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Part Ⅰ. Introduction

With the postwar reconstruction completed by the early 1960s,
the Korean government began to formulate and carry out economic
development plans to overcome poverty and build the foundation for a
self-supporting economy, which provided a framework for economic
growth based on export-oriented industrialization. Despite the oil
shocks and strengthened protectionism, the Korean economy continued
to grow at an annual rate of more than 10 percent in the 1970s, thanks
to technical development achieved by nurturing the heavy and chemical
industries. However, Korea also experienced side effects such as high
rates of inflation and a chronic current account deficit.
In order to resolve structural problems that arose during the process
of growth-oriented development, the Korean government in the 1980s
shifted its policy stance to building a foundation for economic stability
through fiscal and financial austerity. Based on this, the Korean
economy achieved strong growth from 1986, taking full advantage of
‘the three lows’ - low oil prices, low international interest rates and the
low value of the U.S. dollar in terms of the Japanese yen - and lifted its
current account into positive territory. Although the economy continued
to grow at an annual rate of 7 percent in the 1990s, structural problems
came to the surface that had accumulated in the process of condensed
growth. They combined with deteriorating external conditions,
including a global economic recession and rising oil prices. Along with
the side effects of the liberalization of capital transactions, these factors
led to a currency crisis in late 1997.
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Part I

Once one of the world’s poorest countries before the 1960s, Korea
subsequently achieved and sustained rapid economic growth over a
long period and has significantly elevated the nation’s status, joining
the OECD in 1996 and hosting the G20 Summit in 2010. The gross
national income (GNI) per capita soared from a mere 85 U.S. dollars
in 1961 to more than 20,000 U.S. dollars in 2006. Korea became the
world’s 11th largest economy as of 2015.
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With a consolidated foundation for stable growth until the mid2000s, consumer prices stabilized and the current account remained
in the black, although the GDP growth rate slowed. In the process of
boosting the domestic economy, however, Korea experienced certain
side effects, including a credit card meltdown, a rise in household
indebtedness and a run-up in housing prices.
Meanwhile, with the spread of the global financial crisis in the
wake of the Lehman Brothers collapse in September 2008, the Korean
economy, showing its high level of external dependence, was hit once
again. Boosted by bold and decisive policy measures in the fiscal
and financial sectors, however, Korea achieved one of the fastest
recoveries among OECD members, with economic growth of 6.5%
in 2010. Accordingly, in the second half of 2010, the Bank of Korea
began to normalize its policy rate, which had been cut exceptionally
low to cope with the global financial crisis, while beefing up its efforts,
along with the government, to minimize the adverse side effects of
capital inflows and outflows.
As instability in the global financial market intensified in the
second half of 2011, however, owing to the possibility of the eurozone
sovereign debt crisis spreading, the domestic financial market also
became unstable. In response, the Bank of Korea kept its Base Rate
frozen while bolstering its efforts to maintain financial stability,
including the reduction of the ceilings on banks’ foreign exchange
forward positions. Thanks to these policy measures, the Korean
economy maintained its level of long-term trend growth and its current
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As a result of resolute efforts to overcome the crisis, including the
implementation of intensive restructuring throughout the economy, the
financial and foreign exchange markets quickly got back on track and
the real economy recovered momentum. Furthermore, as its external
payment capacity improved thanks to a large current account surplus,
the nation paid off all its IMF loans (Stand-by Arrangement) ahead of
schedule in 2001, successfully getting through the crisis.

Part I. Introduction

account surplus in 2011. At the time, however, the upward pressure on
consumer prices did not ease much.

This report provides a brief introduction to the growth strategies
and achievements of the Korean economy, which is widely perceived
as a role model for the economic development of emerging countries,
considering that these remarkable economic achievements were made
despite a scarcity of natural resources and a limited domestic market.
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Despite the sluggish economic movements in major countries
caused by the eurozone fiscal crisis, Korea was, thanks to its
macroeconomic stability, the only nation in 2012 whose sovereign
credit rating was upgraded by the world’s top three credit rating
agencies. During 2012~2015, the annual current account surplus
renewed a historic high and consumer price inflation slowed down.
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Part Ⅱ. Economic Performance from the 1960s
through the 1980s

