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38,839, < 19 9,700%HH-¢9] A& w33}
Ak, $289 ZAHAAFRE 1970~801 0 o
Ax 7Es SdiHe] Frh(E 1) :1972~82
W Aol BT 6.5%, BATHMCE 8.17)
2 F43] o, 1982~899Fd = 7
7 3392} 123% Z7bsked AAA} =A £
stE7e stelAw mERe A% Zrs:

A% Relx itk FILAYFE wAF
G Frhgel WAFS FAEE AN A%

1982132 3,026 A 19899+ 5,078%-%
°F 68% Eolwth =& LyPF5od F5dd
A Ak ez iRl wlFe] delAlz it

Z=AA RS FA AR tEe] F%Ale
TR FEx wsisted ok, BRSO F
7vatH A EERLAREL S v Fo]l F43] &l
wevt FAl KB H R Bt
B o) EelA FFHS FEE FE7}
mfRftsle d4¢ 2olx k(X 2). WA
FAAEHAS] 19829 Ao
15.5%, 198617319t & 27.6%% el =X
dgkot, 19879 10¥ HRESHEML B
2 E¥Agrt F53HEA 40.9%8 2A F
R 1988 dRE = AA Y 50%E doiidr,
o] 2015 ol i Y EAAE 1982
31670 Ao A 198943 ¢l &= 4370 AFR F71s8kR
2o o] F A7 1,000F °1AE LYsE &
WA= G FHA HAdoh, £33 51F oA
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MR BEFESS R

A B B BT BATHE (TH) T BHER
1972 1,778 4,469(87.5) 10,858 (86..5) 2,429
1977 1,631 14,375(63.2) 37,812(71.5) 2,634 2,955
1980 2,088 20,985(62.2) 64,610(78.0) 3,079 3,690
1981 2,176 23,983(56.8) 73,128(69.4) 3,049 3,662
1982 2,170 29,190(60.3) 88,326(70.9) 3,026 3,565
1983 2,323 33,321(55.8) 104,411(61.9) 3,134 3,678
1984 2,519 33,156 (57.6) 110,498(63.3) 3,333 3,679
1985 2,665 33,743(58.5) 114,970(68.2) 3,407 3,738
1986 2,635 37,411(59.1) 145,100(69.3) 3,878 4,298
1987 3,004 38,301(58.5) 155,801 (66.9) 4,067 4,681
1988 4,397 38,454(58.0) 167,258 (65.6) 4,349 4,880
1989 5,097 38,839(53.4) 197,225(61.2) 5,078 4,910
B OBEUER, SBE KLAEE R 98 YAZA vt AsW A,
()ere FIRBHCLL,
B KBNS, TRELIEE,, AR,
& 2> BER WERY M
Ax
e 1977 1982 1985 1988 1989
0 824(50.5) 338(15.5) 761(18.6) | 2,226(50.6) | 2,807(55.1)
1~58 436(26.7) 945(43.4) 996(37.4) | 1,244(28.3) | 1,386(27.2)
6~ 1078 127( 7.8) 313(14.4) 303(11.4) 299( 6.8) 316( 6.2)
11~ 158 78( 4.8) 164( 7.5) 176( 6.6) 168( 3.8) 152( 3.0)
16~ 2078 31( 1.9) 114( 5.2) 93( 3.5) 99( 2.3) 85( 1.7)
21~ 3078 47( 2.9) 91( 4.2) 95( 3.5) 99( 2.3) 98( 2.0)
31~ 50%8 36( 2.2) 92( 4.2) 89( 3.3) 83( 1.9) 94( 1.9)
51~ 10078 32( 1.9) 67( 3.1) 80( 3.0) 95( 2.2) 72( 1.5)
101~ 1501 6( 0.4) 22( 1.0) 28( 1.1) 37( 0.8) 30( 0.6)
151~ 20088 4(0.2) 8( 0.4) 14( 0.5) 14( 0.3) 14( 0.3)
20158°] 4 10( 0.6) 16( 0.7) 30( 1.1) 33( 0.7) 43( 0.9)
it 1,631(100) | 2,170(100) | 2,665(100) | 4,397(100) | 5,097(100)

