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CURRENCY EQUIVALENTS

Currency Unit - Won

$1 = W 485
W1,OOO = $2.06
$1 million W 485 million
W I million = $2,061.86

ABBREVIATIONS

CPCS - Canadian Pacific Consulting Services
CTC - Centralized Traffic Control
EPB - Economic Planning Board
FFYP - Fourth Five-Year Plan
KAL - Korean Airlines
KDB - Korean Development Bank
KIST - Korea Institute of Science and Technology
KNR - Korean National Railroad
MOT - Ministry of Transportation
MRP - Management Rationalization Plan
OECF - Overseas Economic Cooperation Fund (Japan)
SMESRS - Seoul Metropolitan Electric Suburban Railway System
TCC - Transport Coordination Committee
TCO - Transport Coordination Office

GOVERNMENT OF KOREA
FISCAL YEAR

January 1 - December 31
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KOREA

THE SIXTH RAILWAY PROJECT

LOAN AND PROJECT SUMMARY

Borrower: The Republic of Korea

Beneficiary: The Korean National Railroad (KNR)

Amount: $12CI million equivalent

Terms: The loan would be for a term of 17 years, including
four years of grace, with interest at 7.45% per annum.

Project Description: The project, which forms part of KNR's Investment
Plani 1977-1981, aims at: (i) providing KNR with the
capacity required to meet forecast traffic; and
(ii) reducing operating and maintenance costs. It
includes continued double tracking and electrification
of :Lines, extension of yards and terminals, continued
installation of centralized traffic control, track
and rail renewal, separation of road and rail at
crossings, installation of a permanent way workshop,
procurement of diesel locomotives, passenger cars and
freight cars, provision of a new passenger car work-
sholp, installation of additional telecommunication
and power facilities and provision of technical
assistance to KNR. The proposed loan will also
finance transport sector studies. The project will
enable the railways to move increasing quantities of
bulk commodities and passengers on routes for which
the railways remain the most economic mdde of trans-
port, thus realizing sizeable savings in transport
costs to the entire economy. The only risk is that
traffic forecasts may be too optimistic. However, in
an economy growing as rapidly as Korea's, the short-
fall, if any, is not likely to be significant.

This document has a restricted distribution and may be used by recipients only in the performance
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.



Estimated Cost:

Proposed
loan

Local Foreign Total financing
…-- (US$ million) --------

New line construction (industrial sidings) 4.74 - 4.74

Continuation of electrification 1.65 1.73 3.38

Increase in station and line capacity 60.81 7.26 68.07 -

Way and structures 43.13 14.76 57.89 14.76

Motive power and rolling stock 24.11 126.34 150.45 84.65

Rolling stock repair facilities 18.68 11.14 29.82 3.31

Miscellaneous (including telecommunica-
tions, power facilities, housing,
training and technical assistance) 13.73 0.72 14.45 0.62

Contingencies 49.88 27.73 77.61 16.16

Subtotal 216.73 189.68 406.41 119.50

Transport sector studies 0.50

Total 216.73 189.68 406.41 120.00
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Financing Plan: ----- $ million -----
Local Foreign Total %

Foreign Currency Requirements

Proposed Bank loan /1 - 120.0 120.0 29.5
Overseas Economic Cooperation
Fund (OECF), Japan - 3.2 3.2 0.8

European Consortium (50 cycle
group) - 8.6 8.6 2.1

US Export-Import Bank plus
US commercial banks - 39.7 39.7 9.8

Suppliers' credits - 10.8 10.8 2.6
Foreign exchange to be supplied
by the Government - 7.9 7.9 1.9

Local Currency Expenditures

Government and KNR 216.7 - 216.7 53.3

216.7 190.2 406.9 100.0

Estimated
Disbursements ---- $ million -----

Bank Fiscal Year 1979 1980 1981

Annual 47.0 64.0 9.0
Cumulative 47.0 111.0 120.0

Rate of Return: The average economic return on components representing 72%
of the project cost is 30%. This rate of return excludes
project elements for which studies are still in progress,
totalling 12% of project cost, and miscellaneous small and
dispersed investments, totalling 16% of project costs.

Staff Appraisal
Report: No. 17'90-KO dated March 10, 1978.

/1 Includes $0.5 million for Transport Sector Studies.





REPORT AND RECOMMENDATION OF THE PRESIDENT

OF THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPM4ENT
TO THE EXECUTIVE DIRECTORS ON A PROPOSED LOAN TO
THE REPUBLIC OF KOREA FOR A SIXTH RAILWAY PROJECT

1. I submit the following report and recommendation on a proposed
loan to the Republic of Korea for the equivalent of $120 million to help
finance the foreign exchange cost of a sixth railway project. The total
project cost is estimated at $406 million equivalent of which the foreign
exchange component is expected to amount to $190 million equivalent. The
remaining $70 million of the foreign exchange expenditure will be met
through borrowing from other foreign sources as indicated in the Financing
Plan which forms part of the Loan and Project Summary. ThJ loan would have
a term of 17 years, including four years of grace, with interest at 7.45
percent per annum.

PART I - THE ECONOMY /1

2. The latest Economic Report ("Growth and Prospects of the Korean
Economy") was distributed under cover of SecM77-158 dated March 4, 1977.
The Country Data Sheets are attached as Annex I.

Recent Economic Developments

3. During the last few years, the external economic environment has
been subject to unexpected, sharp and sudden changes which seriously affected
economic activity in Korea and, more particularly, its external trade and pay-
ments situation. The boom in world trade led to increases in the volume of
Korean exports of 46% and 54% in 1972 and 1973 respectively. But in 1974,
the quadrupling of oil prices combined with a sharp rise in the prices of
foodgrains and capital goods led to a deterioration of 18% in the terms of
trade. At the same time, the deep recession in the industrialized countries
caused a slackening in the growth of exports to some 9%. The purchasing power
of exports, which had expianded by over 46% each year in 1972 and 1973, actually
decreased by nearly 11% in 1974. During 1975 export volume grew by a remark-
able 23%, assisted by the devaluation of the won in Dece-- 1974 and a very
vigorous drive to expand and diversify markets. However, part of this gain
was offset by a further deterioration of 10% in the terms of trade.

4. Among the major economic targets set by the Government in 1976 were
the containment of inflation to 10% and a reduction in the balance of payments
current account deficit substantially from $1.9 billion in 1975 to $1.4 billion.
The former goal was achieved and the latter substantially surpassed. Wholesale
prices, which had increased by nearly 80% between the end of 1973 and the end
of 1975, increased by around 9% in 1976, primarily because import costs (which
more than doubled between 1972 and 1974) apparently decreased by about 2% in
1976; moreover, the growith in domestic credit was limited in 1976 to 21%
(compared with increases of 54% and 32% in 1974 and 1975 respectively).

/1 Paragraphs 2-17 are identical to those contained in the corresponding
section of the President's Report (No. P-2237-KO) on the Rural Infra-
structure Project II which was approved on March 7, 1978.
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5. Primarily, as a result of the recovery in the OECD countries,
Korea's exports increased in 1976 by 36% in volume and there was an improve-
ment of 14% in the terms of trade. While part of this increase in exports
may have been supplied by a drawing-down of inventories, it is evident
that it could not have been achieved without substantial additions to
production capacity in the last couple of years. A remarkable feature of
Korea's economic management through the crisis of 1974 and 1975 was that
fixed investment continued to grow at an average of 11% p.a. in constant
1970 prices, raising its ratio to GNP from 24.3% in 1973 to 25.6% in 1975.

6. The real growth of GNP in 1976 was 15.5% as compared with an
average increase of 8.5% in the two previous years. This was the result
primarily of buoyant exports, but the extraordinary growth in agricultural
output was also a significant factor. Value added in agriculture grew
at over 7% in each of the last two years. While weather conditions were
favorable over the past three seasons, there has also been a real improvement
in yields as a result of better technology and the more effective use of the
various inputs.

7. At the end of 1976, total outstanding debt was about $7 billion
in medium and long-term maturities and an additional $2 billion in maturities
of less than one year. Debt service payments of nearly $1 billion in 1976
were well within Korea's repayment capacity. The ratio of debt service pay-
ments to exports (of goods and nonfactor services) declined from an average
of 21% in the early 1970s to 11% at the end of 1976.

8. It would appear that Korea achieved several of the objectives it
set for itself in the Third Plan, despite the balance of payments difficul-
ties experienced in 1974 and 1975 and a generally less favorable international
economic environment than had been expected. The rate of growth of GNP
was 11.2% p.a. compared with the original target of 8.6%. Considerable
progress has also been made in expanding the manufacturing sector. Progress
in reducing reliance on foreign savings and in restraining inflation
fell short of expectations. Furthermore, even with employment growing at
4% p.a. during the Third Plan period, there has been little improvement in
the unemployment situation.

9. Preliminary indications suggest that industrial production, exports
and balance of payments targets for 1977 have been realized. Industrial pro-
duction, which rose at an annual rate of over 9% during the first four months
of 1977, increased at a faster pace in the subsequent months; a real growth
rate of GNP of 10% appears to have been achieved. Exports are expected to
have risen by about 30% and imports by 27%. Services receipts may be higher
than originally projected due to a considerable increase in both tourism and
remittances from workers and construction companies overseas. The current
account deficit may have been as small as it was in 1976 or even slightly
lower. Price increases averaged about 10% as planned. The introduction of
the value added tax as well as increases in money supply resulting from
rising levels of net foreign assets are exercising pressures on prices, and
the Government plans to hold the price line by further liberalization of food
and other imports as well as by keeping low the prices of grains released
from government stocks under the Grain Management Fund.
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Longer-Term Prospects and Program

10. The preparation of the Fourth Plan (1977-81) afforded an oppor-
tunity for a comprehensive review of Korea's economic problems, prospects and
priorities. Korea's longer-term goals as specified in the Plan are "growth
with enhanced self-sufficiiency' and "greater equity and social development."
It is the firm intention of the Korean Government to achieve a maximum rate
of growth consistent with a sound balance of payments and also with the main-
tenance of internal financial stability. The Plan projects that the current
account deficit will be eliminated during the next few years. National sav-
ings are expected to finance as much as 92% of total investment as compared
with about 72% in the Third Plan period (1972-76). However, these projections
may prove overly optimistic. The domestic savings target appears somewhat
ambitious, while the projected investment requirements may turn out to be too
low.

11. Growth and stability are not the only objectives. Enhanced equity
and greater social development are also of importance in the Korean scheme of
things. The main emphasis is: (a) on providing adequate employment oppor-
tunities for the rapidly growing labor force to prevent any increase in the
unemployment problem; and (b) on achieving a wider distribution of the bene-
fits of growth. Rising employment is the most important instrument for
achieving an equitable distribution of the benefits of growth. This is all
the more so because, despite the success in reducing the rate of growth of
population to around 1.8% p.a., the labor force continues to grow at over
3% p.a. because of the baby boom following the Korean War in the early 1950s.
Health outlays will increaLse as a proportion of total investment with special
stress on preventive care and an innovative health delivery system to service
low income families, especially in the rural areas. Rural incomes are
expected to increase as a result of a further improvement in agricultural
terms of trade and increased opportunities for nonfarm employment, primarily
through the Saemaeul (New Community) Movement and small industries development.
The quality of life in the rural areas is to be further enhanced by the
provision of additional infrastructure facilities.

