rates of change during the period. |
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Money and Banking Movements
Money

During the second quarter of 1997, the annual growth rate of MCT(M. |
CDs+Money-in-trust) declined to 15.3 per cent from its 18.2 per cent of the
previous quarter, and it slowed further to 15.1 per cent in July. This was
mainly due to the contraction of firms’ demand for funds caused by a pro-
tracted economic downturn. The growth rate of M., which had continued to
accelerate since the realignment of the trust account system, also eased to
19.3 per cent from the 19.5 per cent of the previous quarter and slowed fur-
ther to 17.9 per cent in July as the effects of the realignment had somewhat
subsided.

[ Table 10] Rates of Increase’of Mone Aggregates
' (Average of dmly figures o o  Units per cent
s 1997
MCT 223 227 219 20 0 21 7 1f?§f.-2fi 153 160 152 148 151
M, 140 15277173 183 162 11957193 -209 190 181 17.9
Reserve money C1L9 31906 555 2.1 -163 ~17.1 ~21.6 ~14.5 -15.0 -16.6
Currency-in-circulaion 9.4 94 62 81 83 61 -'49 38 57 53 48
M, | 1.3 99 91 71 93 56 31 32 37 25 21
M.+CD © 135 149 (161 170 155 177 159 166 158 152 1514
M, 186 199 :19.7- 17.9 19.0 ~17.3 158 162 158 155

Notes : 1} Compared with the correspondmg penod of the prevxous year
2} P . Preliminary. - - R

Surveying the increase of MCT by sector during the second quarter based
on changes in period-end figures, the private sector supplied only 13,444 bhil-
lion won. This was because corporate demand for loans decreased due to the
economic slowdown. Moreover, in response to the widespread nervousness of
the markets caused by the insolvencies of several large corporations, financial
mstitutions became more cautious in their lending to companies and showed
little appetite for purchases of securities such as corporate bonds. The gov-
ernment sector absorbed 1,207 billion won, a substantial reduction from the
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previous quarter, on account of the decrease in tax receipts associated with
the economic downturn. The foreign sector, which had been a net absorption
sector since the second half of the previous year, supplied 3,870 billion won.
This was attributable to the narrowing of the current account deficit and to
inflows of foreign funds for stock investment. The size of absorption by the
other sector was 4,273 billion won, less than in the previous quarter as sales
of cover bills declined.

In July, claims on the private sector expanded mainly through increases in
general loans. The scale of the government sector's absorption decreased
greatly compare with the same month of the previous year, led largely by
the effects of the lending-out of surplus Treasury funds to the banks. The
supply of liquidity through the foreign sector decreased due to the reduced
scale of capital inflows amid the protracted sluggishness of the domestic
stock market; meanwhile the scale of liquidity absorption through the other
sector widened.

[ Table 11] Money. Supply by Sectar =
- (End-of-period figures) -

Unit : billion won

R L T /|

I 1 ol b~ Yer o1 M Jui? el
Cleims on government -5097 -1,717 -4,806 -11,620 -2,600 6,178 -1,207 -1,747 -9,13]
Claims on private sector 13,950 20,022 10,815 44,787 71,044 20,205 13,444 7,216 40,955
(Loans) (4,602) (11,920) (7,539) €24,061) (34,447)(10,693) (7,922) (4,543)(23,158)
{Securities) (8,037) (5,944) (1,800)(15,781)(24,648) (9,134) (2,736) (2,005} (13,876)
Foreign sector 424 1956 -2,631. -251 -2,279 -3.610 3,870 391 651
Other seetor - 2963 {4087 -2,182 -9,232 -15,988 -5676 4,273 3,039 -12,988

MCT 6,315 16,174 1,196 23,685 50,178 4,832 11.834 2,821 19,487

In its conduct of monetary policy during the second quarter of 1997, the
Bank of Korea placed priority on siphoning off the liquidity that had been
supplied in order to reduce financial market instability. To this end, it offered
a larger volume of sales of government and public bonds under resale agree-
ments, termed reverse RPs, than of purchases of them under repurchase
agreements.
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Through its partial implementation of the fourth stage of interest rate de-
regulation, the Bank also made efforts to improve the monetary policy instru-
ments avallable to it in preparation for the shift to a fully market-based and
indirect system of monetary management. As of July 4, it eased regulations
on banks loan management by lowering the guideline ratio for local banks’
credit to small and medium enterprises and abolishing the restriction on the
extension of credit for business related to condominiums. With effect from
July 7, it liberalized interest rates on savings deposits and on bhoth preferen-
tial savings deposits and company savings deposits with a maturity of less
than three months. The Bank also eased the conditions on the issue of mar-
ket-based financial products such as CDs, RPs and cover bills and abolished
the restriction on maximum interest rates payable after maturity on deposits
with fixed maturities. It also allowed commercial banks to issue financial de-
bentures with a maturity of at least three years.

