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<Summary >

A Study on Debt Serving Capacity
of Foreign Capital

——With Special Reference to the Inducement of Foreign Capital into Korea—
by

Jong-Shin Park
(Clerk - Bank of Seoul)

Economically under-developed countries lend their efforts towards devicing
various policies to induce foreign capital.

In fact, developing countries including Korea are working out to introduce a
great deal of foreign capital in order to escape from the vicious circle of poverty
and to entel into the take-off stage.

Foreign capital supplements national resources and thus helps raise the rate of
capital formation. By making possible a higher rate of investment than would
otherwise be feasible, foreign capital raises the rate of income growth.

But foreign capital can not promise the successful economic development for
all debtor countries. Against this benefit to the national economy, there is the
cost of foreign capital in terms of payment of debt service.

Therefore, it can be argued what is the basic long-run condition of debt serv-
ing capacity. All debtor countries including Korea must study with special atten-
tion to debt service liabilities and absorptive capacity of foreign capital. It is
important to induce a great deal of foreign capital, but it is more important to
service smoothly debt of the induced foreign capital.

During the period of the First Five-Year Economic Development Plan, 1962~
1966, the Korean economy continued a high rate of economic growth (an average
annual growth rate 8.3 per cent), bolstered by ever-expanding foreign capital
inducements.

As of the end of 1967, by statistics of the Economic Planning Board of Korea,
the total of public loans finalized reached 429, 802 thousand dollars.

The total of commercial loans finalized reached 459, 755 thousand dollars and
the direct investments by foreign companies reached 66, 214 thousand dollars.

Therefore, by the end of 1967 the total amount of three items reached 953,
771 thousand dollars (239 cases)

Of 429, 802 thousand dollars, the total public loans finalized as of the and of
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1967, A.LD. accounts for 67.7%, Japan 18.7%, West Germerny 7.3% and
the others 6.3%. And 39.2% of the total commercial loans finalized is from
Japan, 27.1% from the others, 18.5% from West Germerny and the remaining
15.2% f{rom the United States.

Among 16 basic industries using public and commercial loans as of September
1, 1967, electric power industry takes the biggest share of the total loans, 14.
7% or 116, 955 thousand dollars, and fertilizer and transportation industry occup-
ies 12.9% and 10.7% respectively. Public loans are concentrated especially in
such basic industries as electric power, transportations, and commercial loans in
textile, cement and fishing vessels.

A simplified terms of public loans can be deduced by weighted average of

each inducement terms as following:

a. Down-payment: 0%
b. Grace period: 10 years
c. Term of redemption: 24 years

d. Interest per annum: 2.5%
A simplified conditions of commercial loans are:
a. Down-payment: 4%
b. Grace period: 2 years
¢. Term of redemption: 8§ years
d. Interest per annum: 6%

If 300 million dollars of public and commercial loans are induced every year
on those terms, amortization and interest will reach 156, 350 thousand dollars
in 5th year, 298, 800 thousand dollars in 10th year, 331, 925 thousand dollars in
15th year, 361, 925 thousand dollars in 20th year and 388,800 thousand dollars
in 25th year. According to this calculation, net loan amount minus amortization
falls off to zero after the year of expiry, and liabilities remain fixed.

The above analysis is based on the theory of Dragoslav Avramovic. This
analysis is, however, theoretical and mathematical, and above all, inducement
terms of foreign loans to Korea vary.

Therefore, it can not be said that the above conclusion is the burden Korea
must shoulder in inducing foreign capital. I should make one thing clear that
this is nothing but an analysis. At any rate, it is true that Korean inducement
of foreign capital, still in its early stage, gave rise to payment guarantées and
relief payment and this fact affects more or less Korean finance and banking
fields.

The Korean Reconstruction Bank has the capacity of investment capital as

follows. The total resources of this bank for investment and loan as of the end
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of 1967—214. 4 million dallars —are composed of 59, 6% of government funds,
32.7% of the bank’s capital and 7.7% of other funds. Payment guarantee
amount of The Korean Reconstruction Bank against Korea Exchange Bank as
of the end of 1967 reached about 425.8 million dollars.