In the early 1960s, the Korean economy remained locked in ‘a
vicious circle of poverty’. In order to escape from this absolute
poverty, the government launched an ambitious Five-Year Economic
Development Plan in 1962.
In the early stages of economic development, the government
fostered import-substitution industries, which produced basic
intermediate materials such as cement and fertilizers. After that,
it promoted labor-intensive export industries such as textiles and
plywood, which were internationally competitive because of cheap
labor costs and were capable of absorbing the unemployed and
underemployed human resources.
In order to support export industries, the government took extensive
export promotion measures. Low-interest rate policy loans were
granted to help export firms facing financial difficulties. Various forms
of preferential tax treatment, such as tax exemptions and tariff rebates,
were given to export industries.
The government also focused on the efficient mobilization and
allocation of investment resources. Several specialized banks were
established to finance underdeveloped strategic sectors such as small
and medium-sized enterprises (SMEs) and housing construction.
Together with this, to encourage foreign capital inflow, the Foreign
Capital Inducement Act was passed in 1966, and foreign banks were
allowed to open branches from 1967.
Throughout the 1960s, the Korean economy, in a rapid process
of industrialization under the firm guiding hand of the government,
exhibited impressive performance.
6

Part II

Launch of Economic Development Plans & Industrialization
in the 1960s

Part Ⅱ. Economic Performance from the 1960s through the 1980s

Exports, the engine of growth, expanded by over 40 percent
annually. With this backing, Korea was able to register high average
growth rates of above 9.5 percent a year. Per capita GNI increased
dramatically from 91 U.S. dollars in 1962, when the first economic
development plan commenced, to 221 U.S. dollars in 1969.

On the whole, however, the Korean economy had successfully
laid the foundations for industrialization in the 1960s and was well
prepared for a second take-off.
KEY EC ONOMIC INDICATORS IN THE 1960s
1962

1969

ANNUAL CHANGE

1962～69 (%)

91

221

3.8

14.5

9.8

-55.5
-335.3
54.8
390.1

41.5
24.7

GROSS DOMESTIC INVESTMENT RATIO (%)

13.1

-548.6
-991.7
658.3
1,650.0

GROSS SAVING RATIO (%)

10.1

21.0

-

-

12.4

11.3

PER CAPITA GNI (US$)
REAL GDP GROWTH RATE (%)
CURRENT ACCOUNT (MILLION US$)
BALANCE OF TRADE
EXPORTS

IMPORTS

1)

1)

1)

1)

CONSUMER PRICES (%)

2)

28.8

12.7

-

Note : 1) Figures before and after 1980 may have structural breaks since BPM6 has been
implemented only on the series after 1980.
2) From 1966 to 1969
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In the course of growth-oriented industrialization, a large amount
of foreign capital had to be induced since domestic savings were
insufficient to finance the enormous investment demand. Together
with this, the money supply was rapidly increased to finance various
government projects. As a result, chronic inflation persisted throughout
the decade. The annual average inflation rate in terms of consumer
prices was above 11 percent during the period from 1966 to 1969.
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Promotion of Heavy and Chemical Industries and
Emergence as a Newly Industrializing Economy in the 1970s

These circumstances forced the Korean economy to modify its
strategic objectives. The government induced industrial restructuring
by promoting heavy and chemical industries such as shipbuilding, iron
and steel, automobiles, machinery and petrochemicals. Investments
in these newly favored sectors were encouraged by tax and financial
incentives. As a result, the share of heavy and chemical products in
exports expanded from 13 percent in 1970 to 39 percent in 1979.
In parallel with industrial restructuring, Korea expanded
construction and manufacturing exports to the oil producing countries
of the Middle East, whose import demand had increased due to
abundant oil revenues. The construction boom in the Middle East
contributed to improvements in the domestic employment situation
and served as an important source of foreign exchange.
By virtue of the successful transformation of the heavy and
chemical industries into new export sectors, Korea was able to
maintain a strong pace of growth throughout the 1970s. Exports
increased rapidly at the rate of approximately 40 percent per annum.
The amount of exports, which was well below 1 billion U.S. dollars
in 1970, crossed the 10 billion U.S. dollar mark in 1977, and reached
15 billion U.S. dollars in 1979. The Korean economy grew at a high
average rate of above 10 percent a year, and per capita GNI rose
from 257 U.S. dollars in 1970 to 1,709 U.S. dollars in 1979. This
remarkable progress allowed Korea to emerge as one of Asia’s newly