BF O RBIBRELIRE, TERELBREE), SE%
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AREFER E23H)7F 1,148, 2= gAs}
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. ol AHe HAREE o=
- Asd 5 g gl A4
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7§ el
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b oA ZjEAE ) g4 2 FREA
o o3 KEIENE] AA w3 o] AHz
TRl Akl zelst A7A = 19824
de FHY 1~29d ZwixFe] AA9
75.2%¢°] 23l =gt 198611 & 57.8% 2 L
HFo] ol st dm, T 202 o4
A gL 1982vd el AA ) 3.3%e] £33}
g Aol 86¥ol= 6.9%E A F7HAch
(& 3). AH FEHANAE EFEe 1987d
o 2AEY F 4,652 A sHEd 99.4%
7b 10087 gt AFRAFOR YepgA
2899 7ot oo HEHS HHAEE
F7tste FAeld, 53] 19864 A3
KEULEEZT F3l5te] 1008 o) 4o dFA
Aol 19863 Hel = AFH o2 13/ E43t
ot 19889 29l E 2R Felwx, 3
ZolEe A&H AuFaxAd 747 207
22707 de ALz zAEAG, AFAH
28 HRUES AAFLAE Y B
oA BXo] =AY AAAWFL F3&
3= 2894 AAE L2 Jod AH

1982 1986
wEEY
HIEB R (%) HIE8 R (%)

1~2A 4,831 75.2 6,201 57.8
3~4A 675 10.5 1,357 12.6
5~9A 402 6.3 1,296 12.1
10~19A 305 4.7 1,142 10.6
20 \.01 4 215 3.3 735 6.9
&t 6,428 100.0 10,731 100.0

B R, TENEEAASRESE,, 1982, p. 34
, TRBERREIIALECE S BANEER) ., 1987, p. 305,
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4 F A E 4 I BOEREAAAE otEx:
A7E AA S 20.5%, TFEFLAIF 12.2%F
Asta AT BTHE dAME FaFn
A7} Bl R 48.4%, 1 TdE2E obF
EA7F 20.5%F AA I 9ol o] F ok
=Xz AEdF] A 0%+ A}t Sl

ok gAY AS TAFsed ¥4 W
FREgs L7 2 88.3%9F 0% =A ole &
PIRBATEES 71.1%7F SR} asdzte A
< Sujdd, ARPFFY 12.2%EF AA
E AL TP F A tRE A
A3t BE FHBRITHREI 29FE doA
I QYAR ol F A ez Fope] FFE
PR-F= 2,985% FR 2,112%, ERR 3,810
F)2A BF AAFF FF VAR X3

sleh.
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BITEE PR HERLEL BATHRE (T50) PR HEr %ﬁ%ﬂg
woOH 759( 2.0) 50.5 2,892( 1.5) 33.1 3,810
" o2 1,053( 2.7) 44.7 1,717( 0.9) 37.0 1,630
I 4 3,331( 8.6) 47.1 14,369( 7.3) 25.3 4,313
i S 4,594(11.8) 67.0 9,060( 4.6) 77.2 1,972
Y e 538( 1.4) 41.3 1,223( 0.6) 55.4 2,272
BFrE 3,383( 8.7) 53.4 4,628( 2.3) 37.8 1,368
s 1W 2,107( 5.4) 44.6 5,431( 2.8) 49.3 2,577
E 1,976( 5.1) 57.0 5,742( 2.9) 57.3 2,905
x 2B 6,817(17.6) 50.4 13,873( 7.0) 42.9 2,035
B % 1,570( 4.0) 55.4 2,503( 1.3) 43.5 1,594
BEBE 4,733(12.2) 88.3 95,400(48.4) 90.0 20,156
% = 7,976(20.5) 33.4 40,387(20.5) 18.1 5,063
it 38,839(100) 53.4 197,225(100) 61.2 5,078
S ()ehe B,
B KBRS, THREBREE, 1990,
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AR $E97 AN 2R
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SoA BAGAT Tojqge] AHIAS
A Fohahe WZE 19,3%d o2 AT,

B F2 $EAZE AW (E5) A7
o —AEEIRE Aol 43 2A (78.3%),
SR (70.3%), AEEA(60.3%) 9] FOE

A dehta glel AAFe]l FmA@elel
24 gestz Yee ¢ & Ak 24
Hol T ABEA BAuFe] AP ¥
AL BPL(0.3%)01H, DEoE FIA
(50.7%), oFEEA (38.4%), A (36.9%),

