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1. Introduction

Asian Crisis   - Recovery

Resolution Strategy

Korean model of economic development

- Government Role

Sustainability of Korean type



2. International Linkage and 
Interdependency of the Korean Economy

Volatility of investment and net exports

Structure of interdepedency

Nam and Pyo(1997)

Lee and Okamoto(2002) – HEM 



Table 1 Volatility Persistence, and Cyclicality of Major Macroeconomic Indicators
: Korea, US and Japan(1970 I – 1991 II)

0.692.730.92Japan

0.263.170.74US

0.663.290.46Korea

σ(NX/Y)/σ(y)σ(i)/σ(y)σ(c)/σ(y)

0.923.631.221.33Japan

0.495.871.371.85US

1.808.941.242.72Korea

σ(NX/Y)σ(i)σ(c)σ(y)

Volatility of Real Macroeconomic Indicators



Table 1 - Continued

-0.260.780.68Japan

-0.470.930.88US

-0.130.660.71Korea

ρ(NX/Y,y)ρ(i,y)ρ(c,y)
Coefficients of Correlation with GDP

0.850.870.690.80Japan

0.770.920.870.88US

0.680.680.670.65Korea

ρ(NX/Y)ρ(i)ρ(c)ρ(y)
First Order Correlation Coefficients



Table 2  Changes in Trade Linkage Effects in East Asia

100%100%100%Trade Linkage
37%15%14%Korea
48%60%39%Japan
15%25%47%China

1995

100%100%100%Trade Linkage
33%19%4%Korea
66%56%36%Japan
0%25%60%China

1990

100%100%100%Trade Linkage
31%12%0%Korea
69%63%59%Japan
1%24%41%China

1985

KoreaJapanChina
Extracted Country



3. The 1997 Financial Crisis in Korea 
: A Retroactive Assessment

Necessity of Crisis prediction framework
Model
Moral Hazard
Excess Competition



4. Macroeconomic adjustment 
in the Post-crisis Recovery in Korea

V-shaped Recovery

Massive injection of public funds

Depreciation of Won

Structural Break



<Figure 1> Gross Rates of Return on Capital in G7 Countries and Korea
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<Figure 2> Reserve Money: Growth Rate (1992.1~2002.11)
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12.05.88.614.9-3.15.212.29.915.510.9
Wages, manufacturing
(annual percent change)

3.13.74.16.36.82.62.02.02.42.8Unemployment rate

Employment and wages

1.71.3-1.1-2.05.03.23.97.27.67.0GDP deflator

3.73.22.81.44.06.64.94.85.65.8Consumer price(end-period)

2.74.12.30.87.54.44.94.56.34.8Consumer prices(average)

Prices(percent change)

26.126.828.326.921.334.438.137.336.535.4Gross domestic investment

29.229.932.432.933.933.433.835.535.536.2Gross national saving

Saving and Investment(in percent of GDP)

4.8-1.811.43.7-21.2-2.27.311.910.76.3Gross fixed investment

6.23.76.79.4-10.13.27.28.27.15.4Consumption

5.82.57.77.4-13.81.27.39.58.45.7Final domestic demand

6.33.19.310.9-6.75.06.88.98.35.5Real GDP(percent change)

2002200120001999199819971996199519941993

Table 3  Summary Macroeconomic Indicators, Korea: 1993-2002



1.32.02.76.012.7-1.7-4.4-1.7-1.00.3
Current account balance
(in percent of GDP)

6.18.212.224.540.4-8.3-23.0-8.5-3.91.0Current account balance

152.1138.0159.1116.890.5141.8144.9129.197.879.8Imports, fob

162.5151.4175.9145.2132.1138.6130.0124.695.082.1Exports, fob

Balance of payments(in billions of U.S. dollars)

-0.6-4.5-12.4-2.2-4.5-2.6-9.51.23.4-1.6Terms of trade

16.4-2.319.029.0-25.12.015.624.122.56.1Import volume

14.90.720.612.019.214.817.422.313.614.5Export volume

Trade(percent change)

6.567.09.38.915.013.411.913.812.912.6Yield on corporate bonds

13.611.67.18.012.513.916.719.124.719.0M3

Money and credit(end of period)

3.71.31.3-2.7-4.2-1.50.30.30.40.3Balance

22.925.124.825.126.022.120.219.018.718.3Expenditure

26.626.426.022.421.820.620.419.319.118.6Revenues

Consolidated central government(in percent of GDP)



n.a.121.7114.6122.3133.7106.897.9100.0100.9102.9
Real effective exchange rate
(1995=100, W/$)

n.a.132.6123.3131.1144.7108.098.7100.0100.5100.4

Nominal effective exchange 
rate

(1995=100, W/$)

