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Good morning,

Distinguished speakers and participants, I welcome you all to the 2015
Bank of Korea International Conference.

I would like to begin by expressing special thanks to the conference coorgnizers, Professors Thomas Sargent and Barry Eichengreen; to the
keynote speakers, IMF Deputy Managing Director Mitsuhiro Furusawa
and OECD Economic Development and Review Committee Chairman
William White; and to all of the session speakers, moderators, discussants,
and panelists for their contributions to this conference.

In the wake of the global financial crisis, countries’ policymakers
undertook prompt and proactive policy measures to relieve financial
turmoil and revive the momentum of economic recovery. As a result, the
global economy, recovering to some degree from the impact of the crisis,
is now at the stage of seeking transitions toward a New Normal including
monetary policy normalization.

Monetary policy normalization, which the U.S. Federal Reserve is
expected to commence on the premise of economic recovery, may prove
positive for the global economy. Amid recent economic slowdown in
China and other emerging-market economies, however, concerns about
weak growth and low inflation still remain in many countries.
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Against this backdrop, I believe that this conference is both meaningful
and timely in exploring and coping with potential risks associated with
global interest rate normalization.

Unconventional monetary policy including quantitative easing in major
advanced economies has largely been recognized as a positive contribution
to the recovery of economic and financial stability. However, various
potential risks have piled up with the expansion of global liquidity in the
post-crisis era. We should hence be keenly aware that these risks could be
realized in the course of advanced economies’ monetary policy
normalization.

Let me touch briefly now on some of these risks. First, during the
prolonged period of accommodative monetary policy to date, economic
agents’ resilence to shocks from rising interest rates may have weakened.
With global liquidity expanding due to large-scale quantitative easing and
zero interest rates, economic agents have piled up debts and investment in
risky assets. Should interest rates rise with the Fed’s monetary policy
normalization, there are concerns that households, firms and financial
institutions will bear increased payment burdens and incur investment
losses, resulting in financial system unrest. This can in turn lead to a
contraction of the real economy.

Next, when the U.S. Federal Reserve embarks on interest rate
normalization, the withdrawal of the international investment funds from
emerging-market economies could heighten volatilities in the foreign2

exchange and financial markets. As we saw during the "taper tantrum” in
May 2013, abrupt capital outflows can bring about surges in exchange
rates and interest rates in emerging-market economies having weak
fundamentals, and thereby affect growth and inflation. The continued
quantitative easing by the ECB and the Bank of Japan can of course
ameliorate the risk of capital outflows. Given the large dollar exposure in
total global liquidity, however, U.S. interest rate normalization is likely to
cause escalating capital flow volatility.

Now, I would like to say a few words about policy tasks to contain these
potential risks from three aspects. First, we need to enhance our economic
resilience to external shocks, through continued efforts to strengthen our
economic fundamentals. To this end, monetary and fiscal policies should
assign priority to appropriate responses to this low-growth and lowinflation phenomenon, ensuring that economic vitality does not decline.
Nonetheless, such counter-cyclical measures alone may not suffice to
reverse declining growth potential owing to structural factors, so that
structural reforms need to be steadily pursued as well. Importantly,
resolving sectoral imbalances and other structural weaknesses will help
countries enter better states of the New Normal, with higher productivity
and efficiency in resource allocation.

Second, by deploying macro-prudential policy, we should alleviate
financial risks such as debt accumulations. Highly-indebted countries are
at greater risk of financial system turbulence stemming from increased
debt service burdens and capital outflows following interest rate
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normalization. Managing the associated risks is thus critical. If financial
risks are well-managed, through appropriate macro-prudential policy, then
the flexibility and effectiveness of monetary policy can be enhanced as
well.

Third and lastly, I think that international cooperation in monetary policy
conduct and in supporting financial stability is also crucial. Given the
deepening interconnectedness of the global economy, the global effects of
monetary policy in major advanced economies have become substantial.
Hence, central banks in these countries should maintain transparency and
consistency

in

their

conduct

of

monetary

policy,

while

also

communicating closely with central banks in other countries, to minimize
negative spillovers including market overreactions. Also, to strengthen our
capacity of crisis management, we should keep striving for global
coordination—for example, through enlarging the global financial safety
net including currency swaps.

Ladies and Gentlemen,

The world economy is now facing a turning point, which calls for
unwinding of the unconventional monetary policy introduced after the
global financial crisis. The world economy’s New Normal, and thus the
welfare of both our current and future generations, will depend on how we
respond to the evolving situation down the road.
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I look forward very much to a variety of insightful ideas being proposed
through enthusiastic discussions and constructive sharing of opinions in
this conference, and hope that the proposed ideas lead to tangible
outcomes.

Thank you.
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