12. The achievement of these goals would not require a change in
the basic development strategy of export-led growth, which Korea has
followed so successfully since the mid-sixties. GNP is expected to rise
at 9.2% p.a., fueled by the growth of 16% p.a. in the volume of manufactured
exports. The manufacturing sector, which now contributes 32% of GNP, is
expected to provide 54% of the increase in GNP during the Plan period,
increasing at 14.3% a year. The ratio of commodity exports to GNP is
expected to rise from the current level of about 30% to about 42% in 1981,
with the manufacturing sector providing about 92% of total exports compared
with 90% in 1976. This demands the achievement of continuous gains in effi-
ciency and productivity. Korea's comparative advantage will gradually shift
towards manufactures, such as machinery, electronics and shipbuilding, which
require relatively more skilled labor. It is also necessary to achieve some
import substitution in steel and chemicals to ensure an adequate supply of
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intermediate inputs for the export industries. These changes in the indus-
trial structure will require intensive efforts to improve the mechanisms for
the transfer of foreign technology and the development of appropriate indi-
genous technology.

13. The Plan targets for exports are challenging but appear to be
attainable, given the extraordinary drive of the Korean exporters, a con-
tinuation of the present level of export incentives and the assumption that
the economies of the OECD countries will grow at an average rate of around
4-5% annually while the volume of world trade expands at an annual rate of
about 8% during the period.

14. Strong policy measures are envisioned in the Plan to increase the
mobilization of domestic resources. Success in restraining inflation is
expected to have a significantly favorable effect on the mobilization of
private savings. In the past, private savings have fluctuated with the move-
ment of the terms of trade and the rate of inflation. The terms of trade are
projected to be fairly stable through the Fourth Plan period and a rate of
inflation of the order of 8-9% a year is foreseen. The Government has taken
measures designed to channel the higher private savings likely to be gener-
ated by these developments to an increasing extent into the financial sys-
tem, and, thereby, into more effective use for productive investments. In
addition to restoring a positive real rate of return on financial forms of
savings, the measures include the imposition of a capital gains tax at the
rate of 50% on undeveloped land, and 30% on nonprincipal household dwellings.
Funds that went into real estate are now flowing into the securities market
where the after-tax yields are more attractive. At the same time, direct
measures have been taken to force corporations to "go public," thus increas-
ing the supply of corporate securities. Steps are also being taken to
increase the variety of financial securities in terms of maturities, yields
and conditions that would constitute an attractive package to investors.

15. The measures to increase the mobilization of private savings
are supplemented by fiscal actions to increase public savings. The defense
tax surchage imposed in 1975 is to be continued and a value added tax has
been introduced. The extent of the subsidization of farmers and urban
consumers through the Grain Management Fund is being reduced. The increased
resource mobilization and the strong restraint on most current expenditures
will make substantial budgetary surpluses available to finance capital
expenditures.

16. The Plan's priorities, strategy and programs are sound. The con-
tinued emphasis on relatively rapid growth is essential in the light of the
need to create additional employment for the growing labor force. Further-
more, the predominant role the export sector is expected to play is appro-
priate in view of Korea's limited natural resources. Moreover, Korea has the
manpower and the entrepreneurial capacity to implement the Plan's invest-
ment program. The Plan strikes a reasonable balance between the various



objectives of increasing employment, maintaining a minimum growth of per
capita incomes, strengthening the balance of payments and making progress
towards diversifying the industrial structure so as to sustain export growth
in the 1980s.

17. Notwithstanding the efforts being made to increase the mobilization
of domestic resources, Korea's ability to meet its investment requirements
from domestic savings may fall short of the Plan projections, and a sizeable
continuing inflow of external capital will be necessary. It is estimated
that Korea may need to borrow an average of $2.5 billion p.a. over the next
several years. Its ability to obtain foreign capital in these amounts on
reasonable terms will continue to be a challenge. The servicing of the debt
should not pose serious diLfficulties given the present debt service ratio
and the prospects for continued export growth, provided that the proportion
of external debt incurred on shorter term and at high interest rates is not
excessive. On the assumption that Korea can obtain the required inflow of
capital on reasonable terms, the debt service ratio which now stands at
around 11% is expected to decline slowly to just under 10% at the end of the
decade and remain at about that level during the 1980s.

PART II - BANK GROUP OPERATIONS

18. As of January 31, 1978, Korea had received 36 Bank Loans (including
one Third Window Loan) and 8 IDA Credits, totalling $1,679.5 million in loans
and $106.8 million in credits (taking into account cancellations and the
refinancing of one IDA Credit in a subsequent Bank Loan).

19. A substantial part ($558.2 million) of Bank financing has been for
the transport sector. $289.5 million has been lent for agricultural projects.
The Korea Development Finance Corporation has received $220 million, the
Korea Development Bank $142.5 million, and the Mtedium Industry Bank $85 mil-
lion in Bank loans for relending to private industry. An additional $80.0 mil-
lion has been lent directly to industry in support of a heavy machinery
project. A total of $103.3 million has been provided for three education
projects and a vocational training project; $25.0 million for a tourism pro-
ject; $15.0 million for a secondary cities project; and $60 million /1 for a
rural infrastructure project. In addition, two Program Loans amounting to
$175 million have also been granted to Korea.

20. As of January 31, 1978, $678.7 million of the total Bank lending
remained undisbursed on effective Loans and Credits, mostly from commitments
in the past two years. Ihe rate of disbursement has increased quite markedly
in recent months. Annex II contains a summary statement of Bank Loans,
IDA Credits, and IFC Investments as of that date and notes on the execution
of ongoing projects. As indicated in the notes, progress on project imple-
mentation is generally satisfactory.

11 A second loan of $95.0 million for the Rural Infrastructure Project II
was approved on March 7, 1978.
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21. Excluding one project that was subsequently cancelled, IFC had by
January 31, 1978, entered into 18 commitments totalling $70.5 million (net
of participations and cancellations). Under consideration is a project in
lead smelting.

22. The emphasis which the Government places on agricultural and
rural development is reflected in the Bank's proposed lending program.
An agriculture marketing project and a multipurpose project, including an
irrigation component, are under preparation.

23. The further development of the industrial and agricultural
sectors and the anticipated growth of exports will require concurrent
infrastructural development. Although the transport sector will be given
less emphasis than in the past, the investments required are large, and thus
there is considerable support for this sector in the proposed program.

24. The share of the Bank Group in Korea's total external debt dis-
bursed and outstanding at the end of 1976 was about 8.9%, and the share of
debt service was of the order of 4.9% at that time. These ratios are
expected to increase to around 18% and 11% respectively, by the end of the
present decade.

PART III - TIIE TRANSPORT SECTOR

25. The fundamental changes in Korea's economy in the past decade were
accompanied by significant changes in the transport sector. The railway system,
which had been rehabilitated following the Korean War and remained for many
years the only means of large-scale movement of goods and passengers, has
lost its preponderant position, although it still remains an important mode
of transport particularly for bulk commodities. A diversified road transport
network has been developed and paved roads more than quadrupled during the
decade. The share of coastal goods transport in total traffic has also
increased markedly, primarily due to the movement of oil products. The
country's export drive and reliance on foreign trade has led to a sixfold
increase in the volume of port traffic and an eightfold increase in Korea's
international fleet.

26. The Bank Group, through its association with the Government's
efforts to modernize and expand the transport sector dating back to 1962, has
played an important role in these developments. Some $220 million has been
provided for five railway projects designed to increase its capacity and
improve its operations; three loans totaling $191.5 million have been made
for highway construction and paving of high priority sections of the national
network and for a countrywide maintenance organization; and two loans totaling
$147 million have been provided for the expansion and modernization of
facilities at Busan, the country's premier port, and at Mugho, primarily for
improving coal handling facilities.

27. As Korea's economy continues to grow and the pace of industrializa-
tion intensifies, there will have to be a corresponding expansion of transport
facilities. The internal transport system will have to cope with the movement



of large volumes of widely used bulk commodities such as coal, cement,
iron and steel, and fertilizer. The industrial complexes which are bur-
geoning on the south and southeastern coast and are planned in the southwest
will require the import of large amounts of raw materials and the transport
of intermediate products between plants. Some of these plants are likely
also to export large volumes of their output. In addition, a more diffuse
pattern of growth in nonbulk freight traffic and passenger traffic is
expected to result from the general growth of the economy.

28. The preparation of the Fourth Plan (1977-81) afforded an oppor-
tunity to formulate and review investment proposals related to the transport
sector on a more systemat:ic basis than hitherto. Traffic trends were ana-
lyzed in detail and the proposed investments are based on the assumption
that Korea's economy wilL continue to grow at about 9% per annum and that the
deepening of the industr:ial structure will intensify. The investments pro-
posed amount to about W 2,800 billion and represent just over 14% of the
total investment called iEor in the Plan. The modal allocation, compared
with that undertaken during the Third Plan, is as follows:

1972-76 1977-81
Won $ Won $

(billion) (million) % (billion) (million) %

Railways 318 655 17 402 829 14
Road transport 833 1,717 45 1,226 2,527 44
Ports and shipping 522 1,075 28 996 2,052 36
Aviation 122 251 7 59 122 2
Urban systems 57 117 3 101 208 4
Other 5 10 - - - -

1,857 3,825 100 2,784 5,738 100

The Fourth Plan allocation of total investment to the transport sector is
about the same percentage as in the Third Plan period, but represents an
increase of 50% in real terms. About half of the investment will be undertaken
by the public sector (mainly for highways, railways and ports) and the other
half by the private sector, for vehicles and ships. In broad terms, the
investment program appears to respond satisfactorily to the growing demand
for transport facilities and the intermodal allocation of investment reflects
the changing composition of demand, although questions regarding some of
the specific investment projects remain; the Government intends to subject
these to a more detailed scrutiny to ensure that their objectives are met in
the most economical manner.

29. The past and planned development of the various transport modes has
been influenced by: the nature of Korea's terrain (about two thirds of the
country is hilly); the concentration of economic activity and population
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around the Seoul-Incheon and Busan areas; the location of the country's major
coal deposits, limestone and cement plants in the northeast; a long coastline
along which industrial activity is increasing; and the economic dependence on
the export of manufactured goods and imports of bulk raw materials. The
major features of the transport system (illustrated in the attached Map)
are summarized below.

30. Highways. There was virtually no highway system in Korea 20 years
ago; only a few kilometers of interurban roads were paved and many villages
were without road connections to the rest of the economy. The present
highway system is still inadequate to cope with the rapid growth of road
transport, despite the Government's efforts since 1968 to catch up with the
backlog of necessary improvements. Only about half of the national highways
and 20% of other roads are paved. This situation will require a continued
high level of investment.

31. Ports and Shipping. Freight traffic through the ports has increased
from about 13 million tons in 1966 to over 80 million tons in 1976. This
tremendous increase resulted in serious port capacity problems, particularly
at Busan, the largest port, which handles 20% of the country's external trade.
The Bank has assisted development in Busan through two port projects and the
Asian Development Bank (ADB) is financing the expansion of Incheon, the port
nearest to Seoul. The Saudi Fund for Development participated in the finan-
cing of the First Port Project (Loan 917-KO). The Government has also
proceeded to develop a number of specialized ports serving specific industrial
sites, e.g. Bugpyeong handles cement and Pohang handles inbound and outbound
material for the steel mill located there.

32. The role of coastal shipping has greatly increased in the last
decade from 10% of the ton-km moved in Korea in 1966 to 27% in 1976. This is
mainly due to the construction of industrial complexes at coastal locations,
and, to a lesser extent, to shortages in rail and road capacity. Korea's
share in the merchant shipping of its external trade has been increasing and
reached about 38% of total tonnage in 1976.

33. Aviation. Although domestic air passenger traffic grew rapidly
until 1973, it still amounts to less than 1% of total passenger-km; airfreight
is also negligible. Domestic routes are served by the privately owned Korean
Airlines (KAL), which also operates internationally. Most international
traffic is handled at the Seoul-Kimpo International Airport; other inter-
national airports are at Busan and at Jeju Island, a major tourist center.