If payment guarantees and relief payment of The Korea Reconstruction Bank
increase under these conditions, the intrinsic function of the bank will be diminished,
and the investment capital for industrial projects will decrease.

In case of commercial banks, payment guarantees of commercial banks finaliz-
ed as of the end of 1967 amount to 44 cases or 111,151, 573 dollars, and those
of commercial banks authorized ammount to 122 cases or 507, 624, 439 dollars.
Small capitals of commercial banks, rate of payment preparedness, liquidity con-
trol, acceptance of government bonds and securities, and increasing overdue
loans are the main factors that aggravate the financial conditions of commercial
banks.

If payment guarantees and relief payments of commercial banks increase under
these circumstances, commercial banks that would contribute to economic develop-
ment by active supply of short-term capital may not be able to perform their
inherent roles.

Korea has achieved rapid economic development by inducing foreign capital.
Inducement of foreign capital, in its early phase, may inevitably bring about
such side-effects as stated above.

Nevertheless, it is important to induce foreign capital that is necessary for
economic development of Korea.

We should bear in mind the problem of repayment of principal and interest.

This is a brief summary of my treatise for the degree of Master of Economics.
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SEVENTH MEETING OF THE COUNCIL
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President, International Economic Association
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MONDAY, 2 September

09.00 International Trade and the Developing Countries
Paper H. Myint (Burma)
Comments M. ul Haq (Pakistan)
H.M.A. Onitiri (Nigeria)
V. Urquidi (Mexico)
Session Chairman A. Raynauld (Canada)
17.00 Presidential Address Paul A. Samuelson (U.S. A.)
Session Chairman M.C. Urquhart (Canada)
18.30 Reception offered to participants and wives by the Government of
Canada (Queen Elizabeth Hotel)
TUESDAY, 3 September
09.00 The Theory of International Trade
Paper H.G. Johnson (Canada)
Comments R.E. Caves (US A
Murray C. Kemp (Australia)
J. Wemelsfelder (Netherlands)
14.00 Round Table Discussions on “International Trade and the Developing
Countries”
Chairman S.G. Triantis (Canada)
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09. 00

09. 00

14.00

18. 30

09. 00
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and on "The Theory of International Trade”

Chairman P. Ngregaard Rasmussen (Denmark)
Reception offered to participants and wives by the City of Montreal
(at the Centre Récréatif Maisonneuve, 3000 Viau Street).

WEDNESDAY, 4 September

The Problems of East-West Trade
Papers T.S. Khachaturov (U.S.S.R.)
A. Nove (United Kingdom)
I Vajda (Hungary)
Comments J. Bénard (France)
E. Domar (U.S.A.)
J.M. Montias (U.S.A.)

Afternoon free

THURSDAY, 5 September

International Trade in a nen-Laissez-Faire World

Paper G. Ohlin (Sweden)

The Problems of the Common Market

Paper A. Marchal (France)*
Comments on one or A. Cairncross (United Kingdom)
both of these papers J.J. Paunio (Finland)

J.H. Young (Canada)
Round Table Discussions
on “The Problems of East-West Trade”
Chairman M. Kaser (United Kingdom)
and
on *International Trade in a non-Laissez-Faire World and
“*TheProblems of the Common Market
Chairman D. MacDougall (United Kingdom)
Reception offered to participants and wives by the Province of Quebec

(Queen Elizabeth Hotel)
*Owing to the death of André Marchal, this paper will be presented
by Alain Bienaymé (France)

FRIDAY, 6 September

International Liquidity and Reform of the Basic Mechanisms
Paper T. Scitovsky (U.S.A.)
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Comments P. Baffi (Italy)
A. Lindbeck (Sweden)
E. Sohmen (German Federal Republic)
14.00 Round Table Discussions on “International Liquidity and Reform of
the Basic Mechanisms”
Chairman F. Machlup (U.S.A.)

