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Current Economic and Financial Movements
Summary
During the third quarter of 1995, the Korean economy continued its strong
expansion evident since the fourth quarter of the previous year. However,
the current account deficit persisted on external transactions. Viewing price
movements for the July-October period, consumer prices exhibited a stable
range of movements, while the upward trend of producer prices weakened.
GDP growth rose to 9.9 per cent during the third quarter, supported by the
large increases in both equipment investment and exports, along with the expansion of construction investment.
Exports, on a customs-clearance basis, maintained their strong growth, increasing at a rate of 34.0 per cent in the third quarter and 30.3 per cent in
October, thanks to brisk exports of heavy industrial and chemical products.
Growth of imports, on a customs-clearance basis, slowed to 34.0 per cent for
the third quarter and by 29.1 per cent in October, as the rise in imports of
capital and consumer goods began to slacken. The third quarter’s trade balance improved somewhat over the preceding quarter’s as the pace of export
growth outstripped that of imports. In contrast, invisible trade and transfers
deficit widened slightly. As a result of these movements, the current account
posted a 2.2 billion U.S. dollar deficit during the third quarter, accumulating a
deficit of 8.2 billion U.S. dollars for the first three quarters of the year.
Consumer prices marked a 4.0 per cent increase during the third quarter
compared with the same period of the previous year, restrained by the more
stable movements in the prices of agricultural products. In October, consumer
prices continued to move within a stable range, showing a 4.4 per cent rise.
Producer prices rose less sharply helped by the stable movements of agricultural product prices. Consequently, for the third quarter and in October, the
increase in the producer price index stood at 5.1 per cent and 3.9 per cent,
respectively.
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Viewing monetary and financial movements, the growth rate of M2, on a
period average basis, eased to 14.5 per cent during the third quarter under
review from the 16.5 per cent of the previous quarter, and it edged further
downward to 13.8 per cent in October. Responding to favorable liquidity conditions, market interest rates continued to show downward stability throughout the quarter under review and this trend was maintained in October.

