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DRAFT DECISION OF THE COUNCIL AMENDING
ANNEXES B TO THE CODES OF LIGERALISATION OF
CAPITAL MOVEMENTS AND THE CURRENT INVISIBLE
OPERATIONS

Having regard to the Report by the Committee of Capital
Movements and Invisible Transactions and the Committee on
International Investment and Multinational Enterprises on the
examination of Korea s position under the OECD Codes of
Liberalisation and the Declaration and Decisions on International
Investment and Multinational Enterprises [C(96)180];

1) The list of reservations by Korea in Annex B to the
Code of Liberalisation of Capital Movements shall be
amended to read as follows:

List A I/A, B
Direct investment
-- In the country concerned by non-residents

Remark: The reservation applies only to:

i) investment in primary sectors, as follows:;

*) : OECD, “korea: Examination of Position under the Cokes of
Liberalisation and The Dedaration and Decisions on In ternational
Investment and Mulitinational Enterprises, DAFFE/INV/IME(2000) 4,
February 2000.
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a) the growing of rice and barley;

b) cattle husbandry and the wholesale selling of meat except if
foreign investors hold less than 50 per cent of the share
capital;

¢) fishing in inland waters and within 12 nautical miles of the
shoreline;

d) electric power generation via state enterprises if foreign
investors hold 50 per cent or more of the share capital or a
foreign investor would become the single largest
shareholder;

ii) establishment of financial institutions, as follows:

a) branches of mutual savings and finance companies, short-
term investment and finance companies and merchant
banks;

b) subsidiaries or joint ventures providing credit information
services, when foreign investors, other than foreign
financial institutions, own 50 percent or more of the
companies shares; as well as acquisitions bringing foreign
ownership by investors other than foreign financial
institutions at or above 50 percent of the share capital of
such a company.

iii) investment in the transport sector, as follows:
a) airline companies if foreign investors hold 50 per cent or
more of the share capital;
b) shipping companies engaged in cabotage if foreign investors
hold 50 per cent or more of the share capital,

iv) investment in the communications sector, as follows:

a) news agencies if foreign investors hold 25 per cent or more
of the share capital,



57

b) enterprises publishing newspapers if foreign investors hold
30 per cent or more of the share capital;

¢) enterprises publishing periodicals if foreign investors hold 50
per cent or more of the share capital,

d) broadcasting companies, except in an enterprise supplying
non-news programmes, or a system or network operator, for
cable television if foreign investors hold 33 per cent or less of
its share capital;

e) telecommunications companies, except in wireless
telecommunications as long as 49 per cent or less of the
voting rights are in foreign hands;

v) investment in designated resident public-sector utilities in the
process of privatisation, in cases where the investment in
guestion would bring individual or aggregate holdings of foreign
investors above the respective percentages of a firm s outstanding
shares allowed by the relevant laws.

-- Abroad by residents.
Remark: The reservation applies only to:

i) Investment by individual entrepreneurs in excess of 30 per cent of
their previous accounting year’s total sales or more than US$1
million, whichever is greater;

List B, 1ll/ B1
Operations in real estate:
-- Building or purchase abroad by residents.

Remark: The reservation does not apply to the acquisition of:

i) Residences whose prices do not exceed US$0.5 million and do not
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entail capital transfers from Korea of more than US$0.3 million,
by resident natural persons who have resided or will reside
abroad for at least 2 years for business or official purposes;

ii) Real estate by resident enterprises for business purposes.

List A, IV/A1, and C1
Operations in securities on capital markets:

-- Issue through placing or public sale of domestic securities on a
foreign capital market.

Remark: The reservation only applies to the issue of securities by
either individuals or non-profit legal entities.

-- Purchase in the country concerned by non-residents.