8

Part II

In the early 1970s, Korea experienced dramatic changes and
challenges both at home and abroad. Internationally, a new climate of
protectionism spread rapidly, along with the world-wide stagflation
caused by the first oil crisis. Labor-intensive light industries, whose
competitiveness was gradually weakening as a result of rapid wage
increases, faced fierce competition from other developing countries.

Part Ⅱ. Economic Performance from the 1960s through the 1980s

industrializing economies (NIEs), along with Taiwan, Singapore and
Hong Kong.

These side effects caused a shift in the government’s policy stance
to a stability-oriented growth strategy.
KEY ECONOMIC INDICATORS IN THE 1970s

PER CAPITA GNI (US$)

REAL GDP GROWTH RATE (%)
1)
CURRENT ACCOUNT (MILLION US$)
1)
BALANCE OF TRADE
1)
EXPORTS
1)
IMPORTS

GROSS DOMESTIC INVESTMENT RATIO (%)
GROSS SAVING RATIO (%)
CONSUMER PRICES (%)

1970

1979

257
10.0
-622.5
-922.0
882.2
1,804.2
25.7
18.4
16.0

1,709
8.6
-4,151.1
-4,395.5
14,704.5
19,100.0
38.0
30.6
18.3

ANNUAL CHANGE

1970～79 (%)
22.7
10.4
36.4
27.7
15.0

Note : 1) F igures before and after 1980 may have structural breaks since BPM6 has been
implemented only on the series after 1980.
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However, in carrying out ambitious economic development plans
with conspicuously insufficient domestic savings, the economy was
handicapped by a serious lack of funds. This investment-savings gap
was typically bridged by inducing inflows of foreign capital or by
expanding the money supply, despite the recognition of the importance
of prudent monetary management in avoiding inflationary pressures
during economic development. In consequence, foreign debt kept
piling up and chronic inflation lingered on.

THE KOREAN ECONOMY

Strengthening of Economic Stabilization Efforts and Shift to
Current Account Surplus in the 1980s

To cope with these difficulties, the government undertook a series
of structural adjustment measures to enhance economic efficiency.
First, it shifted the priority in economic policy from growth to stability,
and actively encouraged the adjustment of duplicate investments and
liquidation of troubled enterprises. Together with these policies, the
opening-up of the economy and deregulation were pursued on a stageby-stage basis, as part of the move to privatize the economy.
Efforts for both deregulation and opening-up at that time,
u n f o r t u n a t e l y, d i d n o t m a k e g r e a t p r o g r e s s o w i n g t o t h e
underdevelopment of the political and economic environment.
However, tight monetary and fiscal policies contributed greatly to
the construction of a stable foundation for the Korean economy, as
did the renewed stability of international oil prices. Consumer price
inflation, which had risen at a rate of 29 percent in 1980, dropped to
the single digits from 1982, and the current account deficit narrowed
significantly. At the same time, GDP growth, which had registered
negative figures in 1980, turned positive again.
Especially from 1986 onward, GDP growth accelerated swiftly
and the current account, which had shown a chronic deficit, moved
substantially into surplus. This was owing to the so-called ‘three lows’
— namely, low oil prices, low international interest rates and the low
value of the U.S. dollar in terms of the Japanese yen — as well as the
greater degree of price stability attained in the first half of the 1980s.
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Part II

At the outset of the 1980s, the side effects of growth-oriented
economic management became apparent. The second oil crisis
and domestic political turmoil also took a heavy toll. By 1980,
consequently, Korea faced many difficulties throughout the entire
economy, including a huge current account deficit and its first ever
negative growth since it had launched planned development.