1251.21290.81130.61189.51398.9951.1804.8771.0803.4802.7Won per U.S. dollar

Exchange rate(period average)

27.527.928.533.846.833.431.426.024.212.7In percent of GDP

131.0118.8131.7137.1148.7159.2163.5127.597.443.9In billions of U.S. dollars

External debt

8.28.77.17.66.50.72.32.72.72.7
In months of imports of goods
and services

121.4102.896.274.148.58.929.429.422.418.3
In billions of U.S. dollars
(end of period)

Usable gross reserves



5. The Post-crisis Structural Reforms in 
Korea

1) Financial Restructuring Reforms

Korean Public Fund Oversight 
Committee(KPFOC)
Korea Deposit Insurance Corporation
(KDIC)
Korea Asset Management Corporation 
(KAMCO)



P & H   Method 
NPL
ROA, ROE
BIS



Figure 3. Labor Productivity
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Figure 4. Capital-Output Coefficient / Capital-Labor Ratio
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Table 4 Gross Output Growth Accounting for Korea(1984-2000)   

2.68 8.796.43-1.488.964.90 10.36 Primary Metal17

-0.18 9.9716.180.709.097.38 8.39 Stone,Clay,Glass16

4.10 3.87-4.68-8.491.39-2.83 -1.00 Leather15

2.13 8.350.48-6.9811.719.69 9.48 Petroleum Products14

1.46 8.4810.45-3.8211.3711.21 11.24 Chemicals13

0.92 9.316.973.3687.85 8.52 Printing,Publishing,Allied12

0.97 7.411.97-4.2212.967.21 7.93 Paper Allied11

-0.74 10.51-14.8-0.3310.156.07 7.11 Furniture10

0.10 6.05-6.5-4.354.763.26 4.03 Lumber and Wood9

1.06 13.4411.723.514.012.26 4.18 Apparels8

-1.98 3.055.98-3.575.1-2.05 0.14 Textile7

-1.89 7.4210.631.717.614.51 4.87 Food6

-2.24 10.4715.162.5513.084.53 6.21 Construction5

-9.47 012.720.00-0.612.83 -1.09 Oil and gas4

-9.048.14-54.67-32.68-8.85-8.22 -11.08 Metal and Non-Metal3

-3.25 -3.426.64-11.10-0.140.50 -2.27 Coal Mining2

-1.04 2.82-15.69-2.417.291.46 2.21 Agriculture1

TFP
Intermediate

Input (M)
Energy
Input (E)

Labor
Input  (L)

Capital
Input (K)

GDP 
(Y)

Gross Output 
(YO)



2.17 8.683.161.549.967.76 8.51 Total

0.80-16.604.8811.62.45 4.75 Public Service33

2.57 6.827.864.9412.039.65 9.73 Ether Private Service32

-2.55 16.729.85.868.299.06 10.15 Finance and Real Estate31

41.03 2.562.632.3012.378.44 7.51 Trade30

0.68 20.6636.846.7618.3321.04 20.32 Gas and Water Utility29

2.25 9.8311.367.188.2110.92 10.51 Electric Utility28

2.55 12.0212.93.4412.6812.43 13.31 Communication27

1.04 9.621.813.317.236.98 8.38 Transportation 26

-2.95 4.4715.96-0.7319.892.17 3.11 
Miscellaneous 

Manufacturing25

5.91 11.2516-0.9311.9814.76 14.77 Rubber24

1.51 15.4922.80.6810.9612.72 11.89 Instrument23

4.78 5.74-4.744.3221.7111.40 15.34 Transportation Equipment22

6.81 16.579.613.4311.9617.49 18.55 Motor21

3.30 15.057.17-22.6014.3814.82 13.72 Electrical Machinery20

-0.30 10.0310.915.827.69.52 8.41 Machinery19

-0.19 10.698.655.1411.874.22 9.50 Fabricated Metal18



1,5186330.76463611591262,101Total

18444.011-2925LC

1,240926.143532810521,666CU

1161255.0127262774231MS

31823.37-1630ITC

461130.01526750IC

441725.0913536SC

3193.328461830MB

1,49862306323611501212,068Non-Banks

20142.414-9533Banks

No. of 
Inst.

New
Entry

(B/A)
(%)

Total
(B)DissolutionsMergersLicenses

Revoked

Restructuring
No. of 
Inst.

