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easing of the uncertainties surrounding
the eurozone financial crisis and the
growth pace of households’ real income
accelerated from 3.2 percent in the last
quarter of 2011 to 3.8 percent in the
first quarter of 2012. Government consumption swelled by 3.4 percent owing
to budget front-loading.
Facilities investment recorded doubledigit growth. As the growth pace of
investment in the IT sector, which
accounts for one-fourth of facilities
investment, accelerated rapidly1) amid
the briskness of the semiconductor
industry, investment in machinery,
including semiconductor manufacturing equipment, increased by 11.4 percent and that in transportation equipment by 6.1 percent.

Economic Movements
Economic Growth
The quarter-on-quarter growth rate of
real GDP accelerated to 0.9 percent in
the first quarter of 2012 from the previous quarter’s 0.3 percent as consumption and facilities investment emerged
from a downturn in the fourth quarter
of 2011.
Final consumption expenditures
increased by 1.5 percent as both private
consumption and government consumption expanded. Private consumption posted an increase of 1.0 percent,
centering on durable goods, as consumer sentiment improved owing to the
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1) In terms of sectoral contributions to the increase in facilities investment (based on estimated facilities
investment index) in the first quarter, that of machinery, including semiconductors, stood at more than
90 percent.
Contributions to Facilities Investment during 2012.1Q

(%, %p)

Rate of Increase in
Facilities Investment

General Machinery incl.
Semiconductor
Manufacturing Equipment

Electric Machinery

Precision Tools & etc

Transport Equipment

9.9

9.0

-0.5

2.0

-0.5

Source : Statistics Korea「Industrial Activities」
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[Table 1]

Growth Rates by Component of Expenditure1)
2011

2010

G

D

P

Unit : percent
2012p

p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

6.3

3.6

1.3

0.8

0.8

0.3

0.9

4.1

2.2

0.6

0.8

0.4

-0.5

1.5

(Private consumption)

4.4

2.3

0.6

0.8

0.2

-0.4

1.0

(Government consumption)

2.9

2.1

0.7

0.8

1.2

-0.8

3.4

5.8

-1.1

-3.1

3.8

-0.8

-1.5

3.2

(Construction)

-3.7

-5.0

-4.4

3.5

-0.5

0.1

-1.2

(Facilities)

25.7

3.7

-1.6

4.7

-1.8

-4.3

10.3

Exports of goods and services

14.7

9.5

2.8

0.8

3.1

-2.3

3.0

Imports of goods and services

17.3

6.5

1.4

1.9

1.3

-3.0

4.3

Final consumption expenditure

Gross fixed capital formation

Notes : 1) Compared with the preceding period.
2) p : preliminary
Source : Bank of Korea

[Chart 1] Growth Rate of Nominal
Wage and Household Real income
(yoy, %)

(yoy, %)

Sources : Ministry of Employment and Labor, Statistics Korea
「Household Income and Expenditure Trends」
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Construction investment decreased
by 1.2 percent, continuing to be sluggish. Building construction increased by
3.8 percent, influenced by the 2012
Yeosu EXPO, which offset sluggish
housing activity in Seoul and its surrounding areas; but engineering construction decreased by 7.7 percent

owing to the rounding-off of the Four
Major Rivers Restoration Project.
Exports of goods and services shifted
from a decrease of 2.3 percent in the
previous quarter to an increase of 3.0
percent in the first quarter. Exports of
services marked a decline, but those of
goods posted an increase of 4.2 percent
led by automobiles and petrochemical
goods owing to the effects of new models and an increase in Japanese demand
for fuel for thermal power plants, which
more than offset the effects of negative
EU economic growth.
Imports of goods and services shifted
from a decrease of 3.0 percent in the
fourth quarter to an increase of 4.3 percent in the first quarter. Imports of
goods marked an increase of 4.0 percent
centering on capital goods in the wake
of expansion in facilities investment,
and imports of services posted an