Part Ⅱ. Economic Performance from the 1960s through the 1980s

KEY ECONOMIC INDICATORS IN THE 1980s
ANNUAL CHANGE

1980

1986

1989

1,686

2,742

5,718

REAL GDP GROWTH RATE (%)

-1.7

11.2

7.0

8.7

CURRENT ACCOUNT (BIL.US$)

2.8
2.1
31.2
29.0
2.3
32.8

4.2
2.8
57.9
55.1
1.3
37.1

-

GROSS DOMESTIC INVESTMENT RATIO (%)

-6.8
-6.6
15.0
21.6
1.3
34.6

17.7
1)
11.7
-

GROSS SAVING RATIO (%)

25.4

36.2

39.1

-

CONSUMER PRICES (%)

28.7

2.8

5.7

8.1

PER CAPITA GNI (US$)

GOODS ACCOUNT

EXPORTS (FOB)
IMPORTS (FOB)

SERVICES ACCOUNT

1980～89 (%)
12.8

1)

Note : 1) From 1981 to 1989
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However, the continued high economic growth led to renewed
price instability. In consequence, consumer prices, which had shown
only a 2~3 percent increase in the mid-1980s, rose by 7.1 percent in
1988. Together with this rekindling of consumer price inflation, wages
rose sharply with the emergence of a strong labor movement amid the
democratic reforms throughout Korean politics and society

THE KOREAN ECONOMY

Part Ⅲ. Economic Performance during the 1990s
Weakening of Economic Constitution

Coping effectively with these tough new domestic and overseas
economic conditions required a strong drive for economic stability and
structural reform. Policies along these lines were pursued only halfheartedly, however, and the previous growth-oriented strategies tended
to persist.
As a result, economic growth raced ahead, while the current account
shifted deeply into the red and price instability continued. GDP growth
topped 8.5 percent per annum on average during the period from 1990
to 1996. The current account, however, which had continued in surplus
since the mid-eighties, slid into deficit from 1990 onward. Most
markedly, in 1996, the current account deficit widened sharply to 23.8
billion U.S. dollars, which amounted to 4.0 percent of GDP. Gross
external debt also rose sharply from 80.8 billion U.S. dollars as of the
12

Part III

As the Korean economy moved into the 1990s, the structural faultlines of its ‘high-cost, low-efficiency’ industrial structure deepened
amid a sharp increase in competitive pressures. High costs had become
endemic with high wages, high land prices and high interest rates,
due to repeated waves of price instability and firms’ rigid adherence
to the management strategy of external expansion. The financial
and real sectors became markedly less efficient, because market
principles could not operate properly in a socio-economic environment
characterized by over-regulation and government meddling in the
financial and corporate sectors. Efforts to improve productivity, such
as technological development, were likewise inadequate. Moreover,
Korean companies faced intense competition from foreign companies
in both domestic and international markets, owing to the rapid catchup growth of late-starter developing countries, the launch of the WTO,
and the acceleration of market opening to meet the OECD entry
criteria.

Part Ⅲ. Economic Performance during the 1990s

end of 1994 to 144.8 billion U.S. dollars at the end of 1996. During
1990 to 1996, consumer prices rose at a rate of 6.4 percent per annum
in Korea, much faster than in its major competitors.

PER CAPITA GNI (US$)
REAL GDP GROWTH RATE (%)

CURRENT ACCOUNT (BIL.US$)

1990

1993

1996

6,505

8,720

13,077

9.8

6.8

7.6

ANNUAL CHANGE

1990～96 (%)
12.5
8.5

-2.4
-3.3
59.9
63.1
0.5

-23.8
-16.7
124.4
141.1
-4.8

11.8
14.8
-

GROSS DOMESTIC INVESTMENT RATIO (%)

39.5

2.0
3.0
80.8
77.8
-1.1

GROSS SAVING RATIO (%)

39.3

38.4

36.4

-

8.6

4.8

4.9

6.4

GOODS ACCOUNT
EXPORTS (FOB)
IMPORTS (FOB)
SERVICES ACCOUNT

CONSUMER PRICES (%)

37.5

39.9

-

Outbreak of Currency Crisis
From early 1997, foreign currency liquidity conditions continued to
worsen. By November that year, Korea was on the verge of defaulting
on its debts. Consequently, the government had to turn to the IMF to
request stand-by funds.
From the beginning of 1997, non-performing loans of financial
institutions had rapidly accumulated due to a string of large corporate
insolvencies. The Southeast Asian currency crisis that started in July
further unsettled foreign investors who had been apprehensively
eyeing the weakening of both corporations and financial institutions in
Korea. Reflecting this, the leading international credit rating agencies
such as S&P and Moody’s downgraded Korea’s sovereign rating very
sharply in October. Accordingly, foreign investors withdrew their
funds from Korea and the country’s usable foreign exchange reserves
13
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KEY ECONOMIC INDICATORS(1990~96)

THE KOREAN ECONOMY

became severely depleted.