34. Railways. Korea's transport system is now evolving into a more
balanced multi-modal system in which different traffic modes complement each
other according to their technical and economic characteristics. Cost
comparisons indicate that rail transport is still the most economic means of
moving bulk traffic over medium and long distances, and also has an important
role to play in serving long distance passenger traffic. In 1976, about 81%
of rail freight traffic consisted of six bulk commodities, as against 69% in

1966. In addition to its long distance hauling of bulk freight and passengers,
KNR is expected to play a growing role in providing rapid transit service for
Seoul and its suburbs. The system which KN4R operates is the most "mature"



segment of Korea's transport sector. The severe damage s tained during tile
Korean War was repaired with the help of a large USAID-financed rehabilita-
tion program during the fifties. Since then, a continuing modernization and
expansion program has been under way. Since 1962, Bank Group assistance to
KNR, through five projects, has amounted to $220 million. The first three
lending onerations have been satisfactorily completed. Disbursements related
to the Fourth Railway Project (Loan 853-KO) are 98% complete, but the Closing
Date has been extended to Miarcn 31, 1979, to allow for disbursements for
equipment with long delivery times. The loan of $100 million (No. 1101-KG)
made in 1975 for the Fifth Railway Project is over 77% disbursed and it is
expected that the Project will be completed by the end of 1978.

35. The major requirements of the Loan/Credit Agre,r1-ts covering these
first five railway projects fall into four main areas: (a) KNR's status and
financial autonomy; (b) KNR's financial situation; (c) railway operational
and technical matters; and (d) transport coordination. Although KNR has not
been established as a public corporation, gradual progress has been made in
providing it with more autonomy. Under the proposed project, the Government
has agreed to take all nec:essary action to enable KNR to operate with autono-
mous powers satisfactory to the Bank (Section 3.02 of the draft Loan Agreement).
As regards railway finances, KNR earned positive returns until 1971; since
then its financial situatiLon deteriorated due to increased highway competition,
which eroded earnings frorm profitable passenger services; sharp inflation,
which increased costs substantially; and tariffs, maintained at levels by
the Government which did not fully compensate for inflation. The remedial
action proposed is referred to in paragraphs 50-52 below. The requirements
of covenants covering operational and technical matters, in general, have
been met satisfactorily, with a consequent improvement in KNR's level of
performance.

Transport Policy Planning and Coordination

36. Over the past two years, the Government has taken steps to improve
transport coordination. In 1975, this function was reorganized by the
establishment of a Transport Coordination Committee (TCC) K nsisting of nine
directors, representing ministries most directly concerned with transport
matters, and a Transport Coordination Office (TCO) in the Ministry of Transpor-
tation. The TCO is headed by a director general, who also acts as Chairman
of the TCC. Its main functions are to collect data and assist in the formula-
tion and review of transport policies, especially those related to pricing
and regulation. While the charter of the TCC includes intermodal coordination
of transport sector investments, the TCC has in fact not exercised this
function. The Economic Planning Board (EPB), which exercises budgetary
control and plays a major coordinating role with regard to all other minis-
tries, is primarily responsible for decisions on investment projects. EPB
intends to make much more intensive reviews of investment projects and has
established a separate Bureau of Project Evaluation to this end. This is
particularly necessary in the case of the transport sector since transport
infrastructure is capital-intensive, and careful project evaluation and
preparation will help to ensure that capacity increases are provided at the
least cost to the economy, and that efficient use is made of existing capacity.
The Basic Economic Report identified a series of studies related to the
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transport sector; EPB has selected three of these for priority consideration.
The Government intends to have these studies carried out mainly by local
consulting firms with some specialized technical advisers acceptable to the
Bank (Section 4.09 of the draft Loan Agreement). Provision is made in the
proposed loan for the financing of such assistance.

IV. THE PROJECT

37. The proposed project consists of the investments which KNR intends
to start during 1978 and 1979. It was appraised by Bank missions in April-
May and July 1977. A Staff Appraisal Report based on the findings of the
missions (No. 1790-KO dated March 10, 1978) is being circulated separately.
Supplementary project data are provided in Annex III. Negotiations were held
in Washington from February 13 to 17, 1978 with a Government team led
by Mr. J.K. Park of the Economic Planning Board.

38. The major components of the proposed project are summarized below:

(a) electrification of 8.5 km of double track line and double tracking
and electrification of 22.7 km of lines in the Seoul suburban
areas;

(b) double tracking of 8.6 km of line in the northeast region;

(c) additional crossing loops at 17 places and extensions to marshal-
ling or station yards at 11 places;

(d) installation of centralized traffic control on about 200 km of
lines;

(e) rail or track renewal on about 330 km and provision of 320,000 cu m
of ballast and 150,000 concrete sleepers;

(f) provision of a permanent way workshop and track maintenance
equipment;

(g) separation of road and rail at level crossings;

(h) right-of-way improvements;

(i) the acquisition of two breakdown cranes, 30 main line diesel loco-
motives, 211 passenger cars and 1,420 freight cars and repowering
of 59 diesel locomotives and 14 diesel rail cars;

(j) provision of a new passenger car workshop at Daejeon and improvements
to existing locomotive and car workshops and running sheds;

(k) improvement of telecommunications and power facilities;

(1) construction of housing (about 680 units) for train crews and other
employees; and
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(m) provision of training equipment and continued technical assist-
ance to KNR.

39. The total project cost is estimated at $406 million equivalent of
which the foreign exchange component is expected to amount to $190 million
equivalent (about 47%). The proposed loan of $120 million would cover the
cost of about 33,000 tons of rails, track maintenance equipment, two break-
down cranes, 211 passenger cars, 1,420 freight cars, workshop equipment,
technical assistance to KNR and transport sector studies. The remainder of
the foreign expenditure will be met through borrowing from other foreign
sources as indicated in the financing plan included in the Loan and Project
Summary. About $3.2 million will be provided by the Overseas Economic
Cooperation Fund of Japan at 3.5% interest, repayable over 13 years, including
7 years grace; $8.6 million equivalent is expected to be provided by a
European manufacturers' consortium for electrification, at interest rates
varying between 6% and 8%, with repayments over 7 years, including 2 years
grace; about $39.7 million will be provided by the US Export-Import Bank and
US commercial banks, for diesel locomotives, at an interest rate of 8.5%,
repayable over 10 years. Suppliers' credits have not yet been secured, but
in the past have borne interest at about 5.5-6.5%. The local currency
required (W 105 billion, $217 million equivalent) will be provided largely by
Government loans on concessional terms. Physical contingencies of 10% have
been included for all items except motive power and rolling stock, rail and
track renewal, track material, workshop and track maintenance equipment.
Price contingencies have been included for all items; assumed price increases
for local currency items are 8% annually in 1977/78, 7.5% in 1979 and 7% in
1980/81 and for foreign currency items 8% annually in 1977, 7% in 1978, 6.5%
in 1979 and 6% in 1980/81.

Procurement

40. All items to be procured under the proposed loan will be subject
to international competitive bidding, in accordance with Bank guidelines.
In bid evaluation, Korean manufacturers of equipment will be allowed a
preferential margin of 15% of the c.i.f. cost of competing imports, or the
relevant prevailing leviel of customs duties, whichever is lower.

Disbursements

41. Disbursements would be made on the basis of 100% of the c.i.f.
cost of imported equipment and materials; 100% of the ex-factory cost of
locally manufactured equipment and materials if local bidders are successful;
100% of the foreign exchange costs of technical assistance for transport
sector studies; and the total cost of other technical assistance. A disburse-
ment schedule is given in the Loan and Project Summary.

KNR Organization, Management and Staff

42. KNR is a semi-autonomous agency within the Ministry of Transpor-
tation, with its own management, accounts, and allocation from the national
budget. The Government, largely through the Economic Planning Board (EPB),
exercises control over staff, financial, budgetary and tariff matters.
Management is generally satisfactory but there remains a need to strengthen
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certain aspects, especially the capability for development of technical,
financial and economic policies and investment planning. The Government
has recognized the situation and a management study, financed under the Fifth
Railway Project (Loan 1101-KO), will be carried out by consultants (Sec-
tion 3.08 of the draft Loan Agreement). KNR is also carrying out a Manage-
ment Rationalization Plan to: (a) reduce costs through mechanization of
maintenance, improved operations, closing or rationalization of lines and
stations, and reorganization of administrative functions; and (b) increase
revenues through improved passenger services, expansion of container services,
provision of private sidings, reclassification of freight rates and improve-
ments to the passenger fare structure. The number of permanent employees has
remained almost constant at about 34,000 and the forecasts assume that there
will be no major change during the project period. Staff productivity in
terms of traffic units (passenger-km plus net ton-km) per employee is high
(roughly 600,000 in 1976) compared with other railways. The higher pay
scales in the private sector cause some difficulties in retaining qualified
and experienced personnel. KNR's training programs were reviewed by the Bank
during the Fifth Railway Project and were found to be fundamentally sound.

KNR Facilities, Traffic and Operations

43. The KNR system consists of 3,097 route-km of standard gauge
(1.435 m) and 47 km of narrow gauge (0.76 m) lines with about 567 km double
tracked. The single-track industrial lines between the Northeast and Seoul
are electrified and most of the Seoul urban tracks are also electrified in
association with the Seoul Metropolitan Electric Suburban Railway System.
Many lines are in mountainous areas with steep gradients and numerous sharp
curves. Maximum train speed varies from 110 km/h (on the Seoul-Busan double
track line) to 70 km/h. Centralized traffic control (CTC) has been installed
in the Seoul urban area and on the heavily trafficked single track line
Seoul-Jecheon. Under the proposed project, CTC is to be installed on another
200 km of lines. Automatic block operation is provided on the Seoul-Busan
line. Most of the other main lines are equipped with tokenless block signal-
ling and interlocking systems. Telecommunications are in general adequate,
but some improvements are being carried out and will be continued under the
proposed project. A microwave system has recently been installed between
Seoul and Busan, and a start has been made on providing improved station-to-
station and station-to-train communications. The fixed installations are
adequately maintained.

44. KNR's motive power and rolling stock fleet consists of 386 diesel
and 69 electric locomotives (with about 20 steam locomotives still in service
on shunting duties), 120 diesel rail cars, 128 electric rail cars, about
1,800 passenger cars, and about 16,000 freight cars. Another 20 electric
locomotives, 90 electric rail cars and 750 freight cars, not included in the
project, are ordered or being ordered for delivery during 1977 and 1978. An
additional 30 diesel locomotives, 211 passenger cars and 1,420 freight cars
are included in the project.

45. KNR has four main workshops for maintenance of motive power and
rolling stock. A new freight car workshop is being constructed at Daejeon
and a new adjacent passenger car shop is proposed under the project. KNR
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is planning to transfer all passenger and freight car main',enance to these
new workshops at Daejeon and, by about 1980, close two of vihe existing
workshops.

46. Freight traffic, measured in ton-km, grew by 6.0% per annum from
1966 to 1976. Between 1972 and 1976 it grew at 7.7% per annum and is expected
to grow by 7.5% per annum from 1976 to 1981, with the basic composition of
the traffic remaining unchange' Passenger traffic grew steadily until 1969,
but dropped in 1970 and 1971 due to sharp bus competition on the newly opened
Seoul-Busan expressway. However, it has been growing steadily since 1973.
From 1972 to 1976 average annual growth was 5.5%. The annual growth rate of
passenger traffic from 1976 to 1981 is estimated at 5.8%. Preliminary
results for 1977 indicate that freight traffic is in line ; ch the forecast
while passenger traffic is about 5% higher than forecast.