AEEA (31.8%), A3 (24.5%)9 Folth,
=g QREAGRE FuAd AEE
Aol F2 EAZZA ALAY 27.6%, A

1) BELIEHIZA (1988), p17. BEEBMFIZCHS
(EEEEEEER, S 19873 84 150
A, A4 1890, SA 229¢ WHLE AE
3 MY 24 AHEA H2Y EAFEAD
2T $9F ZAFANEY ALE B,
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29 28.5%7) o] ARZ #Wd, e
FaAe A% 78.3%7F =HAHE AA
E53 o = A GBS 75l A
A 7t Fosthes AL BAFE g,
ol LMt A AFEI M 2
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(& 5 BEE XE FEsR

- 2REE EHA-FEM /T A- LD >F2L 35.0%
EF8A el PR B 22.7%
REREE A} Zev A H > 5=} 38.4%
2R -S| A -A R/ AR /P A5 21.7%
ol EHA->FE ) SAH>A A/ /PA->5A 27.2%
ERFA->F 27T 2 A H 52 24.5%
BATA ER A -F 2 FAH 2 H -5} 38.1%
Z 34} A A=} 32.2%
BEE 2R3> T >N N AH-EA 50.7%
FM -2l s Y ——— EA 27.6%
HMEF ERA->F 2l A > H>ER} 31.8%
ERA->EFER A —— EH 28.5%
<R 3 ERM->F 7 A > AAH->FR 36.9%
Z A} — oA 2 28.5%
BH RBERLG S, TEEEEERAER,, 1988, pp.17~18,
R 6> EEQ EEIN BESBA HE
RERE | 2 £ EfA | BZ2FE  HMEFE | B X | T B
IR 25.2 26.3 35.0 31.5 63.9 10.2 35.7
- P 36.7 22.3 55.9 60.5 28.2 74.1 40.0
AALAIMA 10.7 9.7 3.6 6.5 5.2 1.6 5.9
7] e} 27.4 41.7 5.5 1.5 2.7 14.1 11.4
Al 100 100 100 100 100 100 100
(98) (138) (186) (188) (170) (184)
g0 )% %%Z}"F
BH R BRI, TEEEEEALEN ., 1988, pp.183~185,
<& D BESER RSN EEEEYS
2 5 +* — & A H B
103 =] 2t 60.9 11.9 23.6 3.6 100( 18)
10~49% 52.4 10.9 30.3 6.4 100(117)
50~994 47.8 10.4 36.1 5.7 100( 28)
100 o] A 39.7 10.7 40.9 8.7 100( 17)
() %‘%}Z}T
B BRI , TEIEREEEMAER S, 1988, p.l75.
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<K 8 BEER, ¥R EEBARKE

BT AR B % & HrEE RERSE LU
- hERE 68.1 71.8 80.5 64.9 72.2
INEERE 71.3 75.3 80.2 66.3 76.3
ZRaTH 70.1 73.9 80.4 65.4 74.7

BH BB RET AT,

Ao} olFE A ol XY BAEMKE
o] xpolsk A glot Fx], G2,
o] Agd vz & AR YER,
A7, DR, Fage gvjd gleix =df
o] AETAM Y olFEAL] AFRY At}
T AL B3 ez B 4 AU =24F
FHEE X3S o AR BAMEESES ofF
EA7F BF 65% RAER A dou oy
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"EEFUER AR, 1988, p.84.
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EAE o] ALt AFHo2 Ao}
duz Agdoz qie &5 g =
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3. eRE
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(F D RS BE REEEHE(%)
REEE | & % | B A | BEE | EMEE | B &
gty Gt 0.8 6.3 0.3 4.6 2.5 15.0
B F2 18.9 10.0 27.8 23.4 36.9 42.0
o o5 - FliR 79.4 82.4 66.7 70.2 60.0 40.8
H o 0.6 0.7 4.8 1.8 0.6 2.2
it 100.0 100.0 100.0 100.0 100.0 100.0
o SHEMIE (A) 5.2 7.0 3.6 3.5 3.2 2.8
AN BEULIRETER, TRETCEEEAEH, 1988, p.6d.
= g4 ods - U MR Fod dFds EAFo] AREEZECIS vzt B8 =
oz ojgHy Yo, AFFel&ES A A& AeFAde] 53] =83 4o
A7F 15%2 9 w3 G B3 olFEx A7) & - TN "ol YEdes A2 FAAC
74 deor, dF-FRo|4EE AAI} 2% .
2 /M o ohgEA s} A o] e Ao 4, B &
2 vebgd, obsEAYL HAF= 4 - o
+ - ZHJERI} 80% FF o123 Jow ERAES AAHEe] A A X AES
NS AANDE 2 52043 THYEE ¥gx EEIES HE5a gled olv =ARFEA
ARt 953 71 ALz AEAG, dol oW HFR\ITLR FFE oo, K&
F31e] diF3eubge] TAME o E A - EREHS AAYHeE e AE 93
A AFeH 2 #AdqgAads qHe 22 3t YA FHE FRAL) FAE A