Financial Markets

During the second quarter, market interest rates showed a downward trend
as financial markets gradually recovered from their uneasiness. Call rates fell
to around a level of 10 per cent in early June and yields on corporate bonds
continued to soften throughout the period. In July, though, call rates exhibit-
ed an upward trend toward the end of month affected both by renewed mar-
ket fears provoked by the application of the bankruptcy-prevention accord to
Kia group and by the increased demand for funds tc meet value added tax
payments. The yield on corporate bonds, although 1t did show a temporary
rise with the loss of the market’s appetite for corporate bonds given their
heightened credit risk, remained around the level of 12 per cent for the
month as a whole,

Turning to deposits at financial institutions during the second quarter, de-
posits taken by merchant banking corporations shifted to a net decrease. De-
posits at deposit money banks and investment trust companies exhibited a
similar increase to that in the previous quarter and deposit-taking by banks’
trust accounts expanded.
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[ Chart 3] Market Interest Rate Movements
(%)
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Among the products offered by deposit money banks, the growth of short-
term savings deposits which may be used for settlement decreased, being in-
fluenced to some extent by tax—payments. Time deposits, however, expanded
markedly led by market interest rate linked products following the abolition
in February 1997 of the minimum maturity, previously one vear, of deposits
on which flexible interest rates may be applied. Meanwhile, the upward trend
in sales of cover hills, which had expanded considerably in the previous quar-
ter reflecting the elimination of ceilings on their issuance by individual banks,
shifted to a decrease due to the shortage of the original bills which underlie
this product. Sales of CDs, however, changed to a slight increase. In the case
of merchant banking corporations, while their sales of own paper showed a
favorable pace, those of commercial paper decreased sharply as banks trust
accounts mainly purchased only highgrade commercial paper, being influenced
by the continuing wave of corporate insolvencies. As for investment trust
companies, stock funds shifted to a decrease and short-term bond funds ex-
hibited a slower increase. But their long-term bond funds experienced strong-
er growth, reflecting their enhanced competitiveness following the fall of
market interest rates. Among banks’ trust accounts, products such as non-spe-
cific money-in-trust and development trusts continued to show weak perform-
ance as a consequence of the realignment of the trust account system, whereas
specific money-in-trust products expanded markedly thanks to high returns.

THE BANK OF KOREA 19



In July, deposits at deposit money banks showed much slower growth. This
was because, although time deposits experienced a favorable increase, demand
deposits shifted to a decrease and sales of CDs and cover hills were sluggish.
Deposits taken by merchant banking corporations continued to shrink. On the
other hand, deposit taking by investment trust companies showed a sizable
increase and banks’ trust accounts exhibited a similar increase to that in the
second quarter.

[Table 12] Growth of Deposits at Financial Institutions
- (E’ﬁld*ﬂf*pemd'_ﬂgur es) Uit : billion won