47. Operating efficiiency and utilization of available equipment remains
high and continues to improve, while availability of rolling stock has been
lower than expected, mainly due to delays in appointment of a technical
advisor agreed to under the Fifth Railway Project, in the supply of spares
and components and in the provision of new centralized freight and passenger
workshops. With progress now being made on all these three aspects, it
should be possible to improve the situation during the 1977-81 investment
plan period. During negotiations, KNR agreed to submit to the Bank, no later
than December 31, 1978, a plan of action to achieve the operational forecasts
used as a basis for the calculation of the rolling stock requirements
(Section 3.11 of the draft Loan Agreement). This should include, inter alia,
the improved maintenance of rolling stock and locomotives, the adequate
provision of funds for spare parts, the complete phasing out of steam loco-
motives and improved training.

KNR Finances

48. Despite KNR's impressive operational efficiency, its low unit costs,
and the heavy volumes of passenger and freight traffic that it handles, its
financial situation has been deteriorating in recent years. KNR operated on
a profitable basis until 1970. Since that year, due to ii: asing highway
competition eroding its hitherto very profitable passenger traffic, and to a
rapid increase in costs due to the fuel oil price rise and to mandatory wage
awards, its revenues have been insufficient to meet its operating expenses
and amortization payments. Its net losses have risen from W 4.6 billion
($11.5 million) in 1971 to W 9.7 billion ($20.0 million) in 1976.

49. KNR's growing fiLnancial difficulties were discussed in detail
during the negotiations pertaining to the Fifth Railway Project in January
1975. It was recognized that, even allowing for fairly sizeable tariff
increases over the next few years, KNR would not have a positive net revenue
until 1978 at the very earliest. However, the Government fully appreciated
the urgency of improving KNR's financial situation given the need to make
further considerable capital expenditures to enable the railways to continue
to fulfill their crucial role in the economy. In this connection, the
Government agreed to formulate a financial recovery plan with the objective
of enabling KNR, by 1980, to: cover its operating expenses, meet its debt
service obligations in full, and make some contribution towards capital
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investment. In the interim, in order to provide KNR with the resources
necessary to finance its medium-term expenditures, the Government agreed to
provide funds to cover KNR's debt service obligations until a financial
recovery plan acceptable to the Bank was implemented. These arrangements
were outlined in a Supplemental Letter to the Loan Agreement pertaining to
the Fifth Railway Project.

50. Despite Government efforts to augment KNR's revenues by increases
in passenger fares and freight rates, KNR's financial performance deteriorated.
This was primarily due to the fact that these tariff increases were insuffi-
cient to counter the high rate of inflation in 1975 and 1976 when labor costs
increased by 150% and other costs by about 70%. While revenue per freight
ton-km was W 4.64 in 1976, the cost per ton-km was W 5.76; the revenue per
passenger-km (W 3.67) also did not quite cover the cost (W 3.69). In 1976,
KNR incurred a net operating loss of W 10 billion ($20.6 million); taking
interest charges into account, its net deficit amounted to W 23.4 billion
($48.2 million) in that year. However, there has been some improvement in
1977. The Korean authorities and the Bank have endeavored to formulate and
implement effective remedial measures during the past two years. The matter
has been discussed with the Korean authorities at the highest level. The
Government is in full agreement with the Bank's view that measures should be
taken to ensure KNR's financial viability in the long term. Further, the
Government is in agreement with the Bank that the problem should be tackled
through a combination of raising tariffs and, on a decreasing scale, budgetary
support. However, the Korean authorities are reluctant to take abrupt and
drastic action since this may be inconsistent with one of its most important
macroeconomic objectives, namely, to stablize domestic prices. Taking these
considerations into account, the Government has now formulated a plan which
aims at effecting a substantial improvement in KNR's financial situation.
The main elements of this plan are as follows:

(a) a progressive increase in passenger fares and freight rates over
the remainder of the 1977-81 Fourth Plan period. It is intended
that passenger fares be increased by at least 10% per annum during
the 1978-81 period, and freight rates by 15% in each of the years
1978-80 and by 10% in 1981. In view of the Government's policy to
keep annual inflation at no more than 10%, these increases would
ensure that railway passenger tariffs would be set at levels
sufficient to offset the effect of inflation, while freight reve-
nues would increase in real terms; in this connection the Government
has agreed: (i) to raise freight and passenger tariffs to a level
acceptable to the Bank as a condition of loan effectiveness (Sec-
tion 6.01(b) of the draft Loan Agreement) - the increases are
expected to be 15% and 10%, respectively; and (ii) to ensure that
tariff increases would be effected in subsequent years in order to
help KNR to earn a rate of return on net assets of about 2% in
1979 rising to about 4% by 1981 (Section 4.04(b) of the draft
Loan Agreement);

(b) a graduated Government subsidy to KNR which would decrease from
W 14.6 billion in 1978 to zero by 1981; and
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(c) the local currency required for KNR's capital expenditures
during the 1978-81 period would be made available through conces-
sional Government loans bearing interest at about 6% per annum.

51. On the basis of the above-mentioned plan and reasonable assumptions
regarding traffic and operating costs, it is estimated that KNR's cash
generation would be sufficient to cover debt service and provide a contribu-
tion towards its capital investment needs commencing fiscal year 1979 (Sec-
tion 4.04(a) of the draft Loan Agreement); further, during the interim, the
Government has agreed to provide KNR with such funds as are required to meet
KNR's debt service requirements (Section 4.06 of the draft Loan Agreement).
By 1979, KNR's working capital would be adequate and its debt equity ratio
will not rise above 36:64.

52. Given KNR's high standards of operational efficiency, there
appears to be little room for effecting economy on the cost side. It is
felt that if the plans outlined in para. 50 above are carried out, KNR will
have made acceptable progress towards attaining financial viability. It is
intended that the financial situation be kept under close scrutiny in order
to ensure that KNR continues to make progress towards the attainment of its
financial objectives.

Justification, Benefits and Risks

53. KNR continues to play a vital role in the economy of Korea. While
road transport and coastal shipping have increased their share of total
transport demand over the last decade, the railway remains the most economic
mode of moving bulk commodities to inland destinations. The line haul
costs are only a fraction of road costs, and, while the costs of coastal
shipping are competitive with rail costs on a ton-km basis, the circuitous
sea routes around the peninsula often give rail the advantage. It is impera-
tive that rail capacity be sufficient at all times to handle this traffic,
which is vital for the country's continued development.

54. Regarding passenger traffic, the combination of increasing incomes
and the government policy of restricting the use of private automobiles has
led to a sharply increasing demand for the more comfortable and faster train
services. Despite Korea's relatively high per capita income, the 70,000
private cars presently in Korea amount to only 2 per 1,000 persons. The
ratios are 2.6 in Indonesia, 7.7 in Thailand, 10.6 in the Philippines and
37.4 in Malaysia. Only the last named has a higher per capita income than
Korea. For long distances in the 300-400 km range, express trains offer more
comfortable, safer and slightly faster trips than highway buses. Special
express trains also compete favorably with air travel on the Seoul-Busan
route. In view of the above, it appears well justified to develop express
train services to satisfy the fast increasing demand, particularly since
these are the most profitable services of KNR. Operating ratios for the
special and limited express services were 63 and 66%, respectively, in
1976.



- 16 -

55. The economic evaluation of the proposed project focuses on project
investments globally, and on particular items wherever possible. The larger
group, about 62% in all project costs, consists of investments which are
primarily geared to increase the capacity of the railways to carry traffic for
which rail transport is the most economic way of satisfying transport demand.
The remaining project items consist of: (a) way and structure renewals
(10%); (b) investments in the Seoul suburban rail system (SMESRS) (7%); (c) a
new central passenger car workshop at Daejon (5%); and (d) miscellaneous
investments (16%). Items in (b) and (c) above are subject to further review
following completion of studies now in progress (Section 3.09 of the draft
Loan Agreement). No economic return has been calculated on these items
because of lack of appropriate cost benefit data, although there is adequate
evidence to support their inclusion in the project.

56. The benefits of investments to increase the railway's capacity to
carry freight traffic are measured in terms of transport cost savings for
the economy of the country. The economic benefits in terms of transport cost
savings would yield an economic rate of return (ERR) of over 40%. The pro-
posed capacity increases for passengers are for the better quality services
provided by KNR: the special and limited express trains. Benefits of
increasing the capacity of these services are measured in terms of willingness
to pay for the service over and above their costs and give a return of 17% on
the investment. The program submitted by KNR for way and structure renewals
during the plan and project period was examined on the basis of the age and
characteristics of rail, track, and traffic on particular lines and was found
acceptable. If this program were not carried out, the quality of the track
would deteriorate, with the risk of increased accidents. Speed restrictions
needed to ensure safety would gradually reduce capacity, particularly on
single track lines which account for most of KNR's network. The return on
the program based on maintenance costs savings averages about 27%.

57. The average economic return on the capacity increasing investments
and way and structure renewals, which account for 72% of total project costs
(see para. 55 above), is 30%.

58. The main area of risk is in traffic forecasts, which have often
been over-optimistic for railway projects. However, in an economy growing as
rapidly as Korea's it is unlikely that the shortfall, if any, will be signifi-
cant. For the purpose of the sensitivity analysis, the ERR's have been
recalculated for the capacity increasing investments assuming that both
freight and passenger traffic would increase at 50% of the forecast between
1977 and 1981. In this event the ERR would be reduced to 24%.

PART V - LEGAL INSTRUMENTS AND AUTHORITY

59. The draft Loan Agreement between the Republic of Korea and the Bank,
and the Report of the Committee provided for in Article III, Section 4 (iii)
of the Articles of Agreement are being distributed to the Executive Directors
separately. The draft Loan Agreement follows the general pattern of loan
agreements relating to railway projects. Special conditions of the project
are listed in Section III of Annex III.
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60. I am satisfied that the proposed loan would comply with the Articles

of Agreement of the Bank.