ALg Holt, AAAE Ze 32A

3) XEHEZE =AFTYAIARA Folst Qe
=2 ARG 4. ojZo] g Fo] AulA
AR} TAEE 3.2%0A4 23.9%7HA E2
NS AA V= 7ok B HRFZERT (1988), pp.
178~179.

1657 AL Aoz zAR ¥408 G
BRAEL 16.4%2 349 WEEFH Aol
Holx glout 1507 MAE dAe® ZAME
FY71E ¥ T HEEL 21.4% 2 e
RS Rr (1988), p.77, 79.
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& 10> BES R&EHMEL FEAE(HASF 1 %)
SeEEE 2 B BAT A BEE HMEE O
671 Y o)y 8(33.3) 6(66.6) 20(66.7) 6(22.2) 11(40.7) 31(96.9)
6704 ~1d 13(54.1) 2(22.2) 7(23.3) 21(77.8) 12(44.5) -
1ol 3(12.6) 1(11.1 3(10.0) - 4(14.8) 1(3.1)
A 24(100) 9(100) 30(100) 27(100) 27(100) 32(100)
B dy 9.8 8.0 7.7 10.4 10.4 1.1

B BEIMRBIRRT, TEEICERR 2 WEREN, 1989, p42,

o] lch,

BEFR&EES E32h Ao R wie}
Zpol 7k Ak, REEABIF By AREH 2
WFEERALTE Baao] Holxx e
HFRERAES] 23 2 ST F 2840
AP eg oz E F dd A8 A%
A= vl gH Aol F KEIFFEAS
F RSER] RLg zAabEo] mA 9] K
RENE B ERA NI AP L&HA P
2 FEFE L BAFI T,

AR uEE =M/ AENAAE dddE
AL v MEILE =AY pEREG
HEez 2 5 doh. BEHRFRR7E 1989
dxe 397/ A dadoz AAG dEx
AAH(E 10085 2E AHqA 2840 =
Aoz FEEES GHESE 7S A4
ate} xpo]l 5 Bolx gledl, Axo FaukE
Z17ke] 1Y R 714 Za dyEx HF
7.7M42 g2 f4ds & F o FaAg
AEZA7E 104092 2AE AR R FA
o A 14 ol ¥ ubEse A A ¢
Kk,

=R

=

[e]

i

5) EEBIHRHFSRT (1988), p.58 ¥ pp.171~172,
6) BBHRFTIRT (1989), p43.
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2 kEsEAel Aste T dEAs
ABNAAFAE & 5 JET FHIG =
Aol Arige] that WA siwae =
Ak, olol wet EoAbeh A7) A @yt
A5 A A oko] glejoket A bl A A7 7}
SohA A e, RS ALAE oA =
A2 AN DLRRAA ABN AL A
qULe TEHYE Qs &2 AL AHS
gdom TAARAL 6709 ool KEEHMK
AL e () o EHedel SAAGe S
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M2 Velocity and Expected Inflation in Korea: Implications for
Interest Rate Policy*

Park Woo-kyu

This paper attempts to identify key determinants of long run movements of real
M2 by using the Johansen procedure for estimating and testing cointegration rela-
tions. Tt turns out that the real M2 equation has been stable over the long run despite
rapid changes in financial structure since 1975. Moreover, the real M2 equation can
be reduced to a velocity equation with the opportunity cost variable, expected inflation
less the weighted average rate paid on M2 deposits, being the key determinant. However,
it does not work to use a market interest rate such as the yield on corporate bonds in
place of expected inflation for calculation of the opportunity cost. In the U.S., a market
interest rate can be used, but not in Korea.