Economic Movements
Economic Growth
During the third quarter of the year, the Korean economy continued its
current expansionary phase of the business cycle, with GDP growing by 9.9
per cent. In consequence, GDP growth registered 9.8 per cent for the first
three quarters. This robust performance was due to the continued buoyancy
of both exports and equipment investment, along with the expansion of construction investment and the acceleration of private consumption.
During the quarter under review, final consumption expenditure increased
by 7.2 per cent, approximately the same as the 7.3 per cent in the previous
quarter. Among its components, private consumption remained strong, running
at 8.0 per cent, the same level as in the previous quarter. This was attributable to the continuous increase of spending on both durables, such as PCs, and
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on semi-durables, such as auto-components and home hairdressing appliances,
which was accompanied by a remarkable increase in outlays for overseas
travel. Government consumption, meanwhile, grew only by 2.1 per cent, as a
result of a decrease in manpower and material costs, thanks to the slimmingdown of the central government’s organization.
Fixed investment grew by 16.0 per cent, much higher than the 12.7 per
cent of the previous year, encouraged by the great expansion of equipment
investment and the high acceleration in the pace of construction investment.
Equipment investment showed a high growth rate of 21.1 per cent, thanks to
brisk investments in both general industrial machinery, such as industrial machinery for transportation and computers, and in transportation equipment,
such as trucks and ships, which together served to offset the notably sluggish pace of investment in special industrial machinery, such as textile and
chemical machinery. Also, construction investment grew by 12.3 per cent,
much higher than the 8.3 per cent of the previous year, because investment
in non-residential construction, such as plants and offices, was brisker while
investment was buoyant in both residential and infrastructure construction.
Exports, in real terms, exhibited a high growth rate of 28.3 per cent. This
was attributable to robust exports of heavy industrial and chemical products,
centering on automobiles, semi-conductors and machinery, which were helped
by both the enlargement of production capacity and by the strength of the
Japanese yen during the preceding two quarters. Those of light industries,
such as shoes, clothing and furs, however, recorded a lackluster performance.
Imports, in real terms, expanded by 25.6 per cent, owing to the particularly
large increases in imports of capital goods, raw materials and consumer goods,
sucked in by the booming domestic economy.
Looking at contribution ratios to GDP growth by component of expenditure,
that of exports moved up from the 95.9 per cent of the second quarter to
103.5 per cent. That of fixed investment also rose, climbing from 50.8 per
cent to 60.2 per cent, as the contribution ratio of construction investment ascended from the 19.6 per cent of the preceding quarter to 27.0 per cent and
that of equipment investment also advanced. Meanwhile, the contribution
ratio of consumption, which stood at 47.0 per cent, was lower than the 49.2
per cent of the previous quarter.
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Viewing the economic growth by sector of economic activity, manufacturing
and service production both continued buoyant; construction production, too,
showed a remarkable expansion.
Manufacturing production recorded a high growth rate of 11.6 per cent,
propelled by the great expansion of exports and equipment investment. But
there was a deepening of the disparity between the growth rates of the
heavy and the light industrial sectors. Heavy industrial and chemical production achieved growth of 17.4 per cent, thanks to the favorable performance
of industrial machinery, electric and electronic products, and transportation
equipment, associated with the favorable evolution of external and domestic
demand and the enlarged production capacity available. In contrast, light industry production fell by 3.1 per cent. This reflected the reduced exports of
footwear, textiles, and leather goods, along with the sharp decrease in the
production of beverages, which had risen sharply in the base period of the
previous year when the weather had been exceptionally hot.
The construction industry expanded by 11.6 per cent, higher than the 8.7
per cent of the previous quarter. This robust performance was due to the
buoyancy of private construction, which grew by 14.0 per cent, rather higher
than the 8.4 per cent of the previous quarter. The briskness was attributable
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to the continued rapid pace of non-residential building construction, which
was driven by the expansion of equipment investment by firms and increases
in both residential building construction and civil engineering. On the other
hand, the growth rate of government construction eased to 5.4 per cent,
owing to the slowing of railroad and subway construction.
The service sector continued its rapid pace, growing by 11.0 per cent. This
resulted from the swift advance of communications, which centered on mobile
telecommunications, such as cellular phones and pagers, and on information
communication services and international telephone services. The service sector’s briskness was also supported by the expansion in financial and insurance
services, driven by active sales of personal pensions schemes.
Meanwhile, agriculture, forestry and fishing production increased by 5.6 per
cent, led by the plentiful crops of vegetables and fruits, which were the two
major sectoral items in the quarter under review. These yields, which were
attributable to good weather conditions and the expansion of land devoted to
the cultivation, more than offset the effect of poor fish catches owing to oil
spills off the South coast and red tides.
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Employment and Wages
During the third quarter of the year, the growth rate of the total number
of persons in employment stood at 2.7 per cent. This outpaced the 2.4 per
cent increase in the economically active population thanks to expanded opportunities for employment under the continuingly favorable business conditions.
Accordingly, the seasonally adjusted unemployment rate stood at 2.0 per cent,
which approximates to the level of ‘full employment.’
Viewing the pattern of employment by industry, the recent upward trend
in manufacturing employment slackened off to register a 1.4 per cent(63,OOO
persons) rise. Public and service sector employment continued its sharp expansion, growing by 8.4 per cent(310,OOO persons). Similarly, construction employment rose steadily, maintaining its recent strong trend and increasing by
6.2 per cent(114,OOO persons).

[Table 31

Total employed
Marlufacturirlg

Nominal wages in all industries rose by 14.2 per cent for the July-August
period, higher than the 11.6 per cent in the second quarter, centering on the
payment of both extra wages agreed in wage negotiations and of Chusok
(Korean Thanksgiving Day) bonuses. By sector, nominal wages rose at about
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the 15 per cent level in the wholesale and retail trade, restaurant and hotel
sector, and in financial intermediation, real estate, renting and business
activities. In the manufacturing and construction sectors, nominal wages
showed a larger increase than in the second quarter, rising by 13.7 and 12.8
per cent, respectively.