PART VI - RECOMMENDATION

61. I recommend that the Executive Directors approve the proposed loan.

Robert S. McNanara
President

Attachments

WashingLon, D.C.
March 15, 1978





ANNEX I

TABLE 3A Page 1 of 4 pages
KOREA REP. - SOCIAL INDICATORS DATA SHEET

LAND AREA (THOU KM2)
KOREA REP. REFERENCE COUNTRIES (1970)

TOTAL 98.5 MOST RECENT
AGRIC. 24.4 1960 1970 ESTIMATE THAILAND TURKEY JAPAN**

GNP PER CAPITA (US$) 120.0* 280.0 * 670.0/a* 210.0 500. * 2630.0 *

POPULATION AND VITAL STATISTICS

POPULATION (MID-YR, MILLION) 25.0 32.2 36.0/a 36.3 35.6 104.3

POPULATION DENSITY
PER SQUARE KM. 244.0 327.0 365. 0/a 71.0 46.0 280.0

PER SQ. KM. AGRICULTURAL LAND 1191.0 1371.0 1475.07ia 263.0 65.0 1744.0

VITAL STATISTICS
CRUDE BIRTH RATE (/THOU, AV) 39.7 35.0 28.8 44.3 40.6 17.5

CRUDE DEATH RATE (/THOU,AV) 22.9 11.4 8.9 13.7 14.4 7.1

INFANT MORTALITY RATE (/THOU) 82.9/a . . 38.0 80.0 153.0 /a 13.1

LIFE EXPECTANCY AT BIRTH CYRS) 56.0' 65.0 68.0 55.5 54.4 71.1

GROSS REPRODUCTION RATE 3.1/b 2.6 2.4 3.2 2.6 /b,c 1.0

POPULATION GROWTH RATE (%)
TOTAL 2.8 2.3 1.8 3.1 2.5 1.0

URBAN 5.9 6.4 5.4 4.9 4.9 /d 4.0

URBAN POPU,ATION (% OF TOTAL) 28.0 41.2 48.5 15.0 38.7 84.4

AGE STRUCTURE (PERCENT)
0 TO 14 YEARS 40.5 42.1 39.9 45.1 41.7 24.0

15 TO 64 YEARS 55.7 54.5 56.7 51.8 54.0 68.9

65 YEARS AND OVER 3.8 3.4 3.4 3.1 4.3 7.1

AGE DEPENDENCY RATIO 0.8 0.8 0.8 0.9 0.9 0.5

ECONOMIC DEPENDENCY RATIO 1.5/C 1.4 1.2 /b 1.1 1.1 /e 0.6

FAMILY PLANNING
ACCEPTORS (CUMULATIVE, THOU) .. 4424.7 7404.7 470.0

USERS (% OF MARRIED WOMEN) .. 42.0 34.0 10.0 8.2

EMPLOYMENT

TOTAL LABOR FORCE (THOUSAND) 7500.0 10200.0 13100.0/a c 16700.0 14500.0 /f 53300.0

LABOR FORCE IN AGRICULTURE (X) 66.0 50.4/a 44.6/Iac 79.D 67.0 19.0

UNEMPLOYED (% OF LABOR FORCE) 9.0 4. 3.9 .. 4.0 j 1.2

INCOME DISTRIBUTION

% OF PRIVATE INCOME REC'D BY-
HIGHEST 5% OF HOUSEHOLDS 17.0 /d 17.1 18.1 /d 22.0 32.8 /h 14.2

HIGHEST 20% OF HOUSEHOLDS 41.9 1 44.5 43.4 7d 51.1 60.67w 37.6

LOwEST 20% OF HOUSEHOLDS 7.4 7 7.1 7.2 7& 5.6 2.9 1 8.B

LOWEST 40% OF HOUSEHOLDS 19.5 71 17.7 1B.7 7T 14.3 9.4 71 22.3

DISTRIBUTION OF LAND OWNERSHIP

% OWNED BY TOP 10% OF OWNERS 27.0 28.0 .. .. 53.0

% OWNED BY SMALLEST 10% OWNERS 3.0 2.0 ., . 0.9

HEALTH AND NUTRITION

POPULATION PER PHYSICIAN 3220.0 2110.0 2100.0 7970.0 2250.0 880.0
POPULATION PER NURSING PERSON 3220.0/e 2170.0/b 1440.0/e 6650.0 1770. 0/i 240.o

POPULATION PER HOSPITAL BED 2510. -- 1900s0o 1760.0 890.0 500.0 80.0

PER CAPITA SUPPLY OF -
CALORIES (X OF REQUIREMENTS) 85.0 113.0 112.0 103.0 110.0 106.0

PROTEIN (GRAMS PER DAY) 53.0 65.0 6. o/f 52 0 78.0 76.0

-OF WHICH ANIMAL AND PULSE 13.0 /f 19.0 . 17:o/a 227.0 45.0

DEATH RATE (/THOU) AGES 1-4 .. .. , .. 14.7/k 1.0

EDUCATION

ADJUSTED ENROLLMENT RATIO
PRIMARY SCHOOL 96.0 104.0 109.0 81.0 109.0 100.0

SECONDARY SCHOOL 27.0 41.0 59.0 16.0 28.0 91.0

YEARS OF SCHOOLING PROVIDED
(FIRST AND SECOND LEVEL) 12.0 12.0 12.0 12.0 11.0 12.0

VOCATIONAL ENROLLMENT
(% OF SECONDARY) 14.0 16.0 17.0 14.0 lb 14.0 20.0

ADULT LITERACY RATE (X) .. 87.0 92.01a 79.0 55.0/1 99.0

HOUSING

PERSONS PER ROOM (URBAN) 2.8 2.7 .. .. 1.9 1.0

OCCUPIED DWELLINGS WITHOUT
PIPED WATER (%) 88.0/h 80.0 /C S7.0/h 64.0 5.0

ACCESS TO ELECTRICITY 9

(% OF ALL DWELLINGS) 28.0 50.0 ,, .. 41.0

RURAL DWELLINGS CONNECTED
TO ELECTRICITY (%) 12.0 30.0 64.9/i .. 18.0

CONSUMPTION

RADIO RECEIVERS (PER THOU POP) 32.0 126.0 127.0 78.0 89.0 551.0
PASSENGER CARS (PER THOU POP) 0.4 2.0 2.0 5.0 4.0 84.0

ELECTRICITY (KWH/YR PER CAP) 71.0 307.0 600.0 124.0 247.0 3391.0

NEWSPRINT (KG/YR PER CAP) 1.8 3.5 4.8 1.0 0.7 18.9

SEE NOTES AND DEFINITIONS ON REVERSE
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NOTES

Unles cuvr,cie nted, data for 1960 refer to cry year between 1959 and 1961, for 1970 betwee 1968 and 1970, and for Moat Rene..t Batielte between

19') and 1975.

-CN' Per copito data are b-ase on the World Bank At!a. methodology (1974-76 beale).

t 1-aalo ber- selected. a -aobjecbtiveicoon tryfdoe to the ainilarity of the presen.t forcer -connictrocture to that of Japan in the old-fiftire
(wtthenn prnillecre oeie,efcent, indoatriona, cheap labor adhayrlac nimported raw naterial). Moreove, ag-

c_r1vo tr. tor and other sesrsof the ococrf ban af-osilec characttristicv. K oreale ha. a pottern of indetria1 develpe.tho wih Lsno
veodffece_ Ir_ th. oo Japan po-s-d with great aceein the eietie..

f.YifF ,RFtP. B6i Ia 1957; lb1 1950-55; Sc Ratio of popalation onder 15 and 5 and over to total labor force; Id Wage and aalor'y
__ ntoe of hocioeholdn, Icr 1964; Ie Registered, not all proi inpi the tc-nty; If 1962; LA Refer to hoon.. colde;

'L hater piped inside.

1910 Ia As pcc-rtsgo of enPloysnent; /b Registered, not all pracliotngi.I the cou..try; /0 Water piped inalde.

MOST RECE11 EST IMAi Ia1976; /b iRatio of populotion under 15 and ovr tc tntal labor forc; Lc Labo-r force age 14 and over
(Enplty.Ttet In agrit~l toce asper-en ge of ouic Lc) d 1971; fe Registered, act all_woking In
the ceontry; If 1969-71 aeg; Ten years and over lb Percentage of bewoeholde; Li fatal

ee-telfication rate.

1))AI.s1D 971 a 1954-66: ,'b public, achola, which liclndea technicel edn"caion at the poet-seondary-level.

TURKEY 1970 I 1967; lb includes 17 eaeterc provincee; Ic 1965-67; Id 1965-70 Ie Ratio of populatioe under 15 and 65 end ovr

to lohor force 15 years and eve If 15 years and over, -noldee aneeployed; La Regiatered only; /h Dispoaable
toone If Tntludieg ...aietant nuesand nldwiee: /I 1964-66; Sb 1967-68; /1 Pereona em yeara and over who
tell the cenau takers that they can read and write.

R13, Septenher 9, 1977

DEF~INITIONiS if SOCIAL flRICATIIRS

Land free (than n-') Pe..alatioe sop aes ere... - Pcpclatton divided by .taber of practicing
Tntel - Total sufc racmrsn ad are nad islaed eaters, male and female gredoate name , taind` or"Irt1Ifd` suse -ad

noic.,-M" I-cttrcceattante of egiatrlae sdtmoaiyo em-aeiliary perasonel wIth tae repriec..
neely fIr cro,. pctures, varkct h kitchen gacdeee cc tc Ie. fallow Poenltio -eer hnaeical bed - Pepalation diolded by nisber ef hospital bede

avilble in public and private general and eprialleed hospta ad

0901 eec capito (01$ - Gy P per capita eatiaaates atcucrect market price, reaIiai n ccira; ..ecldee nreing hencehaed sealssete for
_al.o.aced by cam conoraic. stshd as World Bank Atlas (1973-75 basis) c-todia1 and preventive tare.
1960; 1977 and 1975 data. Pe act eelo of calr iles ft atCsiaatl -Cepued itrm energy

e"qaPIvle of mat food suplesavilable. lesotry.per ta pita. pr day;
Popu~:laion and cita staistic- available auppliec comprise d-. esti prodooliZ, Imports lees ePoll,n

,.clton
0
id-,-, nillion) Au ai July firaf: if nor available, onerage cages in toch; set eupplie c. lo.de an iml, feed, seeds, q-anities ace1d

of -w end-_Y.a. tt, ato 1161, 1970 aed 1975 dat,. isfond penceecing and lo-a is disiribation; reqsiraent wer estimated
by FAG basdonphysio1oginal maede fsr norta activity snd health consid-

Poenlatio denit - pvr , sure ha - Mid-y-n population per aquar kiiter erig onirosectal tsparatore, bedy weighta, age aed ass diatribocmina af
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ECONOMIC DEVELOPMT DATA SHEET

Actual Hst. Projected Growth Rates (X)
1965 1970 19172 1973 1974 1975 1976 1982 1965-73 1973-75 1976-82 1982-86

A. National Accounts
(Million 5S9 at 1975 prices)

1. GDP 6,953.9 11,714.7 13,900.8 16,233.7 17,655.4 19,089.2 21,941.7 36,846.9 11.2 8.4 9.0 9.8
2. Gains from TOT 142.5 668.9 1,145.3 1,517.0 543.6 - 1,027.0 2,547.8 - - - -
3. Gross Domestic Income 7,096.4 12,384.6 15,046.1 17,750.7 18,199.0 19,089.2 22,968.7 39,394.7 12.1 3.7 9.4 10,3
4. Imports (goods and NFS) 988.9 4,254.3 5,501.4 7,203.0 7,438.2 7,463.8 9,236.7 22,583.3 28.2 1.8 16.1 15.9
5. exports volume 389.4 1,849.0 3,125.4 5,021.1 4,745.2 5,679.1 8,158.3 20,305.5 37.4 6.4 16.4 16.0
6. Exports (adjusted for TOT) 531.9 2,417.9 4,270.6 6,538.1 5,288.8 5,679.1 9,185.3 22,853.3 36.4 -7.0 16.4 16.0

7. Resource Gap (adjusted for
TOT) 457.0 1,736.4 1,1230.8 664.9 2,149.4 1,728.1 51.4 -270.0

8. Total consumption 6,809.2 10,655.5 12,606.7 14,264.7 15,181.0 15,381.0 16,439.1 27,778.4 9.7 3.8 9.1 8.6
9. Imeartment 926.7 3,308.9 3,134.1 4,327.5 5,167.4 5,120.7 5,977.0 11,351.3 21.2 8.8 11.3 14.0

10. Domestic savings (adjuated
for TOT) 287.2 1,729.1 2,439.4 3,486.0 3,018.0 3,708.2 6,529.6 11,616.3 36.7 3.1 10.1 14.2

11. GDP at current US$ 2,996.5 8,238.9 9,835.8 12,457.8 16,863.1 19,089.2 25,276.7 60,019.5 19.5 24.0 15.7 18.4

8. Sector Output
(Share of GDP at 1975 prices)

1. Agriculture, Foreatry and
Fisheries 0.462 0.330 0.292 0.264 0.256 0.249 0.236 2.152

2. Mining and Manufacturing 0.137 0.023 0.230 0.257 0.276 0.291 0.327 0.342
3. Other 0.401 0.467 0.478 0.479 0.467 0.460 0.437 0.506

