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Abstract

Policy Proposal for the Improvement of Foreign
Capital Management System in Local

Governments

The economic values of foreign capital flucturate much reflecting
the conditions of international monetary markets. For foreign exchange
rates and international interest rates both defermining the values of
foreign capital will respond sensitively to external impacts. Therefore,
it may well be necessary for the local govemments to analyze the
feagbility of irtroducing foreign capital based mot on rnoming cost but
on  efective bomowing cost. In some coses, the default msk
probabolity was not high according to Logit mode], but as a result of
cacuwlating the effecive borrowing cost, it was found that introduction
of foreign capital was not necessarlly favorable.

Neverthless, most local governments carmot afford to manage
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ever. the domestic bonds in a systematic way. Although they are
requested to use ther intermal management system to 2 maximum
degree, they are almost not organized enough to manage the foreign
capital. Such problems are analyzed in this report to suggest their
realistic solutions, which are pumanly focused on internd and
external management tectmiques deermed useful to awoid the foreign
exchange nsk Furthermore, this report explores the policy measures
to systematically manage not only the foreign capitd but also the

domestic bonds in owverall terms.

This reports suggests (1) expansion of the allowable scope for
issuance of municipal bonds, (2) establishment of orgamization,
manpower and information system for a effective management of
foreign exchange nsk, (3] introduction of the exchange loss reserves

and (4) use of financial advisors.
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