AFTERNOON ROUND TABLE
Tuesday 3 September, 14. 00

Roem A. INTERNATIONAL TRADE
AND THE DEVELOPING COUNTRIES Chairman
Jolliet 1. The Developing Countries in International Trade

(to include discussion of a) fundamental
factors accounting for significant differences
between developing countries in the relation of
foreign trade to national income, and the
pattern of exports and imports, and b) form-
ulation of foreign trade policy, including me-

asures to promote exports or import substitu-
tion. ) N.V. SOVANI

Gatineau 2. Common Markets and Developing Countries

(to allow also theoretical and empirical
consideration of the significance of size of
domestic markets, economies oflinkage and
scale, and the development of domestic factors
appropriate for large-scale production.) J. PINCUS

St. Laurent 3. Manufacturing Industry
and Trade of Developing Countries

(to include discussion of manufactured
exports and imports; also of the policies of
advanced countries—including trade preferen-
ces—concerning the manufactured exports of

developing countries). NURUL ISLAM
St. Maurice 4. International Corporations and Developing Countries

(to include discussion of effects of foreign
direct investment in developing countries,
trade influences of the international corpora-
tion, political influences in the less developed
counories,
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economic nationa lism and attitudes towards
such foreign inve stment in the various sec-
tors of the developing countries.)

J. ADLER
Marquette 5, Foeign Aid K. BOULDING
B. THE THEORY OF INTERNATIONAL TRADE
Gallery 3 . F 1 Models of trade and growth J. CHIPMAN
allery 1. Forma odels of tr nd g N KEN
Gallery 2 2. The Leontief paradox. B. SODERSTEN
St. Charles 3. Empirical research on trade patterns. M. MICHAELY
_ Richelieu 4. Transmission of technology through trade
and the international corporation P. MUNTHE
Peribonca 5. Protection and industrial structure P. KENEN or
H.E. ENGLISH
§ with simultaneous translation
AFTERNOON ROUND TABLES
Room Thursday 5 September, 14,00 Chairman

C. THE PROBLEMS OF EAST—WEST TRADE
(chief rapporteur M. KASER)
Peribonca 1. Payments Problems of the planned economies

(including prospects for multilateral trade
and convertability in the Eastern European
countries and measures desirable in the West) MARGARET HALL

Gatineau 2, Use of trade-optimization models by planned economies

(including techniques for planning exchanges
both with market economies and with other
planned economies; trends in import propen-
sity under planning). P. MEDOW

St. Laurent 3. Obstacles to structural change in East West trade

(including pattern of exchanges in the light
of trends in industrialized countries, estimates
of exchanges with developing countries; effects
of economic reforms in present circumstances).

H. GROSS
D. INTERNATIONAL TRADE IN A N.L.F. WORLD AND
THE PROBLEMS OF THE COMMON MARKET
(chief rapporteur D. MACDOUGALL)
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Mackenzie 1. Effects of the E.E.C. on trade flows

How far has there been trade creation and
trade diversion ? Benefits and disadvantages
so far for members and nonmembers, including
developing countries. G.U. API
Gallery 2 2. The impact of “new industrial policies”

Fad

(regional, energy, labour market, state enter-
prise, technological research, industrial reorg-
anisation, etc.). How far has the development
of these policies been encouraged by liberali-
zation of commercial policies? What is their
impact on trade, the balance of payments,
national and international welfare? Are stricter
international rules on these policies (a) desir-
able, (b) feasible? The harminisation of in-

dustrial policies in EEC.
C. KINDLEBERGER

Jolliet 3. The future of regional economic groupings

Advantages and disadvantages of new
members joining EEC. Alternatives to expan-
sion of EEC (e.g. a North Atlantic Free
Trade Area). Are we moving towards a
world of regional groupings? F. NEUMARK

St. Maurice 4, Balance of payments adjustment with particular

reference to adjustment in an edonomic community

The problem generally. The experience and
problems of the EEC. E. LUNDBERG

§ with simultaneous translation P.T.O.
Richelieu 5. The gains from freer trade

Are they important or unimportant? Are
they offset by the adverse effects of less freedom
inchoice of adjustment policies? Is guaranteed
free trade within an area different in kind

from a low tariff system?