C. Prices (1975-100)

1. Import Price Indea (US0) 66.4 66.0 66.4 78.9 108.0 100.0 111.8 149.8
2. Import Price Index (US$) 48.6 48.5 48.6 60.6 96.9 100.0 99.3 133.1
3. Terms of Trade Index 136.6 136.1 136.6 130.2 111.5 100.0 112.6 112.5
4. GDP Deflator 43.1 70.3 70.8 76.7 95.5 100.0 115.2 165.1
5. Average exchange Rate 266.2 310.4 394.0 398.6 405.9 485.0 485.0 485.0

D. Selected Indicators 1965-72 1973-75 1976-82 E. 1965 1970 1975 1982

1. ICOR /a 2.05 4.42 3.53 1. Labor force (million) 8.9 10.2 12.3 15.3
2. Import Elasticity 2.52 lb 0.21 1.79 2. Unemployment (I of E.1) 7.9 4.9 4.1 3.4
3. Average Domestic Savings Rate 0.12 0 19 0.27 3. Employment (million) 8.2 9.7 11.8 14.8
4. Marginal Domestic Savings

Rate ' 0.27 0.17 0.31 (X shares)
5. Imports/GDP 0.32 0.42 0.53 3.1 Agriculture, Forestry, Fisheries 58.6 50.5 45.9 37.8
6. Investment/GD? 0.20 0.28 0.29 3.2 Mining, Manufacturing 10.4 14.3 19.1 23.7
7. Resource Gap/GDP 0.13 0.09 0.00 3.3 Other 31.0 35.2 35.0 38.5

F. Public Finance (% of GDP) 1965 1970 1972 1973 1974 1975 1982

1. Current Revenue 13.2 17.5 18.2 13.9 15.3 17.4 25.5
1.1 Tax Revenue 7.3 14.3 12.3 11.6 13.3 15.1 17.3
2. Current Expenditure 9.0 11.5 11.9 9.6 10.5 11.1 18.6
2.1 Defense Expenditures 3.7 4.0 4.5 3.7 4.3 4.8 6.5
3. Government Savings 4.2 6.0 6.3 4.3 4.8 6.3 6.9
4. Capital Expenditures 2.7 5.8 6.2 3.6 4.4 5.5 5.0

/a Calculated on a one-year lag.

/b Calculated for 1965-73. March 23, 1977
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BALANCE OF PAYMENTS, EXTERNAL ASSISTANCE AND DEBT
(9 million at current prices)

Actual Estimated Proiected
1972 1973 1974 1975 1976 1978 1980 1982 1986

Summary Balance of Payments

Exports (incl. NFS) 2,075 3,962 5,125 5,679 9,121 13,827 20,879 30,417 66,942Imports (incl. NFS) 2,577 4,368 7,209 7,464 9,172 13,981 20,747 30,058 65,958Resource balance (X-M) -502 -406 -2.084 -1.785 -51 -155 132 359 984

Interest (net) /a -138 -166 -229 -399 -380 -583 -719 -807 -1,053Direct investment income /b -2 1 -8 -5 -24 -22 -52 -90 -165
Other factor income (net) 101 72 74 76 -49 35 -12 -80 -100Current transfers (net) 170 190 224 226 230 225 250 250 250Balance on current sccounts -371 -309 -2,023 -1,887 -274 -500 -400 -368 -84

Private direct investment /c 74 137 104 53 70 220 260 300 385Official capital grants 87 61 64 - - - - - -

Public M6LT loans /d
Disbursements 735 757 1,155 1,687 1,662 2,178 2,295 2,301 4,433- Repayments 289 334 391 368 590 888 1,055 1,387 2,102Net disbursements 446 423 764 1.319 1,072 1,290 1.240 914 2.331

Other MHLT loans
Disbursements 49 71 174 85 98 150 150 150 163- Repayments 10 15 23 28 34 120 188 196 213Net disbursements 39 56 151 57 64 30 -38 -46 -50

Capital transactions n.e.i. /f -116 -28 955 7 951 lh -82
Change in foreign exchange

reserves (- - increase) -159 -340 -15 -493 -1,398
Actual Bat.Grant and Loan Commitments 1972 1973 1974 1975 1976

Debt and debt services
Officia. grants and grant-like 87 61 64 - -

Public debt out. & disbursed 2,691 3,199 3,982 5,227 6,299Public MHLT loans (end of period)
18RD 73 150 85 382.5 372 Interest on public debt 120 150 201 290 325LDA 26 20 - - - Repayments on public debt 289 334 391 368 590ADB 68 46 89 101.5 114 Total public debt service 409 484 592 658 915Giovenments 431 311 446 250 731 Other debt service (net) 23 33 54 60 71Suppliers 142 295 516 343 5 Total debt service (net) 432 517 646 718 986FriP-te banks 73 240 737 193 5 1,981
Bonds - - 19 - ) Burden on export earnings (X)
Public loans n-e-i- - 11 80 34

Total public M6LT loans 813 1.073 1,972 1,304 3,198 /k Public debt service 19.7 12.2 11.6 11.6 10.5
Total debt service 20.8 13.1 12.6 12.6 11.3

Actual debt outstanding on December 31. 1975 TDS + Direct Invest. Inc. 20.7 13.1 12.4 12.6 11.2
External Debt Disbursed only % Average terms on public debt

World Bank 403.5 77Int. as prior year 006 5.3 5.6 6.3 7.6 6.2
92.7 1.8 AInrt. as % prior year

Onho multilateral 196.7 3.8 Dori 12.9 12.4 12.2 9.2 11.3Goc-rn-enta 1,838.0 35.2
Suppliers 1,595.4 30.5 IBRD debt out. A disbursed 94.7 139.8 223.8 403.5 535.0Private bonds 1,004.2 19.2 as 0 public debt 060 3.5 4.4 5.6 7.7 8.5Bonds 18.8 0.4 as X public debt servie 1.7 2.5 3.3 4.9 4.3Public debts n.e.i. Lj 77.8 1.4
Total public M6LT debt /d 5,227.1 100.0 IDA debt out & disbursed 47.1 58.5 78.3 92.7 96.1
Other M6LT debts 470.8 as X public debt 06D 1.8 1.8 2.0 1.8 1.5Total external M6LT debt (disb. only) 5,697.9 as 0 public debt service 0.1 0.1 0.1 0.1 0.1
Short-term debt (disb. only) 2,167.0 /i

/a Interest payments on short-, medium- sod long-term debt less interest earnings.
/b Net dividends receipts and payments.
/c Excludes interoffice accounts of foreign banks.
/d Includes all public guaranteed loans of maturities one year and above, emcept IMF.
/e Private nosguarantded loans, including IFC loans.
/f Includes IMF credits, banking system borrowing and short-term capital inflows.
/2 Includes 5580 million borrowed by the banking system.
/h Includes short-term capital inflows of 0760 million.
Li Other private financial institutions.
/1 Includes short-term trade credits (5902 million), refinance (0829 million), other short-term debt ($436 million).
/k Preliminary official data (includes nonguaranteed private loans.

March 22, 1977
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KOREA

THE STATUS OF BANK GROUP OPERATIONS IN THE REPUBLIC OF KOREA

A. Statement of Bank Loans and IDA Credits (as of January 31, 1978)

Loan or Amount ($ million)
Credit (less cancellations)
Number Year Borrower Purpose Bank TW IDA Undisbursed

Nine loans and eight credits fully disbursed 406.5 86.8

795 1972 ADC Irrigation 33.0 1.5
863 1972 Republic of Korea Railways IV 40.0 0.7
906 & 1973 Republic of Korea Education II 23.0 23.0
394 20.0 3.2
917 1973 Republic of Korea Ports I 80.0 33.9
942 1973 Republic of Korea Seeds Production 7.0 4.2

953 1974 Republic of Korea Tourism 25.0 12.6
956 1974 Republic of Korea Highways II 47.0 0.7
994 1974 AFDC Agriculture 13.0 9.1

1070 1975 Republic of Korea Secondary Cities 15.0 7.0
1095 1975 KDB Dev. Fin. Co. 60.0 1.5

1096 1975 Republic of Korea Third Education III 22.5 20.2
1101 1975 Republic of Korea Railways V 100.0 22.7
1145 1975 KDFC Dev. Fin. Co. 55.0 1.5
1175 1975 MIB - I Dev. Fin. Co. 30.0 5.5
1193 1976 Republic of Korea Second Integrated 15.0 10.5

Dairy Development
1203 1976 Republic of Korea Highways III 90.0 63.2
1216 & 1976 Republic of Korea Rural Infra- 20.0 3.6
1218-T structure 40.0 7.1
1319 1976 ADC Irrigation 29.0 28.8
1328 1976 Republic of Korea Agricultural Credit 20.0 16.8
1338 1976 KDB Dev. Finance Co. 82.5 70.2

1364 1977 ADC Irrigation 95.0 94.1
1401 1977 Republic of Korea Ports II 67.0 67.0
1461 1977 KDFC Dev. Finance Co. 70.0 69.7
1466 1977 Republic of Korea Heavy Machinery 80.0 77.4
1474 1977 Republic of Korea Vocational Training 23.0 23.0
1503/a 1978 ADC - Ogseo Stage I Agriculture/Irri-

gation 36.0 36.0
1507/b 1978 MIB - II Dev. Finance Co. 55.0 55.0

Total 1,639.5 40.0 106.8 769.7
of which has been repaid 50.5 0.9

Total now outstanding 1,589.0 40.0 105.9

Amount sold 7.0
of which has been repaid 1.0 6.0

Total now held by Bank and IDA 1,583.0 40.0 105.9
(prior to. exchange adljustment)

Total undisbursed 759.4 7.1 3.2 769.7

/a Not yet effective.

/b Effective as of March 10, 1978.
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B. Statement of IFC Investments (as of January 31, 1978)

Fiscal Amount ($ million)

Year 0bligor Type of Business Loan Equity Total

1968 KDFC Development Financing - 0.7 0.7

1969 Honan Silk Co. Textiles 1.4 0.3 1.7

1970 Atlas Paper Pulp and paper 4.5 0.5 5.0/a

1971 Korea Investment
Finance Corp. Capital Market Development - 0.6 0.6

1974 KDFC Development Financing - 0.4 0.4

1974 Korea Investment
Finance Corp. Capital Market Development - 0.3 0.3

1975 Gold Star & Co.,
Ltd. Electronic Products 16.0 1.3 17.3

1975 Korea Securities
Finance Corp. Capital Market Development 5.0 0.6 5.6

1975 Tong Yang Nylon
Company, Ltd. Synthetic Fibers 6.9 2.1 9.0

1975 Hae Un Dae Develop-
ment Company, Ltd. Tourism 2.8 0.7 3.5

1976 Korea Investment
Finance Corp. Capital Market Development - 0.4 0.4

1976 Chungju Paper
Mfg. Co. Paper 5.0 0.5 5.5

1976 Korea Zinc Co., Ltd. Zinc 15.0 4.0 19.0

1976 KDFC Development Financing 17.8 - 17.8

1976 Gold Star & Co.,

Ltd. Electronic Products 10.0 0.4 10.4

1977 Gold Star & Co.,

Ltd. Electronic Products 0.2 0.2

1977 KDFC Development Financing 0.3 0.3

1977 Korea Securities
Finance Corp. Capital Market - 0.5 0.5

1977 Korea Development

Leasing Corp. Capital Market 15.0 0.4 15.4

Total gross commitment 99.4 14.2 113.6

less cancellations, terminations,

repayments and sales 42.2 0.9 43.1

Total commitments now held by IFC 57.1 13.4 70.5

Total undisbursed 13.6 0.5 14.1

/a Cancelled at the request of the Company.
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PROJECTS IN EXECUTION /1

Agricultural Sector

Loan No. 795 Yong San Gang Irrigation Project; $33.0 Million Loan
Credit No. 283 and $15.0 Million Credit of February 2, 1972; Effective

Date: September 15, 1972; Closing Date: December 31, 1978

The project, located in one of the most drought-prone areas of
Korea, provides four storage dams, canal systems and land development to
irrigate 33,700 ha. The project was delayed initially by modifications
in the design of the dams arLd later when rapid inflation outpaced the
allocation of local funds. The dams have now been complet-d And about
19,000 ha was irrigated in 1977. Good progress is being made on other,
works which are expected to be completed in mid-1978, about 18 months
behind schedule. Consequently, the Closing Date has been extended from
September 30, 1977 to December 31, 1978. The project cost is estimated
at about $151 million compared to $88.6 million at appraisal, but because
of increases in rice and barley prices, the economic rate of return is
expected to be close to the appraisal estimate of 13%.