TRENDS OF EXTERNAL DEBT AND ASSETS 1)
								

1997

UNIT : BIL.US$

1995

1996

108.9

144.8

153.0

161.5

164.2

161.6

85.9

100.5

108.7

105.6

97.9

NET EXTERNAL DEBT (A-B)

23.0

103.4

FOREIGN EXCHANGE RESERVES

32.7

33.2

29.1

33.3

30.4

20.4

..

29.4

21.1

25.3

22.4

8.9

GROSS EXTERNAL DEBT (A)
LONG-TERM
SHORT-TERM
GROSS EXTERNAL ASSETS (B)

USABLE FOREIGN
EXCHANGE RESERVES
Note : 1) end of period

14

57.6
51.4

74.6
70.3
41.4

MAR

78.8
74.2
52.5

JUN

83.8
77.7
52.8

SEP

89.8
74.4
58.6

DEC

103.2
58.4
63.7

Part III

The large mismatch between demand and supply in the domestic
foreign exchange market was also attributable to the heavy external
debt taken on to finance the current account deficit, and to the
excessive reliance on short-term external borrowings. Besides these
factors, the building of expectations of a massive depreciation of the
Korean won, due mainly to the widening of the current account deficit,
played a substantial part in the worsening of the foreign exchange
situation.

Part Ⅲ. Economic Performance during the 1990s

Overcoming the Currency Crisis

On the basis of these agreements, Korea pressed ahead with
thoroughgoing reform, while pursuing macroeconomic stabilization.
To restore confidence in the overall financial system, it took prompt
and effective action to close down unsound financial institutions
whose severe liquidity shortages were disrupting the stability of
the financial markets. And public funds were injected into financial
institutions considered viable, on the condition that they make
intensive turnaround efforts themselves by cutting staff and branches,
while pursuing mergers, recapitalization and other such measures.
In a further move, Korea strengthened prudential supervision over
financial institutions. In the corporate sector, the government pursued
structural reform based on five principles: enhancing transparency
in corporate management, dramatically improving capital structure,
abolishing cross payment guarantees, selecting core sectors and
strengthening cooperative link-ups between large enterprises and
SMEs, and increasing the accountability of majority shareholders
and management. To remove rigidities in the labor market, legislative
provisions were made for lay-offs and the leasing out of manpower.
Meanwhile, there were active efforts to make the public sector more
efficient by downsizing the organizations and staff of central and
local governments and privatizing public enterprises. Besides this,
the government accelerated the liberalization of foreign exchange
and capital account transactions and also abolished the remaining
restrictions on foreign investment.
Bolstered by these restructuring efforts, the Korean economy pulled
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Part III

In signing up for the IMF financial aid package, including the
conditionality clauses, on December 3rd of 1997, the Korean
government agreed with the IMF that it would pursue macroeconomic
stabilization and structural reform in the financial sector, the corporate
sector, and the labor market, and accelerate trade and capital account
liberalization.

THE KOREAN ECONOMY

itself out of the crisis from 1999 and began to regain vitality and
stability.

KEY ECONOMIC INDICATORS(1997~2000)
1997
12,059

1998
7,989

1999
10,282

2000
11,865

REAL GDP GROWTH RATE (%)

5.9

-5.5

11.3

8.9

CURRENT ACCOUNT (BIL.US$)

-10.3

40.1

21.6

10.4

PER CAPITA GNI (US$)

GOODS ACCOUNT
EXPORTS (FOB)
IMPORTS (FOB)
SERVICES ACCOUNT

-6.2
132.4
138.6
-1.4

25.3
136.0
110.8
0.9

15.6
169.5
153.9
-1.0

GROSS DOMESTIC INVESTMENT RATIO (%)