[Table 2]

and financing & insurance. The pace of
the decrease of production in the construction industry accelerated to 1.7 percent, affected by a sluggish real estate
market. Production in the agriculture,
forestry and fishing industry swung to a
decrease of 5.6 percent from an increase
of 8.2 percent in the previous quarter
owing to temporarily worsened weather
conditions, including a severe cold snap
in February and unseasonally low spring
temperatures.
The modest growth pace in the first
quarter continued in April. Retail sales
in April increased by 1.0 percent from
the previous month as sales of durable
goods (4.3 percent) rose sharply in the
wake of brisk sales of passenger cars,
which served to offset a decrease in sales
of non-durable goods (-0.8 percent) following the restriction2) of business hours
of large shopping marts.

Growth Rates by Sector of Economic Activity1)

Unit : percent

2011p

2010

2012p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Agriculture, forestry & fishing

-4.4

-2.0

-3.0

4.5

-5.2

8.2

-5.6

Manufacturing

14.7

7.2

3.3

1.2

1.1

-0.3

2.0

4.3

2.9

0.1

0.7

0.5

4.2

-3.9

-2.7

-4.6

-4.3

1.8

2.8

-0.2

-1.7

3.9

2.6

1.0

0.3

0.4

0.7

1.1

Electricity, gas & water supply
Construction
Services
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increase of 6.0 percent, affected by an
increase in other services, including
patent rights.
Viewing production activity by industry in the first quarter, the construction
industry and the agriculture, forestry
and fishing industry suffered from sluggishness, but the manufacturing industry improved and the service industry
continued its upward pace.
Production in the manufacturing
industry shifted to an increase of 2.0
percent. By type of industry, general
machinery and non-metallic minerals
were sluggish, but electric & electronics
and transportation equipment quickened, influenced by brisk semiconductor business and an increase in car sales.
The growth of production in the service
industry accelerated to 1.1 percent. Most
sectors, posted an increase, apart from
retail & wholesale, restaurants & hotels

Notes : 1) Compared with the preceding period.
2) p : preliminary
Source : Bank of Korea「National Accounts」

2) Since the promulgation of the revised“Enforcement Decree of the Distribution Industry Development
Act”(April 10), major retail marts’ business hours have been limited by region, from 8:00 am to 12:00
pm and, in addition, they have to close twice a month(second and fourth Sundays). As of the end of
April, 115 major retail marts(hypermarkets) were subject to these regulations.
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[Table 3]
Consumption related Indicators1)

Unit : percent

Retail sales amount

2011

2012

Year Ⅳ

Ⅰ Feb. Mar. Apr.

4.3 -1.3 1.0 2.5 -2.6 1.0

(Year-on-year)

(4.3) (1.9) (2.0) (5.4) (0.1) (0.4)

Durables

10.8 -2.4 3.0 -6.2 0.1 4.3

Semi-durables

4.2 -0.3 -0.3 4.3 -2.9 -1.8

Non-durables

1.1 -0.5 0.7 7.2 -4.6 -0.8

Other goods

1.6 -2.7 -0.5 7.7 -2.0 3.3

Note : 1) Compared with the preceding period.
Source: Statistics Korea「Industrial Activities」

However, the high degree of uncertainty surrounding the European financial crisis has been continuing. Accordingly, under the impact of a possible
external shock, consumer confidence is
feared to dwindle rapidly, leading to a
consumption slowdown like that in the
latter half of last year.

[Chart 2] Consumer Sentiment
Index & Retail Sales Index
(mom, %)
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Sources : Bank of Korea「Consumer Survey Index」
,
Statistics Korea「Industrial Activities」

Facilities investment continued its
improvement trend centering on non-IT
sectors. The estimated index of equipment investment increased by 4.5 percent from the previous month led by
investment in machinery (5.5 percent),
including general machinery and electric & electronics equipment.

[Table 4] Equipment Investment
related Indicators1)

Unit : percent

2011

2012

Year Ⅳ

Ⅰ Feb. Mar. Apr.