Presumably, two somewhat different reasonings can be used to explain this result.
One is that the yield on corporate bonds may not adequately reflect the inflationary
expectations due to regulations on movements in interest rates. The other is that M2
deposits are not readily substitutable with such assets as corporate bonds because of
market segmentations, regulations, and so on. From the policymaker’s point of view,
this implies that the inflation rate is an important indicator of a policy response. On the
other hand, policymakers do not regard movements of the yield on corporate bonds
as an important policy indicator. Altogether, the role of interest rates has been quite
limited in Korea because of incomplete interest rate liberalization, an underdeveloped
financial system, implementation procedures of policy measures, and so on.

The result that M2 velocity has a positive cointegration relation with expected in-
flation minus the average rate on M2 implies that frequent adjustments of the regulated
rates on M2 will be necessary as market conditions change. As the expected inflation
gets higher, M2 velocity will eventually increase, given that the rates on M2 do not
change. This will cause higher inflation. If interest rates are liberalized, then increases
in market interest rates will result in lagged increases in deposits rates on M2. However,
in Korea a substantial portion of deposit rates are regulated and will not change without
the authority’s initiatives.

A tight monetary policy will cause increases in a few market interest rates. But

*A previous version of this paper was presented at the conference on Modelling Global Interdependence sponsored
by the OECD Secretariat, the Brookings Institute, the Center for Economic Policy Research, and KDI, and held at the
KDI, May 27th and 28th, 1991
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the market mechanism, upward pressure for interest rate adjustments, never reaches
regulated deposit rates. Hence the overall effects of tight monetary policy diminish con-
siderably, only causing distortions in the flow of funds. Therefore, frequent adjustments
of deposit rates are necessary as market conditions such as inflationary expectations change.
Then it becomes important for the policymaker to actively engage in adjusting regulated
deposit rates, because the financial sector in Korea is not fully developed.

Real and Monetary Determinants of Korea’'s Real Exchange Rate

Park Won-am

This paper introduces a two-sector model to analyze the real and monetary deter-
minants of Korea’s real exchange rate. So far, most studies on Korea’s exchange rate have
concentrated on the behavior of nominal exchange rate, but this study proposes a dynamic
model of real exchange rate behavior in developing countries and estimates the real and
financial determinants of Korea's real exchange rate behavior.

The estimation was performed over the period of 1980-89. The results show many
interesting things. First, the monetary and fiscal expansion led to a real appreciation,
which suggests that the monetary and fiscal stances be kept sound for a real deprecia-
tion. Second, the improvement in the terms of trade led to a real depreciation. This ex-
perience is in the contrast to the popular view that the improvement in the terms of
trade will result in a real appreciation. Third, the productivity growth led to a real ap-
preciation, but this effect of the Ricardo-Balassa type was not significant. Finally, the
nominal devaluation was quite effective to produce a real depreciation. This result also
supports Korea’s exchange rate policy in the 1980s which was based upon the real target
approach instead of nominal anchor approach.

Local Autonomy, National Economy and Local Public Finance

Lee Kye-sik

Local autonomy of Korea’s lower-level local council has been reinstated following
elections last March for the first time in thirty years. Last June, we had elections for
the upper-level local council. Mayors, governors, and administrative chiefs of cities, pro-
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vinces and other local government bodies are slated for elections in the first half of next
year. The impacts of local autonomy are taking effect in not only the political sphere,
but also the administrative and economic spheres. In fact, it seems that some modifica-
tion of all economic policy making and administration is inevitable. Since the initiation
of local autonomy, in order to make the economy work more efficiently, it has become
quite important to examine the impact of local autonomy on the national economy. The
areas of local autonomy include independent legislative power, administrative power,
organizational power, and most important of all, the independent public financial power
of the local governments.

The purpose of this paper is to examine the effects of local autonomy on the na-
tional economy and ways of enhancing the role of local public finance to facilitate set-
tlement and development of the local autonomy system. Local autonomy will contribute
to the continuous growth of our economy, allow balanced development, and generate
greater efficiency. However, local autonomy can also incur economic costs causing at
times short-term price instability, inefficient resource allocation, through tax competi-
tion and tax exporting, and insolvency of local government due to abusive fiscal opera-
tion. To reduce these side effects, different alternatives must be considered. Local
autonomy systems generally provide more efficient resource allocation than centraliza-
tion. But in the model used in Chapter 3 of this paper, the relative efficiencies of both
local autonomy and centralization are determined by comparing the elasticity of substitu-
tion between national public goods and local public goods. If the elasticity of substitu-
tion is bigger than one, centralization provides a more efficient resource allocation.