37.6

39.5
127.5
88.0
2.8

GROSS SAVING RATIO (%)

36.4

38.0

35.9

34.4

4.4

7.5

0.8

2.3

2.6

7.0

6.3

4.4

CONSUMER PRICES (%)
UNEMPLOYMENT RATE (%)

1)

27.9

31.2

33.2

Note : 1) On the basis of one-week job search duration criterion in 1997~1999 and four-week job
search duration criterion in 2000.
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IV

After having suffered a severe recession during 1998, the economy
saw real GDP growth of 11.3 percent in 1999 and 8.9 percent in 2000
thanks to vibrant domestic and overseas demand. The current account
posted a large surplus of 40.1 billion U.S. dollars during 1998. With
the economic recovery and the subsequent increase in imports, the
scale of the surplus narrowed to stand at 21.6 billion U.S. dollars in
1999 and 10.4 billion U.S. dollars in 2000. The unemployment rate
remained high in 1999, registering 8.8 percent in February that year.
Spurred on by the revival of production activities, however, it declined
to 3~4 percent during 2000. Consumer prices showed a rapid pace of
increase during January~February 1998, due to the increased cost of
imports following the steep depreciation of the Korean won. They then
gradually returned to a more stable pattern of movement.

Part Ⅳ. Economic Developments in the 2000s

Part Ⅳ. Economic Developments in the 2000s
Shift to Stable Growth

However, measures to boost domestic demand, such as encouraging
credit card transactions and stimulating the real estate market,
which had contracted in process of overcoming the currency crisis,
brought about such side effects as a rise in credit delinquency,
growth in household indebtedness and an increase in housing
prices, thus working as a factor undermining economic stability.
The government and the Bank of Korea made strenuous efforts to
keep the liquidity crisis that the credit card distress had triggered
from spreading throughout the entire financial system, and imposed
tighter requirements for household loans in order to prevent growing
household debts from dragging down financial institutions.
Meanwhile, the phenomenon of ‘jobless growth’, with the
unemployment rate rising and the number of job openings increasing
at a slower pace, emerged in the labor market, reflecting structural
changes in the Korean economy since the currency crisis. Youth
unemployment emerged as a serious issue, as more job seekers,
particularly the young, suffered in their search for jobs.
The average annual consumer inflation rate registered a rise of 3.1%
17
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After having successfully overcome the Asian financial crisis, the
Korean economy continued to grow steadily and remained sound
overall, with consumer prices stable and the current account remaining
in surplus. The economy grew at an annual rate of 4.9% during
2001~2007. This figure represented a slowdown compared to growth
rates recorded in the 1990s, but still constituted stronger growth than
those of other OECD member countries. The GNI per capita registered
20,823 U.S. dollars in 2006, exceeding 20,000 U.S. dollars for the first
time in 12 years after having broken through the 10,000 U.S. dollar
level in 1994.

THE KOREAN ECONOMY

The current account continued its stable surplus trend on the back
of high economic growth in China and other emerging markets and
the economic recovery in advanced countries. Consequently, Korea’s
official foreign reserves, which had stood at a mere 20.4 billion U.S.
dollars right after the outbreak of the currency crisis at the end of
December 1997, soared to 262.2 billion dollars at the end of 2007,
resulting in a sharp expansion of external payment capacity. This
served as a solid foundation for Korea in seamlessly overcoming the
global financial crisis from 2008 onwards.
KEY ECONOMIC INDICATORS(2001~07)
ANNUAL CHANGE

2001

2004

2007

11,180

15,898

23,033

REAL GDP GROWTH RATE (%)

4.5

4.9

5.5

4.9

CURRENT ACCOUNT (BIL.US$)

2.7

29.7

11.8

-

PER CAPITA GNI (US$)

GOODS ACCOUNT
EXPORTS (FOB)
IMPORTS (FOB)
SERVICES ACCOUNT

2001~07 (%)
9.9

9.8
146.4
136.6
-2.4

32.8
382.8
350.0
-13.2

13.1
13.1
-

GROSS DOMESTIC INVESTMENT RATIO (%)

31.9

39.3
256.0
216.8
-5.2

GROSS SAVING RATIO (%)

32.4

35.5

33.2

-

4.1

3.6

2.5

3.1

4.0

3.7

3.2

-

CONSUMER PRICES (%)
UNEMPLOYMENT RATE (%)

1)

32.3

Note : 1) On the basis of four-week job search duration criterion.
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32.8

-

Part IV

during 2001~07, less than half that in the 1990s. Amid abating global
inflation caused by globalization and the industrialization of emerging
markets like China, improved productivity, caused by intensified
domestic and global competition and the enhanced effectiveness
of monetary policy, contributed to a stable and downward trend in
inflation.