Loan No. 942 Seeds Project; $7.0 Million Loan of November 16, 1973;
Effective Date: April 24, 1974; Closing Date: December 31,
1978

The project consists of: (a) the installation of five field crop
seed processing and storage facilities; (b) farm machinery for seed pro-
duction; (c) procurement of seasonal seed inventories through the operation
of a revolving fund; (d) seed testing laboratories and equipment; (e) crop
research (financed in part by USAID); (f) feasibility studies for irriga-
tion and area development; and (g) technical assistance. The necessary
legislative and administrative action for revising the Seed Law and estab-
lishing an "Office for Seed Production and Distribution" has been taken.
Project implementation, although one year behind the appraisal schedule,
is proceeding satisfactorily. Project costs (OSPD/NAPIO components) have
increased from the appraisal estimates of about $14.0 mil1icu to about
$35.0 million. Disbursement has been somewhat slower than expected at
appraisal but should substantially improve in FY78; it is envisaged that
civil works, construction and purchase of equipment will be completed in
1978.

Loan No. 994 Integrated Agricultural Products Processing Project;
$13.0 Million Loan of June 7, 1974; Effective Date:
March 19, 1975; Closing Date: June 30, 1979

This project provides long-term funds to the Agriculture and
Fisheries Development Corporation (AFDC) for onlending to subborrowers in the

/1 These notes are designed to inform the Executive Directors regarding the
progress of projects in execution, and in particular to report any prob-
lems which are being encountered, and the action being taken to remedy
them. They should be read in this sense, and with the understanding that
they do not purport to present a balanced evaluation of strengths and
weaknesses in project execution.
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private sector for the purpose of integrating on-farm productivity of fruits

and vegetables with modern, hygienic processing facilities, using land that

is presently idle or underutilized. The vegetables and fruits involved

are mainly asparagus, shiitake (oak mushroom), spinach, mushroom, strawberry
and peach. Implementation of the project as a whole has been slow. This is
mainly because loan demand for processing facilities, which were specifically
included in the project and account for nearly 70% of total project cost, has
been negligible. Changes in market conditions which have been primarily
responsible for this lack of demand are expected to persist during the

project period. In view of this, in September 1977 the Bank approved AFDC's
proposal to revise the project to include financing of processing facilities

for the freezing and cold storage of fish, meat, fruits and vegetables, fruit
juice extraction and concentration, and vegetable drying, for which there is

strong demand. As a result of the inclusion of these facilities, the loan
amounts approved have increased significantly. If this increased momentum in
lending is maintained as is expected by AFDC, the implementation of the
project, now about 18 months behind schedule, would not be further delayed.
Disbursements, as of January 31, 1978, were 30% of the loan.

Loan No. 1193 Second Integrated Dairy Development Project;
$15.0 Million Loan of June 4, 1976; Effective Date:
November 11, 1976; Closing Date: December 31, 1982

The project consists of: (a) the establishment of about 450 new
dairy farms; (b) the continuation of the development begun as part of the
First Integrated Dairy Beef Project on about 400 dairy farms; (c) the expan-
sion of existing processing plants, the diversification of their production,
the establishment of 2 milk collection centers and 50 small milk cooling
units and the construction of a milk products plant at Yeongnam; and (d) the

expansion of technical services for both farm development and milk processing.
Effectiveness of the project was delayed for about a year, but farm develop-

ment is progressing rapidly and the project may be completed within the
period originally foreseen. Although technical assistance for new farmers
has been somewhat weak, the Korea Dairy Beef Company (KDBC) is in the
process of strengthening its farm advisory staff. Construction of KDBC's
new processing plant and expansion of one of the existing plants are under
way, and the other existing plant will be expanded this year. KDBC's
financial situation improved over the course of 1976 and the company showed
a profit for the first time in 1977. Prospects are for continued, gradual
improvement. As of January 31, 1978, disbursements were 30% of the loan.

Loan No. 1216 Rural Infrastructure Project; $60.0 Million Loan of which
Loan No. 1218T $40.0 Million Third Window of March 19, 1976; Effective Date:

June 4, 1976; Closing Date: June 30, 1979

Project implementation is proceeding very well. The Fuelwood,
Roads and Bridges, Water Supply and Rural Electrification components were

completed by the end of 1977. Minor Irrigation has experienced some delays,
mainly the result of budgetary shortages and a cost overrun of 18%, but
should be substantially completed by early 1979. Upland reclamation is
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proceeding in accordance with the revised time schedule and will be
completed in 1978. Project monitoring and reporting continue to be satis-
factory and a good start has been made on the Hydrologic Services Study and a
major project evaluation study. The estimated cost of the project is likely
to be 16% above the appraisal estimate, mostly as a result of cost overruns
for Minor Irrigation and Rural Electrification and an increase in the size of
the Water Supply component. Disbursements are practically in line with
appraisal estimates.

Loan No. 1319 Miho Watershed Area Development Project; $29.0 Million
Loan of August 5, 1976; Effective Date: October 21, 1976;
Closing Date: December 31, 1982

The aim of the project is to increase agricultural production and
farm incomes on about 12,665 ha, and to benefit directly some 10,400 farm
families. The project cconsists of: (a) the construction of dams and canals
to irrigate 8,315 ha; (b) the conversion of 2,045 ha of cultivated upland to
irrigated paddy fields; (c) land consolidation on 4,600 ha of irrigated and
nonirrigated land; (d) the development of 495 ha for irrigation of upland
crops and 550 ha for orchards; (e) upland reclamation and bench-terracing of
1,200 ha of presently uncultivated land; (f) the improvement of about 80 km
of river channels; and (g) the construction of about 150 km of village access
roads. For implementation, the project has been divided into five geographic
units. A contract for construction of all works in the first unit was
awarded in August 1977.

Loan No. 1328 Second Agricultural Credit Project; $20.0 Million Loan
of October 12, 1976; Effective Date: March 10, 1977;
Closing Date: June 30, 1981

The project is a continuation and expansion of the agricultural
program financed under the First Agricultural Credit Project. It provides
funds to the National Agricultural Cooperative Federation (NACF) for
medium and long-term loans, through selected Gun cooperatives of NACF, to
farmers for investments in apple orchard development, silkworm rearing
houses, sprinkler irrigaLtion for orchards, greenhouses for vegetable produc-
tion, and on-farm storage. The project became effective on March 10, 1977
and lending to subborrowrers commenced in the following month. Project
implementation has generally been progressing satisfactorily.

Loan No. 1364 Yong Sin Gang Irrigation Project Stage II; $95.0 Million
Loan of February 11, 1977; Effective Date: April 22, 1977;
Closing Date: December 31, 1984

The project w:ill provide irrigation and land development on
20,700 ha in the lower reaches of the Yong San River. Project works include
an estuary dam, sea dike, pumping stations, irrigation canals, reclamation of
5,500 ha of tidal lands, conversion of 3,250 ha of uplands for irrigation of
paddy, land consolidation of 3,200 ha, and irrigation of 1,050 ha of uplands.
Construction of the access roads and a portion of the estuary dam was recently
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completed. The main contract for estuary dam construction was awarded in

December 1977, in line with the appraisal schedule.

Loan No. 1503 Ogseo Area Development Project /1 - Stage I;
$36.0 Million Loan of January 4, 1978; Closing Date:

June 30, 1983

The project will benefit some 23,000 farm families by providing

new irrigation on 7,100 ha, improved irigation and drainage on 3,700 ha and a

more assured water supply on an additional 1,500 ha. Project work consists

of nine pumping stations, 190 km of main and secondary canals and land

development including 5,800 ha of land consolidation, 2,500 ha of improved

drainage (of which 1,500 ha would also be consolidated), 2,200 ha of tertiary

irrigation and conversion of 1,800 ha of upland and forest to paddy land.

Industrial Sector

Loan No. 1095 Korea Development Bank Project; $60.0 Million Loan
of March 31, 1975; Effective Date: June 17, 1975;
Closing Date: June 30, 1979

The project provides funds to KDB to make subloans to finance direct

imports for subprojects principally in the manufacturing and transportation

sectors. Almost the full amount has already been committed to finance 33 sub-
projects, ahead of the time estimated at appraisal. Disbursements now amount

to over 97% of the loan amount, also ahead of the original estimate. KDB's
performance in using the loan has been highly satisfactory.

Loan No. 1145 Fifth Korea Development Finance Corporation Project;
$55.0 Million Loan of July 23, 1975; Effective Date:
September 5, 1975; Closing Date: June 30, 1980

The loan covers about half the KDFC's foreign exchange require-

ments through the end of 1977. The proceeds are used to finance direct

imports of machinery and equipment, and the foreign exchange component
of domestically-produced capital goods and of civil works. Over 97% of the

loan proceeds have already been disbursed. KDFC's performance in using
the loan has been highly satisfactory.

Loan No. 1175 Medium Industry Bank (MIB); $30.0 Million Loan of

November 26, 1975; Effective Date: January 28, 1976;
Closing Date: March 31, 1980

The project provides funds to MIB to make subloans to small

and medium-sized manufacturing enterprises over two years. The project
is progressing satisfactorily. Disbursements are around 82% of the total

loan.

/1 Not yet effective.
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Loan No. 1338 Second Korea Development Bank Project; ""'>5 Million
Loan, of which $7.5 Million for the Korea Industrial
Leasing Company, of December 23, 1976; Effective Date:
March 23, 1977; Closing Date: December 31, 1980

The project provides $75.0 million to be used by KDB to make
subloans and investments to finance direct imports for industrial subprojects
during the period 1977-78; the remainder of the loan, $7.5 million, would
be relent by KDB to its wholly-owned subsidiary KILC, which would use these
funds to acquire machinery, equipment, facilities and other property to
be leased to investment enterprises during the same period. Commitment of
funds has begun and is progressing as expected; disbursemer- as of
December 30, 1977, is about 15% of the total loan amount.

Loan No. 1461 Sixth Korea Development Finance Corporation Project;
$70.0 Million Loan of June 30, 1977; Effective Date:
September 15, 1977; Closing Date: December 31, 1981

The loan will help cover the foreign exchange requirements of
industrial subprojects to be financed by KDFC.

Loan No. 1466 Heavy Machinery Project; $80.0 Million Loan of
June 30, 1977; Effective Date: December 1, 1977;
Closing Date: December 31, 1980

The project is designed to manufacture most of the equipment
required for power generation, steel mills, and chemical and petrochemical
plants. It consists of: (a) foundry and forge shops; (b) fabrication shops;
(c) machine shops; (d) assembly and test shops; (e) support facilities;
(f) other auxiliary facilities; and (g) technical assistance. Project
implementation is on schedLule: civil works and site preparation is about 90%
complete and buildings now being erected include fabrication shops and support
facilities. Disbursement is also well advanced and orders have been placed
for about 50% of machineryr and equipment items.