Remark: The reservation applies only to the purchase of listed shares
issued by designated resident public-sector utilities in the
process of privatisation in cases where the investment in
question would bring individual or aggregate holdings of
foreign investors above the respective percentages of a firm s
outstanding shares allowed by the relevant laws and to the
purchase of securities not quoted on a recognised securities
market which may be affected by laws on inward direct
investment and establishment;

List B, V/A1, B1, C3 and 4,
Operations on money markets:

-- Issue through placing or public sale of domestic securities and
other instruments on a D1, 3 and 4 foreign money market
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Remark: The reservation does not apply to the issue of securities
denominated in foreign currency by authorised resident
foreign exchange banks or by resident companies with a
debt/equity ratio below the average level of the respective
industry which have been rated investment grade by
domestic and international credit rating agencies;

-- Issue through placing or public sale of foreign securities and
other instruments on the domestic money market.

Remark: The reservation does not apply to the issue of securities
denominated in foreign currency

-- Lending through other money market instruments in the country
concerned by non-residents.

Remark: The reservation does not apply to operations in foreign
currency between non-resident banks and authorised

resident foreign exchange banks.

-- Borrowing through other money market instruments in the
country concerned by non-residents.

Remark: The reservation does not apply to operations in foreign
currency between non-resident banks and authorised
resident foreign exchange banks.

-- Purchase of money market securities abroad by residents

Remark: The reservation only applies to the purchase of securities
denominated in domestic currency

-- Lending through other money market instruments abroad by
residents.

Remark: The reservation does not apply to lending in foreign



60 OECD

currency by authorised resident foreign exchange banks.

-- Borrowing through other money market instruments abroad by
residents.

Remark: The reservation does not apply to operations between non-
resident banks and authorised resident foreign exchange
banks.

List B, VI/A1 and 2, C1 and 3, D1 to 3

Other operations in negotiable instruments and non-securitised claims:

-- Issue through placing or public sale of domestic instruments and
claims on a B1 and 2, foreign financial market.

-- Introduction of domestic instruments and claims on a recognised
foreign financial market.

-- Issue through placing or public sale of foreign instruments and
claims on a domestic financial market.

-- Introduction of foreign instruments and claims on a recognised
domestic financial market.

-- Purchase in the country concerned by non-residents.

Remark: The reservation does not apply to the purchase of stock
index futures and options.

-- Exchange for other assets in the country concerned by non-
residents.

Remark: The reservation does not apply to transactions where one
of the parties is a resident authorised foreign exchange
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bank
-- Purchase abroad by residents.

Remark: The reservation does not apply to transactions where a
resident authorised foreign exchange bank is a party.

-- Sale abroad by residents

Remark: The reservation does not apply to transactions to which a
resident authorised foreign exchange bank is a party.

-- Exchange for other assets abroad by residents.
Remark: The reservation does not apply to transactions where a
resident authorised foreign exchange bank is a party.
List A, VII/ B1
Operations in collective investment securities:

-- Issue through placing or public sale of foreign collective
investment securities on the domestic securities market.

Remark: The reservation does not apply to the issue of collective
investment securities by foreign investment trust companies
which invest their funds only in foreign securities.

List A, VII() /A

Credits directly linked with international commercial transactions or
the rendering of international services, in cases where a resident
participates in the underlying commercial or service transaction:
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-- Credits granted by non-residents to residents.

Remark: The reservation applies to commercial credits, other than
trade credits (including deferred payments, instalment
payments, export advances, export down payments), with
an original maturity of one year or less unless the borrower
is an authorised resident foreign exchange bank or a
resident company with a debt/equity ratio below the average
level of the respective industry which has been rated
investment grade by domestic and international credit
rating agencies.

List A, VIII(i) /B
Credits directly linked with international commercial transactions or
the rendering of international services, in cases where a resident
participates in the underlying commercial or service transaction:
-- Credits granted by residents to non-residents.

Remark: The reservation does not apply to:

i) Credits in the form of deferred receipts or advanced payments;

ii) Other credits:

a) in domestic currency granted by authorised foreign
exchange banks and institutional investors, up to 100
million Won per borrower;

b) in foreign currency granted by authorised foreign exchange
banks, institutional investors, general trading companies up
to US$10 million, and other enterprises up to US$300 000.
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List B, VIII(ii) /B

Credits directly linked with international commercial transactions or
the rendering of international services, in cases where no resident
participates in the underlying commercial or service transaction:

-- Credits granted by residents to non-residents.