The development of local autonomy could be attained through democratization
of the local public finance system including the following three propositions. 1) The in-
dependence of public financial power of local governments should be established over
central government. Furthermore, a democratically operated scheme of intergovernmental
fiscal coordination is especially necessary. 2) In the operation of local finance, direct
democracy is needed to induce the voluntary participation of local residents. The residents
can take part in planning both the local budget and the development of the community.
To attain this goal, all the results of local finance operations should be made public. 3)
Among economic ill-effects of the local autonomy system, the most serious one is the
possibility of insolvency of local governments. Therefore, measures to limit abusive spen-
ding by the local governments should be introduced, such as the fiscal restraints system
adopted in the United States.
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Analysis of Actual Condition on Subcontracting System
in Korean Automotive Industry

Kim Joo-hoon
Cho Kwan-haeng

Economic circumstances of enterprise began to change after a series of democratiza-
tion measures in 1987. Accompanied with it, competitive advantage of enterprise began
to change as well. By that time Korean enterprises had a competitive advantage based
on low wages of labor. Abrupt and steady upsurge in wage, however, weakened com-
petitive advantage based on low wages, upward revaluation of won currency caused
by surplus in BOP strengthened upward trend in price increase of export products.

An urgent problem in Korea economy is, therefore, to find ‘new' competitive ad-
vantage. For the time being preserving competitiveness based on cost advantage must
inevitably remain our basic strategy in industrial policy. While cost advantage in the
past referred to low wage level, this cost advantage must have foundation on the im-
provment in producing technology, which will increase labor productivity and decrease
unit cost of products. Besides, other measure to improve competitiveness can be con-
sidered such as increasing the extent of production automation, self-development of new
products, and spread and strengthening subcontracting system among various enterprises.

In this paper we tried to perceive how subcontracting system as a form of inter-
company division of labor operates and to which direction this system proceeds respon-
ding to the recent changes in economic circumstances. Speaking more concretly, we tried
to perceive how large the gap of bargaining power between mother-company and sub-
contracting company is and how effectively subcontracting company’s technical power
contributes to mother-company. Facing up to weakeening of competitiveness, how stably
is the partnership between mother-company and subcontracting company established
and what measures are being prepared to retore the weakened competitiveness. In con-
clusion the result of investigation through the questionaire on subcontracting system is
positive, from which we can infer the optimistic view of restoring Korean economy’s
competitiveness.
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The Competition Policy and Major Industrial Policy-Making
in the 1980’s

Choi Jong-won

This paper investigates the roles and the limitations of the Korean antitrust agencies-
the Office of Fair Trade (OFT) and the Fair Trade Commission (FTC) during the making
of the major industrial policies of the 1980’s. The Korean antitrust agencies played only
a minimal role in three major industrial policy-making issues in the 1980’s- the enact-
ment of the Industrial Development Act (IDA), the Industrial Rationalization Measures
according to the IDA, and the Industrial Readjustment Measures on Consolidation of
Large Insolvent Enterprises based on the revised Tax Exemption and Reduction Control
Act.

As causes for this performance bias in the Korean antitrust system, this paper con-
siders five factors according to the current literature on implementation failure: ambiguous
and insufficient statutory provisions of the Monopoly Regulation and Fair Trade Act
(MRFTA); lack of resources; biased attitudes and motivations of the staff of the OFT
and the FTC; bureaucratic incapability; and widespread misunderstanding about the roles
and functions of the antitrust system in Korea. Among these five factors, bureaucratic
incompetence and lack of understanding in various policy implementation environments
about the roles and functions of the antitrust system have been regarded as the most
important ones.

Most staff members did not have enough educational training during their school
years to engage in antitrust and fair trade policy-making. Furthermore, the high rate of
staff turnover due to a mandatory personnel transfer system has prohibited the accumula-
tion of knowledge and skills required for pursuing complicated structural antitrust en-
forcement. The limited capability of the OFT has put the agency in a disadvantaged
position in negotiating with other economic ministries. The OFT has not provided plausible
counter-arguments based on sound economic theories against other economic ministries’
intensive market interventions in the name of rationalization and readjustment of in-
dustries.