Loan No. 1507 Second Medium Industry Bank Project /1; ;,5.0 Million
Loan of January 4, 1978; Closing Date: December 31, 1982

The project provides $55.0 million, to be used by MIB, to help
cover the foreign exchange requirements of industrial subprojects over four
years. A substantial portion of the loan - $20.0 million - would be earmarked
to assist small-scale, labor-intensive subprojects creating employment at a
gross capital cost per job not greater than $6,000 or enterprises whose fixed
assets are not greater than $250,000.

/1 Effective as of March 10, 1978.
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Education Sector

Loan No. 906 Second Education Project; $23.0 Million Loan and
Credit No. 394 $20.0 Million Credit of June 13, 1973; Effective Date:

September 10, 1973; Closing Date: December 31, 1978

The project provides equipment for, and extensions to, 85 educa-
tional institutions at secondary, post secondary and university levels. It
also includes preinvestment studies on health and management education.
Project execution is now about two years behind schedule. The principal
causes of delay have been slow equipment procurement owing to staff shortages
in the Office of Supply (OSROK) at the initial stage and an internal Korean
review of procurement procedures. Implementation is now proceeding satisfac-
torily. Covenant requirements under the Development Credit and Loan Agree-
ments are largely met. The project is now expected to be completed by about
mid-1979; the Closing Date which has been extended from December 31, 1977 to
December 31, 1978 would require to be extended further.

Loan No. 1096 Third Education Project; $22.5 Million Loan of March 31,
1975: Effective Date: June 6, 1975; Closing Date: June 30,
1980

The project includes assistance for extensions and equipping of
nine institutions (technical, agricultural and fisheries) under the Ministry
of Education (MOE) and seven vocational training institutes (VTIs) under the
Administrator of Labor Affairs (ALA). Project implementation is about nine
months behind schedule mainly due to earlier difficulties with counterpart
funds. These shortages resulted in part from the delay of the Second Education
Project and ensuing bunching of financial requirements. However, substantial
progress has been made and disbursements are on schedule. Of the nine
institutions under MOE, six are under construction and one institution has
been completed. About 80% of the equipment has been tendered. No cost
overrun is anticipated at this time. Both MOE and ALA project units are
functioning satisfactorily.

Loan No. 1474 Vocational Training Project; $23.0 Million Loan of
July 22, 1977; Effective Date: October 25, 1977;
Closing Date: June 30, 1982

The loan provides funds to help finance: (a) construction of and
equipment for 8 Vocational Training Institutes (VTIs), with 450 places each
with boarding facilities; (b) equipment for the Central Vocational Training
Institute (CVTI); and (c) expert services for the Vocational Training Bureau
(VTB), and specialist services to the CVTI and VTIs.
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Tourism Sector

Loan No. 953 Kyongju Tourism Project; $25.0 Million Loan of
January 4, 1974; Effective Date: May 6, 1974;
Closing ])ate: December 31, 1978

The project forns part of the first phase of the planned develop-
ment of the Bomun Lake resort near Kyongju. It provides for a multipurpose
dam; an irrigation system for about 1,200 ha; improvement and expansion of
the water supply and sewerage and solid waste disposal systems for the city
of Kyongju and the resort area; installation of electrical supply and tele-
communication facilities for the resort area; the construction and/or
realignment of about 57 km of roads, infrastructure, including storm water
drainage, environmental sanitation, community facilities, and a golf course;
a school for training hotel personnel; and a feasibility study for the
development of tourism on Cheju Island. Construction of the dam, work on the
irrigation system, civil works for the Kyongju City water supply and sewerage
and the electricity component have been completed. Work on the water supply
and sewerage system in the Bomun area which was delayed because of ground-
water investigations was started in September 1977 and work on the golf
course has also begun. Road work and construction of common buildings in the
project area were delayed due to the shortage of local funds, but are now
progressing satisfactorily. Construction of the first hotel at Bomun Lake
has started and negotiations for a second are well advanced. About 50% of
the loan has been disbursed and project completion is now scheduled for
December 1978.

Regional Development

Loan No. 1070 Secondary Cities Regional Project; $15.0 Million
Loan of January 15, 1975; Effective Date: August 18,
1975; Closing Date: March 31, 1979

Implementation of the Secondary Cities Regional Project is pro-
ceeding satisfactorily. Three housing sites, two access roads and a city
market have been completed. Progress on the remaining two subprojects is
nearly on schedule. Tenders for the ninth subproject are being evaluated.
Allocation of housing plots has been completed at Yeosu and Mogpo sites
where, as in the case of the Gwangju site, a strong demand for such plots
was demonstrated. Efforts to cross-subsidize smaller plots for lower-income
families through the sale of larger plots have been most successful. After
the initial delays, mainly in fulfilling conditions of effectiveness and
establishing the Gwangju Regional Development unit, the project has moved
extremely well. Total project costs are now estimated at $22.1 million
compared to the appraisal estimate of $25.0 million ($20.8 million at
current exchange rate). A surplus of nearly $3.0 million is anticipated in
the loan amount, mainly due to devaluation of the won in December 1974. As
of January 31, 1978, disbursement was over 53% of the loan amount.
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Transportation Sector

Loan No. 863 Fourth Railway Project; $40.0 Million Loan of
November 22, 1972; Effective Date: February 26, 1973;
Closing Date: March 31, 1979

The main elements of the project are: electrification of lines
in the Seoul suburban area; purchase of electric railcars and locomotives;
the completion of electrification of 350 km of line running from Seoul to
the northeastern part of Korea; track and bridge renewal; provision of yard
facilities; acquisition of passenger and freight cars; and improvement of
facilities for the maintenance and repair of motive power and rolling stock.
No major problems have been encountered; most of the loan proceeds have been
committed, and over 98% already disbursed. The Closing Date has been extended
to March 31, 1979 to allow time for the completion of procurement.

Loan No. 917 Ports Project; $80.0 Million Loan of June 27, 1973;
Effective Date: September 18, 1973; Closing Date:
June 30, 1979

Nine civil works contracts and four equipment supply contracts
are already let and work is proceeding satisfactorily. A contract has also
been let for the grain handling facility and civil works for the grain silo
and head house foundations have started. All project contracts have now been
awarded. Overall the project is about 70% completed. Total cost is currently
estimated to be $145 million with a foreign exchange component of $100 mil-
lion. The loan provides $80 million foreign exchange and the overrun is being
financed by the Saudi Fund for Development (SFD). The Korea Maritime and Port
Authority (KMPA) has now appointed consultants to assist in adopting improved
operational and financial procedures. The financial situation at the project
ports is satisfactory and will be further improved if the proposed tariff
increases in 1978 are effected.

Loan No. 956 Second Highway Project; $47.0 Million Loan of January 25,
1974; Effective Date: April 4, 1974; Closing Date:
December 31, 1978

The works, consisting of construction, chiefly on new alignments,
of about 130 km of highways and paving, chiefly on existing alignments, of
a further 634 km of national highways were completed on schedule and the
highways opened to traffic in October 1975. The cost, in US dollar equi-
valent, exceeded the estimate by about 5%. Feasibility studies for future
projects of about 1,000 km of roads were started in August 1975, followed by
detailed engineering. Delay occurred in setting up a new nationwide highway
maintenance organization but the organization has now been established in
accordance with decrees published in June 1975. All the maintenance offices
have been constructed and staffed and equipment procured under the loan. The
Government has been requested to increase the budgetary allocation to enable
an adequate program of periodic maintenance to be carried out. By the end of
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January 1978, disbursements were around 99%, but the Closing Date has been
extended by a year to use the balance in the loan account for procurement of
spare parts needed for the maintenance equipment.

Loan No. 1101 Fifth Railway_Prject; $100.0 Million Loan of April 10,
1975; Effective Date: July 15, 1975; Closing Date:
December 31, 1978

The project will help the Korean National Railroad (KNR) continue
as a major carrier of freight and passengers by providing fo the upgrading,
modernization and expansion of track, rolling stock, motive power, and
other equipment; the improvement of the efficiency of operation; and the
strengthening of its financial position. The main components of the project
are: an increase in station and line capacity and improvements in signaling;
acquisition of rolling stock., diesel and electric locomotives, spare parts
and repair facilities; track. renewal and improvement; bridge strengthening;
completion of electrification of 71 km of industrial lines; and other
miscellaneous items. Contracts, financed by the loan, have been signed for
procurement of passenger and freight cars, wheel sets, spares for locomotives,
rail, bridge girders and track maintenance machinery, amounting to about
$95 million equivalent. Over 77% of the loan proceeds have already been
disbursed.

Loan No. 1203 Third Highway Project; $90.0 Million Loan of
February 20, 1976; Effective Date: May 17, 1976;
Closing Date: December 31, 1979

The loan provides funds to help finance: (a) the construction,
chiefly on new alignments, including paving, of about 195 km of four national
highways, including supervision of the work by consultants; (b) paving and
improvement, chiefly on present alignments, of nine national highways totaling
about 600 km, including supervision of the work by consultants; and (c) feasi-
bility studies by consultants of about 1,200 km of national a d provincial
roads, to be followed by detailed engineering. Contracts for construction
and paving have been awarded and work is progressing substantially on
schedule. The Government has appointed consultants for feasibility studies.
Disbursements to the end of January 1978 were about 30% of the total loan.
The Saudi Fund for DevelopmLent is providing a loan of $35 million to assist
in financing the project.

Loan No. 1401 Second Ports Project; $67.0 Million Loan of
April 28, 1977; Effective Date: July 27, 1977;
Closing Date: December 31, 1982

The project consists of: (a) a 700 m extension of container berths
being financed under the First Ports Project and a 335,000 sq m expansion of
the container stacking area provided under that project; dredging to provide
an alongside depth of 12.5 m; construction of an access road, inside the port
limits, a guard house, and an 8,000 sq m container freight station, and the
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necessary ancillary facilities; rehabilitation of piers 3 and 4, the central
wharf, and lighter wharf No. 5; (b) procurement of container cranes, mobile
container handling equipment, and two tugboats; (c) Engineering Consultant
Services - to carry out detailed design and supervision of construction and
procurement; and (d) Technical Assistance and Training - to assist in cargo
handling (including the handling of containers), maintenance, port planning,
and accounting. Consultants have still not been appointed for final
engineering, the Bank has raised the matter with the Government.



ANNEX III

KOREA

SIXTH RAILWAY PROJECT

SUPPLEMENTARY DATA SHEET

Section I - Timetable of Key Events

(a) Time taken to prepare project: The project was prepared through
consultations during regular
supervision of the on-going
Railways IV and Railways V Projects.

(b) Agency which prepared the
project: Government and KNR

(c) Date of the first Bank mission
to consider the project: May 1976

(d) Departure of Appraisal Mission: April 1977

(e) Negotiations completed: February 17, 1978

(f) Planned date Effectiveness: July 1978

Section II - Special Bank Implementation Action

No specific action is considered necessary

Section III: Special Conditions:

(a) The Government will, by January 1979, take all action necessary to
enable KNR to operate with autonomous powers acceptable to the Bank
(para. 35).

(b) KNR will submit to the Bank, no later than December 31, 1978, a plan of
action to achieve the operational forecasts (para. 47).

(c) Specific measures to improve KNR's financial situation (paras. 50-52).

(d) KNR would not undertake some of the investments until the relevant
studies have been completed (para. 55).

(e) The increase in KNR's passenger and freight tariffs to levels acceptable

to the Bank is a condition of loan effectiveness (para. 50).
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