(1997.12)
Classification

Table 5  Restructuring of Financial Institutions



Table 6  Uses and Sources of Public Funds

157.138.714.926.816.560.2Total

2.42.4----Foreign Banks

68.811.90.926.82.926.3Non-Banks

8.10.20.67.20.1-Savings Bank

2.4--2.4--CU

20.81.80.3-2.815.9IC

16.08.3-0.01-7.7SC, ITC

21.51.6-17.2-2.7MB

85.924.414.0-13.633.9Banks

Classification

157.138.714.926.816.560.2Total

1.91.1-0.70.1-Otherwise

20.90.56.3--14.1Public Money

32.216.64.46.11.23.9Recovered

102.120.54.220.015.242.7Bonds

TotalNPL 
Purchase

Asset 
Purchase

Deposit 
Payoffs

Capital 
Contribution

Equity 
Participation

Use
Source



2)Corporate Reforms

Promoting greater competition
Improving corporate governance
Improving capital structure and profitability



10.815.90.81.352.9109,7604,77668.3602001

10.8-11.9-0.61.076.6238,9124,70970,5592000

10.8-23.1-1.30.268.3273,9384,78074,7441999

8.2-52.5-3.3-0.627.4212,1605,05675,6771998

7.0-14.2-0.90.216.0226,5215,987113,9941997

9.13.80.30.334.1118,7395,105103,9131996

BIS RatioROEROAOperating
Income

NPL 
RatioNPLsNo. of 

Branches
No. of

EmployeesYear

Table 7  Selective Indicators of Commercial Banks



5.14.2-0.41.42.6Ordinary income to sales ratio

5.17.49.36.25.8Financial expenses to sales ratio

8.67.88.87.47.6Operating income to sales ratio

210.6214.7303.0396.3301.7Debt-equity ratio

200099989790-96.
Avg.

Table 9  Manufacturing Sector Performance: 1990-2000

n.a.n.a.n.a.181213Groups with loss

358200Groups with negative equity

222433Groups with debt/equity≥1000%

218.7306.6369.1519.0386.5347.5Average debt/equity ratio

200019991998199719961995

Table 8  30 Large Chaebols’ High Debt-equity Ratios and Accounting Profitability



3) Reforms in Labor Relations

Labor market reform
Honorary Retirement

Unemployment Policy
Subsidy for Job sharing
Reemployment



Table 10  Statistics of Union Activity and 
Employment in Sectors with Strong Unions

388392411450441418Financial Sector

232237253260255250Public Enterprises

74176380893794089330 Largest Chaebols

200019991998199719961995

(C) Employment in Sectors with Strong Unions (1,000 persons) 4

189413661452445893393Workdays Lost 3
17892146447950Strike Participants 2
250198129788588Strikes

152714811402148415991615Union Membership 2
569856375560573364246605Number of Unions

200019991998199719961995

(B) Union Activity, 1995-2000

27471061434(Employment Issues) 1
19413667576690Collective agreements

9222631212Unpaid wages/layoffs

2740281866132Wage increases

200019991998199719931991

(A) Strikes by Issue in the 1990s



13.466.621.026.053.021.032.335.931.836.624.638.8199
8

9.671.618.722.558.718.729.013.627.532.730.536.8199
7

8.0739.18.121.260.818.128.643.722.833.031.036.0199
6

9.070.819.320.258.519.326.441.828.630.529.138.2199
5

9.972.617.828.561.217.821.245.026.633.231.235.7199
4

10.472.217.423.059.617.430.144.026.034.032.533.5199
3

Upper 
Class

Middle 
Class

Lower  
Class

Upper 
Class

Middle 
Class

Lower  
Class

Upper 
Class

Middle 
Class

Lower  
Class

Upper 
Class

Middle 
Class

Lower  
Class

Definition 4Definition 3Definition 2Definition 1
Year

Table 11  Size of the Middle Class                              (Unit: %)



0.6780.4730.6300.6020.4620.6551998

0.6480.5010.6100.6520.4880.6001997

0.6240.4790.5930.6330.4700.5701996

0.6340.4990.6000.6570.4880.5771995

0.6670.5010.6330.6750.4920.5731994

0.5780.4510.5930.6890.4510.5711993

Financial AssetsTotal WorthFinancial 
Wealth

Real 
Wealth

Total 
Wealth

Net 
Wealth

Excluding Insurance Policy 
Holdings

Including Insurance Policy Holdings

Year

Table 12  Inequality of Wealth Distribution (Gini coefficient)


	Interdependency in East Asia and the Post-Crisis Macroeconomic Adjustment in Korea
	Contents
	1. Introduction
	2. International Linkage and Interdependency of the Korean Economy
	3. The 1997 Financial Crisis in Korea       : A Retroactive Assessment
	4. Macroeconomic adjustment        in the Post-crisis Recovery in Korea
	5. The Post-crisis Structural Reforms in Korea    1) Financial Restructuring Reforms
	2)Corporate Reforms
	3) Reforms in Labor Relations