External Transactions
Exports, which had increased by 33.3 per cent during the first half, maintained a firm growth, rising by 36.6 per cent in the third quarter and by 30.3
per cent in October.
By commodity group, exports of heavy industrial and chemical products
continued their brisk growth especially in the case of automobiles, electric
and electronic products, and general machinery. Exports of light industrial
products showed moderate growth, led by an increase of exports of textile
yarns, sporting goods, etc.
Seen by region, exports not only to developing economies, notably SouthEast Asian countries, China, and the Middle East, but to industrial countries
such as the E.U. member states, maintained their strong growth.
Meanwhile, the rate of increase of L/C arrivals decreased by 11.4 per cent
in the third quarter and by 3.6 per cent in October, largely due to the weakened Japanese yen.
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Imports showed a gradual deceleration of growth rising by 34.0 per cent
during the third quarter and by 29.1 per cent in October, trailing behind the
pace of export growth.
By commodity group, imports of raw materials continued their upward
trend thanks to buoyant exports. However, the pace of increase of capital
goods and consumer goods imports decelerated compared with the first half
of this year.
I/Ls issued, a leading indicator of imports, maintained a downward trend
centering on general machinery, rising by 23.3 per cent during the third quarter and by 21.3 per cent in October.
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Consumer goads
Raw materials
Crude petroleum
others

(Iron & steel)
capital M
General machinery
Electric & electronic products
Aimafl
Precision machinery
____________.

2) On a customs-cl

The current account, which had been US$ 2.7 billion in the red for the
second quarter, recorded a narrower deficit of US$ 2.2 billion for the third
quarter. Thus, it accumulated a total deficit of US$ 8.1 billion for the first
nine months of the year, much larger than that of US$ 4.3 billion during the
same period of the previous year. During the third quarter, the trade balance
improved a lot as exports outpaced imports whereas the invisible trade balance deteriorated further, reflecting increased outlays for transportation-related expenses, overseas travel, royalties and technical services.

[Table 71

Balance of

nts : C

Invisible trade balance
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The Korean won continued to appreciate until July due to the expanded inflows of foreign funds, mostly prompted by the raising of the ceiling on overall foreign portfolio investment in a company’s shares from 12 per cent to 15
per cent. From early August, however, it weakened slightly in response to
the robustness of the U.S. dollar in international foreign exchange markets to
trade at 769.2 won per dollar at the end of November, showing a rise of 2.5
per cent over its value at the end of the previous year.
Against the Japanese yen, the Korean won also appreciated by 4.4 per cent
during the year to November, reflecting the yen’s weakening from the beginning of the second half, and more than recouping its sharp depreciation in
the face of the Japanese yen’s strength in the first half.

Prices
Consumer prices continued to exhibit a stable range of movements during
the July-October period, and producer prices slowed from their rapidly increasing trend that had commenced in the latter half of the previous year.
During the third quarter of the year, consumer prices rose by 4.0 per cent
and in October by 4.4 per cent compared with the corresponding periods of
the previous year. This pattern was attributable to the stability of the prices
of agricultural products, which offset the increased charges for services, especially public and private services.
For the third quarter of the year, producer prices rose by 5.1 per cent.
Although the prices of manufactures continued to move upward in response
to higher prices for internationally traded raw materials, the upward pressure
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was defused by the price stability of agriculture, forestry and marine products. In October, producer prices showed a stable rate of increase of 3.9 per
cent.

Price Movements’’
10

Note

1)

Rate of increase compared with the same period of the previous year.