1997

1996 "
I I - Jul Ja~hl Year I O  Jul® Ju~hl’
Deposit money banks 727 9,651 . 559 10,937 28,137 7,156 7,642 1,225 16,022
Demand deposits -3,031 985 -970 -3.016 643 -2,596 1,296 -1,868 -3,168
Time and savings deposits 2,074 7,768 1,215 11,058 22,946 5616 6851 3,221 15,689
Short-term savings 1,150 2,087 -971 2,266 5370 . 454 -1,569 878 -237
deposits |
Time depasits 86 3,113 1,198 4,397 4,629 1,038 4225 1,721 6,984
Installment-type deposits 838 2,569 989 4,396 12,948 4,124 4,196 622 8,942
CDs 1,574 626 -277 1,924 1901 -1,924 1,026 -40 -938
Cover bills 109 272 590 971 2,648 6,059 -1,531  -90 4,439
Merchant banking 8,585 3,721 1,131 13,436 23,723 7,825 -1,404 -8Bl 6,340
corporations - PR .
Sales of own paper 354 230 1916 2,500 5602 837 3,076  -51 3,862
CMAs 1,223 -534 -840 -151 139 684 960 -426 1,218
Sales of commercial paper 7,008 4,025 54 11,087 17,982 6305 -5440 396 1,260
Investment trust companies 4,905 2,808 617 8,330 8,337 3,793 3,720 5311 12,824
Short-term bond funds 1,396  -303 250 1,342 4,538 2,158 1,687 2219 6,064
(MMFs) (=) (=) (=) (—)(5666) (3,120 (1,049) (1,637) (5,807
Long term bond funds 3,978 3,984 239 8200 3,568 1,107 2,637 2493 6,236
Stock funds 604 773 152 -1,226 256 447 -225 658 879
Trust-type securities 53 -76 -30  -53 -1 209 -354 -15  -160
SAvIngs | L _
BMFs 83 -23 7 66 -24 -127 -24 45 -196
Money-in-trust 8,508 8044 1,275 17,827 26203 3,940 5,860 1,726 11,523
Company money-in-trust 990 -8 404 578 728 - -539 -106 - -341 . -986
Household money-in-trust 6,202 4,022 - 689 -1-0_,91'2 12,002 - —580 © -905 -5t -1,536
Specific money-in-trust 655 - 126 175 . 956 5631 3,059 <5299 1,104 9,462
Individual pension-trust ~ -498 -119 -125 741 -1,346  -679  -566 - -280 -1,525
Other trusts” IS8, 4,023 941 6,123 10,643 2,679 2137 1,294 6108

Notes | 1) Including installment money-in—trust, non-specific aney—in"tﬁ;st and develogment trusts.

2} P : Prelintinary
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The stock market staged a recovery during the quarter under review, help-
ed by greater stahility of interest and exchange rates, the raising of the over-
all ceiling on foreign portfolio investment and expectations of economic recov-
ery following the strengthening of the Japanese yen. As a result, there was a
brisk fund-raising by way of rights issues. In the bond market, the issuance
of MSBs was increased considerably in order to soak up the additional liquid-
ity which had been supplied in order to help stem the wave of corporate in-
solvencies. Issuance of corporate bonds, however, continued to decline, mainly
because of the contraction of firms demand for funds and the cancellation of
some issues as banks and securities companies were reluctant to guarantee
them following the increased number of company failures.

In July, the stock market made a brisk start to the month amid expecta-
tions of economic recovery and enlarged foreign portfolio investment. But
around the middle of the month, sentiment again turned bearish in response
to Kia group’s being placed under the bankruptcy-prevention accord. Issuance
of corporate bonds, meanwhile remained at about the same level as in the
second quarter.

[ Table 13] Securities Markets
~_Unit: billion won
1996 1997
1 11 Jul.  Jan~Jl  Year 1 - Jul” o~
{Stock Market) '

Value of stocks traded
(Daily average)

Korea Composite Stocks

381 680 406 512 487 515 684 386 598

Price Index" -

(Fnd of period) 2742 8174  821.8 8218 6512 6773 7454 7261 726.1
(Daily average) 8659 9106 8322 8798 8334 6738 7238 7523 707.1
Stock issued - 970 983 515 2468 5043 383 742 654 1,779
Public issues 264 159 0 423 1,392 98 77 83 257
__Rights issues ] 706 824 515 2045 3652 285 665  S7T1 1521

(Bontd Market) '
"(%‘;‘i’l }?faﬁgr';g‘é)md 873 814 459 785 701 726 881 846 810
Government & public bonds 322 289 198 289 258 334 417 407 380
Corporate bonds 551 524 261 496 443 392 465 439 430
Net bond issuance 7,911 9,123 951 17,985 25359 1,448 (1,135 2,182 14,764
Government & public bonds 3,082 5612 318 9012 9,071 -1,328 8256 1,256 8,184
(Monetary control bonds) (-240) (3,219) (260} (3,239) (-795) (-3,410) (4,591} (168) {1,349)
Corporate_bonds 4,829 3,511 633 8,973 16288 2,775 2879 926 6,580
Notes : 1) 1980. 1. 4=100. -
2) P ! Preliminary.
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