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Summary

chemicals, paper and paper products, and wood-product industries. The increase in pro-
duction and employment is largest in export industries, followed by service industries.

An impact on macroeconomic variables is also simulated. The tariff reform increases
nominal GNP by 0.26 percent, lowers the consumer price index by 0.49 percent, in-
creases employment by 0.24 percent, and worsens the trade balance by 480 million US
dollars, through a rise in exports of 540 million US dollars and a rise in imports of 1.02

billion US dollars.

Regulatory Reform Proposals for
the Korean Deep Sea Fishing Industry

Kim Jong-seok

Fellow

The basic purpose behind the Korean government's policy toward the Korean deep
sea fishing industry is to limit growth of the industry. Therefore, the regulations on the
industry are generally restrictive and interventionist. The policy is intended to maintain
high domestic fish prices in order to protect the domestic coastal fishing industry. Some
regulations have also been introduced to maintain “industrial order.”

Each fishing vessel must obtain a government permit for operation. The permit specifies
the kind of fish it can catch, the area of sea in which it can operate, and the port at
which it can unload its catches. The number of permits government issues each year
is based on the estimates of the demand increase calculated by government officials,
and the government traditionally has been fairly conservative in its estimation, reflec-
ting its concern for fish price stabilization, which actually implies a gradual increase
of the prices.

There is also a restriction on importing vessels from abroad. This regulation is intend-
ed to protect the domestic shipbuilding industry. However, this regulation has resulted
in an unusually high average age of Korean fishing vessels, causing fishing costs to rise.

These regulations and the inflexible response of the regulators to changing circumstances
have resulted in many problems: i) high domestic fish prices, which are, to some extent
deliberately, inflated to three or four times the level of international prices, resulting
in huge consumer welfare losses; ii) over-exploitation of coastal fish resources; iii) provi-
sion of a hospitable environment for inefficient firms to survive, which is especially evi-
dent from the fact that, despite the high fish prices in Korea, most of the firms in the
industry do not enjoy high profitability.

It also must be pointed out that the actual beneficiaries of the high fish prices are
the large operators, who are protected from competition and provide most of the fish
for domestic consumption, rather than the low-income fishing households and small coastal
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operators whom the policy was originally designed to help.

This study proposes a set of regulatory reforms and policy changes which could pro-
mote competition and equity within the industry and allow firms to reduce costs and
increase productivity. Such changes can make the industry more efficient and interna-
tionally competitive.

Maijor proposals are, among others: minimization of bureaucratic discretion in issuing
fishing permits and maintaining transparency in the governments’ decision-making pro-
cesses; reduction of the government permit specifications and simplification of the opera-
tional categories within the industry; and removal of the restrictions on importing foreign
fishing vessels.

Korea’s Optimal Basket Exchange Rate : Thoughts on the Proper
Operation of the Market Average Rate Regime

Oum Bong-sung
Fellow

For the last several years, considerable criticism has been leveled against Korea's ex-
change rate management. While Korea was designated a currency manipulator by
the U.S., domestically it is often complained that the won/dollar rate did not adequately
reflect changes in Korea's export competitiveness and fluctuations in the exchange rates
of major currencies. In view of this situation, Korea changed its exchange regime at the
beginning of March this year from the dual currency basket system to a more flexible
one, called a “market average rate regime”. Under this new regime, the won rate is deter-
mined in the exchange market based upon the supply of and demand for foreign ex-
change and is allowed to freely fluctuate each day within a +0.4% range.

This paper, first, seeks to evaluate Korea’s exchange rate management under the dual
basket regime of the 1980s, and then to construct an optimal currency basket for the
won which could provide a proper indicator for exchange market intervention under
the new market average rate regime.

The analysis of fluctuations in the real effective exchange rate (REER) of the won in-
dicates that the won rates in the 1980s failed not only to offset changes in relative prices
between home and trading partner countries, but also to properly respond to variations
in major exchange rates as further evidenced by sizable fluctuations in the nominal ef-
fective rates of the won. In other words, the currency basket regime which was adopted
in 1980 for the stabilization of the REER of the won has not been operated properly,
mainly because authorities often resorted to policy considerations in determining the
won'’s rate.

In the second part of the paper, an optimal currency basket for Korea is constructed,
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