Part Ⅳ. Economic Developments in the 2000s

The Outbreak and Overcoming of the Global Financial Crisis

The government and the Bank of Korea made a proactive policy
response both to address the anxieties in the financial markets arising
from the global financial crisis and to prevent an economic slowdown.
The government sought to boost domestic demand by actively cutting
taxes and expanding fiscal spending through the formulation of a
historically large revised supplementary budget. The Bank of Korea
also sharply reduced the Base Rate in six steps from October 2008 to
February 2009, bringing it down by a total of 3.25%p to 2.0%. This
was the lowest rate since May 1999, when the Bank began to announce
a target policy rate. The Bank also diversified liquidity supply channels
and instruments to prevent the cash flow situation in the overall
economy from worsening rapidly.
In addition, as foreign currency liquidity conditions deteriorated
sharply with domestic banks facing difficulties in raising foreign
currency funds after the collapse of Lehman Brothers, the government
and the Bank actively pushed ahead with measures to stabilize the
foreign exchange market. They expanded their provision of liquidity
to the foreign exchange market and signed currency swap agreements
with major central banks, namely the U.S. Federal Reserve, the Bank of
Japan, and the People’s Bank of China. This acted to ease the concerns
over foreign currency liquidity shortages and to restore stability in the
domestic foreign exchange market.
19

Part IV

The instability in global financial markets, originally triggered
by the subprime mortgage debacle in the United States in 2007,
developed into a global financial crisis following the Lehman Brothers’
bankruptcy in September 2008, coming as a big shock to the Korean
economy. With the credit crunch deepening, turmoil arose in the
financial markets. For instance, stock prices and the exchange value
of the won against the U.S. dollar plunged and the CDS premium on
Korea’s sovereign debt soared. The real economy deteriorated rapidly,
as gross domestic product (GDP) fell dramatically in the fourth quarter
of 2008 in response to the drying-up of domestic and overseas demand.

THE KOREAN ECONOMY

Helped by this bold and thoroughly engaged policy response, the
Korean economy began to overcome the impact of the global financial
crisis from the first quarter of 2009, and showed the fastest recovery
among OECD members with its GDP growth rate of 6.5% in 2010.

PER CAPITA GNI (US$)

REAL GDP GROWTH RATE (%)
CURRENT ACCOUNT (BIL.US$)
GOODS ACCOUNT
EXPORTS (FOB)
IMPORTS (FOB)
SERVICES ACCOUNT
GROSS DOMESTIC INVESTMENTRATIO (%)
GROSS SAVING RATIO (%)
CONSUMER PRICES (%)

UNEMPLOYMENT RATE

1)

2008

2009

2010

20,463
2.8
3.2
12.2
432.9
420.7
-6.5

18,303
0.7
33.6
47.8
363.9
316.1
-9.6

22,170
6.5
28.9
47.9
463.8
415.9
-14.2

33.0
32.9
4.7
3.2

28.6
32.9
2.8
3.6

32.1
35.0
3.0
3.7

ANNUAL CHANGE

2008~10 (%)
-1.3
3.3
8.2
9.0
3.5
-

Note : 1) On the basis of four-week job search duration criterion.

Worsening of Global Economic Conditions
As the upward pressure on consumer prices was expected to increase
with the growth in economic activity, the Bank of Korea raised its policy
rate by a total of 1.25%p on five occasions from July 2010 to June 2011,
to 3.25%.
Due to the worsening of global financial market instability in the
second half of 2011, including the possibility of the eurozone sovereign
debt crisis spreading and concerns about global economic slowdown,
the domestic financial markets began to show instability, with expanded
volatility of the KOSPI and the won/dollar exchange rate.
The Bank of Korea consequently kept its policy rate unchanged,
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reduced the ceilings on banks’ foreign exchange forward positions in
July, and implemented the Macroprudential Stability Levy prepared
jointly with the government and the supervisory authorities from August.