Friday 6 September, 14.: 00
E. INTERNATIONAL LIQUIDITY AND REFORM OF
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THE BASIC MECHANISM
F. Machlup (Chief Rapporteur)

Jolliet* 1. International Monetary Problems and Reforms L. Dupriez
Duluth 2. International Liquidity: Needs and Alternative Technique
E. Lundberg
Mackenzie 3. Gold and the Stability of the System R. Mossé
GalerieNo. 3.4, Adjustment: Alternative Politicles, Responsibilities, and
Mechanism S. Raczkowski or D.B. Marsh

* with simultaneous translation

AFTERNOON ROUND TABLES, Friday, 6 September, 14 : 00
ROUND TABLE NO. 1 JOLLIET ROOM(with simultaneous translation.)

INTERNATIONAL MONETARY PROBLEMS & REFORMS

Moderator: L. DUPRIEZ Opening of discussion: J. VEILLER

Prosposed issues for discussion:

1. Can the present or an alternative system tolerate the large and erratic
changes in theinternational flows of capital?

2. Should the system be changed to prevent the further growth of dollar
holdings in official reserves?

3. How can we prevent the destruction of reserves through conversion of
dollar reserves into gold?

4. How can the responsibilities for effective adjustment measures be distributed
among deficit countries and surplus countries?

5. Can the creation of special drawing rights solve the problems of international
liquidity and also ease the problems of confidence and adjustment?

6. What problems would be solved and what problems would be raised by an

increase in the official price of gold?

ROUND TABLE NO. 2. DULUTH ROOM
INTERNATIONAL LIQUIDITY: NEEDS AND ALTERNATIVE

TECHNIQUES

Moderator: M. FLEMING Opening of discussion: R. DEHEM

Proposed items for discussion:

<

1. How can we determine the “global need” for increases in total monetary

reserves?

9. What are the comparative advantages and disadvantages of various proposals
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for increases in monetary reserves?
a) Loans and investments by the Fund
b) Credits to deficit countries
¢) Aid to developing countries
d) Allocation of special drawing rights
e) Increase in the official price of gold.
3. Should the SDR Scheme be activated soon and with what size of total
allocation?
4. What are the advantages and disadvantages of a system of reserve pooling

(Conversion Account or Reserve Settlements Account)

GOLD AND THE STABILITY OF THE SYSTEM
Moderator: R. MOSSE Opening of discussion: F. MACHLUP

Proposed issues for discussion:
1. The function of gold in an international monetary system?
2. Should there be official interventions in the gold markets,
a) by one government,
b) by a gold pool,
¢) by the IMF? and what should be the targets of the intervention?
3. Can the Two-Tier System endure, and if so, is it desirable to have it endure?
4, What would be the effects of great changes in the price of gold on official
and private liquidity?
5. The monetization of privately-held gold and the demonetization of official
gold stocks.
6. Production, Consumption, and Stock-Piling of Gold: the outlook for the next

years.

ROUND TOBLE NO. 4 GALERIE NO. 2 ROOM
ADJUSTMENT: ALTERNATIVE POLICIES, RESPONSIBILITIES and
MECHANISMS )
Moderator: S. RACZKOWSKI Opening of discussion: MME, DELAVANIS
Proposed items for discussion:
1. Temporary versus Chronic Payments Deficit
2. The Causes of Persistent Imbalance
3. Alternative Adjustment Politicies of Surplus Countries
4, The Responsibilities for Adopting Adjustment Policies
5. Variations of Exchange Rates: fixed, adjustable, or sliding pegs, and flexibility

within a wider band.
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