Remark: The reservation does not apply to:

i) Credits denominated in foreign currency;

ii) Credits denominated in domestic currency granted by
authorised foreign exchange banks and by institutional
investors, up to 100 million Won per borrower.

List B, IX/A, B
Financial credits and loans:

-- Credits and loans granted by non-residents to residents.

Remark: The reservation applies to credits and loans with an original
maturity of one year or less unless the borrower is an
authorised resident foreign exchange bank or a resident
company with a debt/equity ratio below the average level of
the respective industry which has been rated investment
grade by domestic and international credit rating agencies.

-- Credits and loans granted by residents to non-residents.

Remark: The reservation does not apply to:

i) Credits and loans denominated in foreign currency by
authorised resident foreign exchange banks;
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ii) Credits and loans denominated in domestic currency granted by
authorised foreign exchange banks and by institutional investors,
up to 100 million Won per borrower.

List A, X(ii)/A2

Sureties, guarantees and financial back-up facilities in cases not
directly related to international trade, international current invisible
operations or international capital movement operations, or where no
resident participates in the underlying international operation

concerned:

-- Sureties and guarantees given by residents in favour of non-
residents.

Remark: The reservation applies only to sureties and guarantees
denominated in domestic currency;
List A, XI/A1
Operation of deposit accounts:
-- By non-residents in domestic currency with resident institutions.
Remark: The reservation applies only to:
i) The conversion into foreign currency and transfer abroad of
deposits from accounts other than free-won accounts and won-

accounts opened specifically for purposes of portfolio investment;

ii) Deposits on free-won accounts for purposes other than the



65

settlement of current transactions and reinsurance contracts;

iii) The use of funds deposited on free-won accounts for purposes
other than the settlement of current transactions in Korea,
settlement of reinsurance contracts and investment in domestic
shares.

List B, XI/B1 and 2

Operation of deposit accounts:

-- By residents of accounts in domestic currency with non-resident
institutions.

Remark: The reservation does not apply to deposits with non-resident
banks up to the amount of domestic currency which can be
carried out of the country by resident travellers.

-- By residents of accounts in foreign currency with non-resident
institutions.

Remark: The reservation does not apply to the operation of deposit
accounts by:

i) Foreign exchange banks;

ii) Institutional investors;

iii) Corporate investors for amounts not exceeding US$5 million per
company. This ceiling will cease to apply as from 1 January
2001;

iv) Individual persons, with branches and subsidiaries abroad of

Korean foreign exchange banks, up to US$50 000 (per person
and per year). This ceiling, as well as the limitations on eligible
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non-resident financial institutions will cease to apply as from 1
January 2001;

v) Residents working abroad;

List B, XII/B1, 2 and 3
Operations in foreign exchange:

-- Purchase of foreign currency with domestic currency abroad by
residents.

Remark: The reservation applies only to the purchase of foreign
currency with domestic currency abroad, in excess of the
amount of domestic currency that resident travellers are
allowed to take out of the country.

-- Sale of foreign currency for domestic currency abroad by
residents.

Remark: The reservation applies only to:

i) The sale of foreign currency for domestic currency abroad in
excess of the amount of domestic currency that resident travellers
are allowed to take out of the country;

ii) Foreign currency acquired abroad which must be repatriated to
the country by residents except:

a) Enterprises engaged in international construction and
services business, for amounts up to 30 per cent of their total
acquired foreign exchange from the previous year or US$3
million, whichever is greater;

b) General trading companies and other enterprises whose
trade value for the previous year exceeds US$5 million, for
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amounts up to 50 per cent of this value within US$500
million;
c¢) For amounts less than US$50 000 per transaction.
-- Exchange of foreign currencies abroad by residents.
Remark: The reservation does not apply to:

i) Resident authorised foreign exchange banks;

ii) Operations by other residents which are linked with a permitted
underlying current or capital transaction;

iii) Foreign currencies allowed to be held abroad.

List A, XV/B1 and 2
Physical movements of capital assets
-- Import of means of payments.