As for the global economy, most advanced economies slowed in 2012,
due to the prolongation of the eurozone sovereign debt crisis, and the
spread of its effects to emerging market economies, including China.
Owing to the sluggish external demand and the worsening of investment
sentiment amid greater economic uncertainty, the downside risks to
Korean economic growth increased. The Bank of Korea therefore cut the
benchmark policy rate on two occasions, by a total of 0.5%p.
Due to the global economic slowdown, Korea’s GDP growth rate
declined from 3.7% in 2011 to 2.3% in 2012. Nevertheless, Korea was
the only country in the world whose sovereign credit rating was adjusted
upward by the world’s top three credit rating agencies, as they assessed
its macroeconomic stability to be good.
The world economy sustained a modest recovery in 2013. The Korean
GDP growth rate was 2.9% in 2013, having risen from 2.3% the year
before, as domestic demand improved amid continuing favorable export
flows from the modest recovery of the global economy, the easing
of domestic and global uncertainties, and so on. The current account
recorded a historically high 81.1 billion dollar surplus, and the rate of
consumer price inflation hovered at 1.3% — down significantly from
2012.
Thanks to the gradual recovery of the world economy and to improved
domestic facilities investment, Korean GDP grew at an annualized rate of
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Thanks to these policy measures, the Korean economy continued
its level of long-term trend growth and its current account surplus in
2011. However, consumer price inflation reached 4%, the upper limit of
the medium-term inflation target, due to the combined effects of costside factors, including rises in domestic agricultural product and global
commodity prices and demand-side pressures in line with the increase in
economic activity.

THE KOREAN ECONOMY

3.3% in 2014, higher than in the previous year (2.9%). However, the trend
of recovery in overall domestic demand, including private consumption,
was still weak, and consumer price inflation remained low.

In 2015, the global economy recorded the lowest annual growth rate
since 2010, as the recovery in advanced economies was offset by weaker
growth among emerging economies. Despite recovery of domestic
demand, the economic growth rate in Korea declined from 3.3% to 2.6%
due to a slowdown in exports. The average annual consumer inflation
rate recorded 0.7% on account of falling oil prices. The Bank of Korea
expanded monetary policy easing to support the recovery of growth
momentum by cutting the Base Rate on two occasions, by a total of 0.5%p,
and raising the aggregate ceiling for the Bank Intermediated Lending
Support Facility.
KEY ECONOMIC INDICATORS(2011~15)

PER CAPITA GNI (US$)

REAL GDP GROWTH RATE (%)
CURRENT ACCOUNT (BIL.US$)

GOODS ACCOUNT
EXPORTS (FOB)
IMPORTS (FOB)
SERVICES ACCOUNT
GROSS DOMESTIC INVESTMENT
RATIO (%)
GROSS SAVING RATIO (%)

CONSUMER PRICES (%)

UNEMPLOYMENT RATE1) (%)

2011
Year

2012
Year

2013
Year

2015
Year

24,302

24,696

26,179

28,071

27,340

18.7
29.1
587.1
558.0
-12.3

50.8
49.4
603.5
554.1
-5.2

81.1
82.8
618.2
535.4
-6.5

84.4
88.9
613.0
524.1
-3.7

105.9
120.3
548.8
428.5
-15.7

32.9

30.8

29.0

29.3

28.5

34.6

34.2

34.3

34.5

35.4

3.4

3.2

3.1

3.5

3.6

3.7

4.0

2.3

2.2

2.9

1.3

Notes : 1) On the basis of four-week job search duration criterion.
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2014
Year
3.3

1.3

2.6

0.7
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The Bank of Korea implemented monetary policy with a focus on
anchoring the basis for price stability from a medium-term perspective
while supporting recovery of the Korean economy’s growth momentum.
In particular, during 2013 and 2014, it cut its policy rate three times, in
May 2013, August 2014 and October 2014. Each time, the Bank cut the
rate by 0.25%p, bringing it down to 2.00%.
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