If the staff members of antitrust agencies have lacked substantive understanding
of the antitrust and fair trade policy, the rest of government agencies must have had
serious problems in understanding the correst roles and functions of the antitrust system.
The policy environment of the Korean antitrust system, including other economic
ministries, the Deputy Prime Minister, and President Chun, have tended to conceptualize
the OFT more as an agency aiming only at fair trade policy and less as an agency that
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should enforce structural monopoly regulation as well.

Based on this assessment of the performance of the Korean antitrust system, this
paper evaluate current reform proposals for the MRFTA. The inclusion of the regula-
tion of conglomerate mergers and of business divestiture orders may be a desirable revi-
sion, giving the MRFTA more complete provisions. However, given deficient staff
experties and the unfavorable policy environments, it would be too optimistic and naive
to expect that the inclusion of these provisions alone could improve the performance
of the Korean antitrust system.

In its conclusion, this paper suggests several policy recommendations for the Korean
antitrust system, which would secure the stable development and accumulation of an-
titrust expertise for its staff members and enough understanding and conformity from
its environments about its antitrust goals and functions.

A Reform Proposal for Management of Regulated Prices
Kim Jong-seok

The primary purpose of price regulation on public utilities and other public ser-
vices is not to prevent them from rising and control inflation but to allocate resources
efficiently and reflect social values, when market does not function perfectly. That is,
price regulation by government is a policy tool which is aimed at microeconomic effects.

Therefore, when a microeconomic policy tool is used for macroeconomic policy
objectives, such as price stabilization, we can have problems stemming from the mismatch.

One of the examples is distortions in the relative price structure of resources. As
government suppresses increases in regulated prices in an effort to reduce inflationary
pressures, some of the public services become relatively cheaper, resulting in excess use
of those services under regulation. Also, inflexibility of adjusting regulated prices to the
overall price changes results in deterioration of qualities of public services.

This paper proposes a set of reform proposals which are itnended to minimize such
government failures. It is argued that the authority of price regulation should be decen-
tralized, and ultimately done by independent regulatory commissions for each service.

The pricing should be based on the principle of separate and independent accoun-
ting by each service unit and the principle of beneficiaries bearing the costs of services.
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Returns and Resale Price Maintenance in Book Distribution

Shin Kwang-shik

Resale price maintenance has long been employed in book distribution, perhaps
longer than for any other product. Another unusual practice in the book trade that has
proven to be quite durable in spite of its substantial cost in real resources is the returns
policy. Publishers typically grant the right to return unsold books within a stipulated
time for full credit against future orders.

This paper investigates the functions and effects of resale price maintenance in the
book trade, and argues that resale price maintenance and returns are substitute methods
of providing the same economic function. Resale price maintenance can be used to com-
pensate booksellers for initially stocking books with uncertain prospects and for pro-
viding a conduit through which manufacturers acquire information about consumer
demand (market testing services). Permitting the return of unsold books for full credit
places a floor under retail prices and transfers a considerable portion of the cost of in-
troducing a new product line back to the publisher. Both reflect publishers’ needs to
have their books displayed. In the U.S. returns privileges were first proposed in 1913,
roughly coincident with the Macy decision outlawing RPM. Publishers slowly granted
return privileges, which become nearly universal by 1970. The decline in margins in
recent years has been accompanied by an increase in returns as the return policy served
to substitute for lost margins on successful titles as a methods of compensating full-line
booksellers. In contrast, returns privileges are unusual in countries where price maintenance
in books has been practiced. These observations are consistent with our analysis.

In Korea, resale price maintenance of books is practiced under an exception to Korean
antitrust law. The availability of effective price maintenance is likely to reduce the use
of returns programs. Since consumers prefer to obtain books at outlets where they know
the books are likely to be stocked rather than taking a chance on stores that carry a
more limited line, it also provides a strong incentive for booksellers to expand. But the
privilege of resale price maintenance should be confined to books which publishers want
to be price maintained. Resale price maintenance and returns system differ in the tran-
sactions costs associated with inventory holding, and publishers’ judgement on the com-
parative advantage of the two schemes should be honored. Publishers should also remain
free to authorize sales at discount at any time not to impair the ability of booksellers
to dispose of product variants that prove unpopular.
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