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< Abstract >

IMF Bailout and the Korean Construction Industry:
Impacts and Countermeasures

The purposes of this study are twofold: the first is to forecast
and analyze the impacts of the IMF’s bailout on the Korean economy
with a special focus on the construction industry and, the second is to
propose a set of countermeasures and strategic policy guidelines for the
Korean government and construction firms who are destined to

overcome such an economic turmoil.

Entering 1997, the economic news became worse in Korea. A
series of high-profile bankruptcies, beginning in January with Hanbo
Steel and continuing in July with Kia Motors, led foreign creditors to
begin shying away from rolling over loans to Korea’s ailing banks.
Wildly imprudent lending policies have led to mountains of bad debt
and economic instability. = And, the government’s countermeasures
against such problems has generally lost. As financial and exchange
rate crisis is just ahead, Korea has come to sign up for the patented
International Monetary Fund (IMF) bailout.

In return for a $55-billion bailout, the Korean government agreed
the conditions to slash the current account deficit to 1% of gross
domestic product, inflation to 5% and economic growth rate to less
than  3%. The prescriptions from the IMF include restricting
government spending, boosting domestic savings, raising interest rates,
scaling back large-scaled infrastructure projects and paring growth
targets. Also, the IMF expects the government to disclose all data
relating to foreign-exchange reserves, bank capitalization and chaebol

ownership.
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These conditions would result in rising prices, reduced social
welfare services, more unemployment and more bankruptcies.  The
forecasted results of this study implies that the Korean economy in
1998 would go through a typical stagflation of low economic growth
and high inflation. The current study estimates the major
macroeconomic indices of Korea in the year 1998: economic growth
rate as 2.0-2.5%, consumption growth rate as 2.5%-2.8%, investment
growth rate as -8.0%, consumer prices index’ increase as 5.0-5.5%,
corporate bond interest rate as 17.0-20.0% in the first half of the year
and 14.5-16.5% in the second half, unemployment rate as 4.5-5.0%,
deficit in the balance of payments in the range of 40 to 60 million

dollars, and the exchange rate (W/$) up to 1,300 wons.

The Korean construction industry would be one of the most severely
suffering sectors under the change of an economic situation. Most of
all, a decrease in capital investment of the private sector and restricted
government spending would seriously decrease construction orders.
High interest rate and tightened financial market would worsen current
liquidity crunch for individual contractors and related businesses. This
study estimates the 1998 construction orders up to 70.6 trillion wons
with the sharing rate between the public and the private sectors as
42.8% and 57.2%. Compared to 1997, the construction orders are
estimated to decrease by 9.9%: the decrease in the public and private
orders by 7.0% and 12.0%. The biggest reduction is forecasted in the
construction orders of private civil engineering section by 22.0%,
mainly due to the difficulty in proceeding large-scaled private capital
induced infrastructure projects.

Financial condition for construction firms is also estimated to be worse
in 1998. As ordinary financial sources such as loans from banks,
corporate bonds and stock would be clumsy, most of the construction
firms would be faced with serious danger of bankruptcy. As inflation
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rate goes up, construction cost will also increase, and operation cost
will be a heavier burden. Under such a condition, even a series of
bankruptcy of the construction firms could happen. And, it seems to
be inevitable for the Korean construction industry to survive a severe
recession for a longer period of time than the other sectors of the

economy such as manufacturing industry.

In spite of these gloomy forecasts, this study paradoxically insists that
the IMF’s prescriptions would inject necessary discipline into the
Korean economy and the construction industry. The current financial
and foreign exchange crisis actually came from the deep-rooted
structural problems of the Korean economy. Facing the era of opening
overall markets, Korea was not successful in establishing market
mechanism and in transforming the old-fashioned economic behaviors
and corruptive relationships among chaebol, banks, and the government
to a more competitive and transparent economic system. As a result,
the current study recognizes the recent IMF’s prescriptions rather
positively, and suggests to accept this economic crisis as an

opportunity for the next giant step.

This study takes three ways in proposing countermeasures and strategic
policy guidelines for the Korean government and the construction
firms: to positively accept the IMF prescriptions, to minimize
undesirable side effects in the next short term, and to aggressively
formulate and implement a restructuring program for the construction
industry. On the basis of these three principles, the major suggestions

of this study are as follows.

In the short term up to the first quarter of 1998, the government is
required to endeavor in protecting domino bankruptcies of sound
construction  firms. Although it is natural and inevitable that

financially weak and careless construction firms would be closed, yet
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financially sound and well-managed ones need to be protected for the
industry. In order to selectively protect sound construction firms, the
government needs to raise a certain level of funds and administrative
measures as well as to prepare a series of decent criteria to determine
the credit level of individual construction firms. On the contrary,
private firms need to reevaluate their managerial and accounting
system, and ongoing projects. Also, they are required to do their best

in searching for financial resources and in cutting expenses.

If the current situation is to be mediated in the middle of 1998, the
government needs to propose a set of programs for restructuring the
construction industry. These programs would include wide range of
institutional and legislative reforms such as construction license system,
public bidding and contracting laws, deregulation of sub-contract
regulations, introduction of wvarious production systems such as
engineering, procurement, and construction (EPC) along with a
financing mechanism, franchise, and other measures and programs in
order to enhance financial soundness of construction firms and to
facilitate firm’s specialization. Along with such policy programs, the
government is also required to prepose proper support for survived

construction firms.

Those programs, when successfully designed and implemented, will
help in restoring confidence from the foreign investors as well as
domestic investors. In order to obtain the maximum results, such
efforts need to be accompanied by tighter regulation as well as more

competitive and transparent management.
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