Remark: The reservation applies only to the import of domestic means
of payments in excess of the equivalent of US$10 000;

-- Export of means of payments.

Remark: The reservation applies only to the export of domestic means
of payments in excess of the equivalent of US$10 000;

2) The list of reservations by Korea in Annex B to the Code of
Liberalisation of Current Invisible Operations shall be
amended to read as follows

A/4. Contracting (construction and maintenance of buildings, roads,
bridges, ports, etc., carried out by specialised firms, and,
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generally, at fixed prices after open tender).

Remark: The reservation applies only to the extent that a
commercial presence in Korea is required prior to the
final conclusion of a contract except in the field of
site investigation work.

D/4. All other insurance.
Annex | to Annex A, Part |, paragraph 5
Remark: The reservation applies only to insurance contracts
entered into in Korea by residents for risks other than
those relating to aviation, long-term accidents, travel
and hull.
E/2. Banking and investment services
Remark: The reservation applies only to underwriting and
broker/dealer services provided in Korea by non-
residents.

E/4. Asset management

Remark: The reservation applies only to asset management
services provided in Korea by non-residents.

E/7. Conditions for the establishment and operation of branches,
agencies, etc. of non-resident investors in the banking and
financial service sector.

Annex Il to Annex A, paragraphs 1 and 8 b)
Remarks:

- The reservation on paragraph 1 concerns only the fact that
the establishment of branches by mutual savings and finance
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companies, short term investment and finance companies,
merchant bank, broker/dealers and credit information
companies is not permitted.

- The reservation on paragraph 8b) concerns only the fact that
financial requirements for the establishment of the first
branch by a non-resident institution must be met in foreign
exchange brought from abroad.

H/1. Exportation, importation, distribution and use of printed films
and other recordings whatever the means of reproduction
for private or cinema exhibition, or for television broadcasts.

Remarks: The reservation applies only to:

i) Screen quotas for foreign printed films and other recordings for
cinema exhibition and television broadcasts;

ii) The import of foreign printed films and other recordings for
cinema exhibition and television broadcasts, which is subject to
prior approval or recommendation.

L/6. Professional services (including services of accountants, artists,
consultants, doctors, engineers, experts, lawyers etc.)

Remark: The reservation applies only to the provision in Korea
of services by foreign lawyers.



Executive Summary

The Assessment & Implication of OECD
Recommendation on Korea s Financial and Capital
Market

Sang In Hwang
Hyong Kun Lee

After joining into OECD, Korea voluntarily adopted IMF programs
and additional liberalization measurements, and thereby, the Korean
financial and capital markets have been liberalized to a great extent.
OECD examines the implement conditions on liberalization which
the new member country promised to undertake, after two years
later the new member country entered OECD. In February 1999,
OECD hosted CIME/CMIT joint meeting, in order to examine the
implement condition of the two major commitments that Korea
made at the time of its entry. The OECD member countries including
United States, Japan, France and the U.K. evaluated highly the
Korean efforts to challenge to liberalization, given that Korea was
troubled in financial crisis.

However, OECD urged to Korea that the allowance of non-residents
security issuance denominated in foreign currency and the
abolishment of overseas deposit limit of residents should be
introduced. For example, domestic security issuance denominated in
foreign currency by non-residents was originally scheduled to allow
in January 1997. However, this plan was delayed due to the financial
crisis and finally implemented in April, 1999 by foreign exchange



Executive Summary 71

transaction act. Additionally, the overseas savings limit of the
residents was expected to be removed in the late 1998. However, its
implementation was postponed until the late 2000. Also, the cross-
border-trade in the financial service, as well as asset management
service was urged to be liberalized, which is not scheduled yet.

Under the domestic and international market condition, the financial
liberalization gives a good opportunity of making available of low-
interest capital and improvement of management skill and
competition. Yet, it also has a possibility of making the Korean
macroeconomic condition unstable by falling into excessive
international competition and overly inflow of overseas capital.
Therefore, appropriate efforts should be made in order to promote
competition in the financial industry, to operate well-functioning
market conditions, and finally to have institutional risk management
measurements including early warning system in case of unexpected
capital outflow.
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