Real estate prices, meanwhile continued to fluctuate within a stable narrow
range. Housing prices registered a slight fall of 0.1 per cent for the third
quarter of the year over the same period of the previous year, and they
dropped by 0.2 per cent in October. Land prices rose by 0.5 per cent during
the third quarter. On the other hand, housing rents showed a pronounced upward movement during the third quarter, rising by 4.3 per cent compared
with the same period of the previous year. This reflected increasing demand
for rented accommodation caused by the downward stability in house and
apartment prices. The upward trend in housing rents was sustained in October.
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[Table 91

Money and Banking Movements
Money
During the third quarter of 1995, the annual growth rate of Mz eased to 14.
5 percent from the 16.5 percent of the previous quarter. In October, it decelerated further to 13.8 percent. The growth rate of Mz+CDs during the third
quarter also slowed to 15.5 percent from the 16.6 percent of the previous
quarter.
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Looking at the increase of M, by sector during the third quarter based on
changes in period-end figures, the private sector supplied 6,721 billion won,
less than the amount provided in the previous quarter. This contraction was
attributable to the sizable reduction of overdrafts in spite of a continuing rise
in general loans and foreign-currency loans for the import of machinery and
equipment. The government sector absorbed 2,443 billion won by way of the
increased tax receipts associated with the sustained economic expansion. The
other sector also siphoned off 3,310 billion won, helped by the net issuance of
Monetary Stabilization Bonds, and the expanded sales of cover bills and CDs.
The foreign sector changed to a supply channel, providing 2,515 billion won,
mainly due to the capital account surplus caused by the raising of the ceiling
on foreign portfolio investment.
In October, the private sector and the foreign sector maintained a supply
position while the government sector and the other sector continued to
absorb money.

[Table 111
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In the conduct of monetary policy during the third quarter, the Bank of
Korea placed priority on achieving the stability of money supply. In line with
this, the Bank actively employed sales of government and public bonds under
repurchase agreements.
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On September 23, for the first time, 200 billion won worth of Monetary
Stabilization Bonds with a maturity of 392 days were issued for over-thecounter sale to individuals by banks.
On the other hand, effective from August 21, the Bank abolished the
restriction on the eligibility of real estate collateral so as to strengthen financial support for small and medium firms.

Financial Markets
During the third quarter, market interest rates sustained a downward trend,
reflecting favorable liquidity conditions. In October, market interest rates continued to ease, mainly due to widespread market expectations of the contraction of firms’ demand for funds.
Market Interest Rate Movements

[Chart 31
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Turning to deposits at financial institutions during the third quarter, deposits at deposit money banks and at money-in-trusts showed a weaker increase,
but those at investment and finance companies and at investment trust companies increased more strongly than in the preceding period. In the case of
deposit money banks, short-term savings deposits showed a remarkable
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advance while both time and demand deposits shifted to a decrease. As for
investment and finance companies, sales of commercial paper exhibited a
sharp increase, and CMAs showed stronger growth than in the previous quarter. Among funds at investment trust companies, both short-term bond funds
and long-term bond funds swelled considerably while stock funds continued
to decrease. In the case of money-in-trust, company money-in-trust changed
to an increase, and specific money-in-trust maintained a steady gain, but development trusts showed slower growth than in the previous quarter.

[Table 121

Demand deposits
Timeandsavingsdepsits

Growth of Deposits at Financial
(End-of-period figures

1,666.9 -368.3 1,435.9 2,393.5
11,492.2 4,453.2 685.0 7,757.4
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In October, deposits taken by deposit money banks rose considerably, helped by a robust increase in demand deposits together with the growth of time
deposits. Meanwhile, deposits at non-banks financial institutions showed a
steady increase.
During the third quarter, the stock market resumed its upward momentum.
Stock prices rose remarkably, and trading volumes also expanded sharply.
This improved performance was triggered by the raising of the ceiling on
foreign portfolio investment together with the government’s clarification of a
minimum exemption in the implementation of comprehensive taxation. Nevertheless, the raising of capital through rights issues was sluggish.
In the bond market, trading volumes increased markedly, and bond issuance
was also much livelier.
In October, after brisk activity during the first half of the month, stock
prices retreated and trading volumes also contracted sharply, due to the slush
-fund scandal. In the bond market, trading volumes showed a steady gain,
and bond issuance increased considerably.

[Table 131
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