Estimated Index of
0.7 -5.0 11.3 -3.5 -7.0 4.5
Equipment Investment
(Year-on-year)

(0.7)(-4.7) (9.4)(24.4) (1.5) (5.0)

Value of
machinery order

11.0 8.8 -7.1 14.1 -32.8 21.4

Note : 1) Compared with the preceding period.
Source: Statistics Korea「Industrial Activities」

Considering the improvement of
leading indicators and favorable business confidence, facilities investment is
expected to remain strong in the future.
However, growing uncertainties3)
related to the eurozone sovereign debt
crisis and the Korean won’s weakness
may serve as factors hampering
improvement of facilities investment in
the future.
Construction investment remained
sluggish in April with the value of construction work completed slipping 5.2

3) According to the Bank of Korea’s business survey, the proportion of companies that selected“uncertain
economic situation”among managerial difficulties expanded to 18.1 percent in May, up 3.5 percentage
points from the previous month.

Source : Bank of Korea

percent from the previous month.
Building construction declined by 6.8
percent, led downward by buildings for
non-residential use as the construction
work for the Yeosu EXPO was completed, and engineering decreased by 3.2
percent owing to the reduction in the

[Table 5] Construction Investment
related Indicators1)

(%)

2011

Completed
Building
Construction
Engineering
2)

Orders Received
Building
Construction3)
3)

Engineering

Year

Ⅳ

Ⅰ

Feb. Mar. Apr.

-6.7

5.7 -6.9

5.5 -1.4 -5.2

[Chart 4] Non-residential Buildings
Permit and Price
(yoy,%)

(-6.7) (-0.5) (-3.7) (9.0) (-7.6)(-7.5)

(Year-on-year)

(year-on-year)

2012

government’s SOC expenditures.
Although sluggish construction
investment has been continuing, investment conditions are expected to
improve gradually in the latter half, led
by the construction of buildings.
While the construction orders
received (nominal amount), one of the
leading indicators, increased 25.4 percent during the first quarter, large construction companies, which had adopted a wait-and-see attitude ahead of the
government’s real estate package (May
10), appear to be pressing ahead with
the sale of new apartments. Construction of buildings for non-residential use
is also expected to hold to an upward
track as office prices and transactions
have both maintained favorable trends.
Viewing production activity by industry in April, all-industry production
remained unchanged at the level of the
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[Chart 3] Trend of Won-Dollar
Exchange Rate
(Won per dollar)

-8.4

4.9 -3.4

8.1 -5.9 -6.8

-4.5

6.6 -11.2

1.9

4.0

-1.9 25.4 32.2 -40.6 -5.4

5.0 -3.2

(4.0) (22.4) (36.6) (100.4) (-3.5)(-4.4)
10.9 40.6 31.3 42.5 -0.7 -3.2
-6.6

-1.1 44.5 175.9 -8.4 -7.5

Notes : 1) Compared with the previous period.
2) Nominal amount basis
3) Year-on-year
Source : Statistics Korea「Industrial Activities」

Sources : Ministry of Land, Transport and Maritime Affairs,
Mirae Asset
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[Table 6] Growth Rates of Industrial
Activities1)

Unit : percent
2012

2011
Year

Ⅳ

Ⅰ

Feb. Mar. Apr.

3.9

-0.2

1.4

1.3 -1.2 0.0

Manufacturing

7.0

0.1

2.3

1.2 -3.1 0.8

Services

3.3

-0.5

1.0

1.3 -0.9 0.2

Construction

-6.7

5.7 -6.9

5.5 -1.4 -5.2

Public
adminstration

2.1

-3.2

2.4

All industry

8.2

5.9 -1.0

Note : 1) Compared with the preceding period.
Source : Statistics Korea「Industrial Activities」

previous month as manufacturing
(0.8%) and services (0.2%) increased,
but construction (-5.2%) and public
administration (-1.0%) were lackluster.

External Transactions
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During the first quarter of 2012, the
growth pace of exports (customs-clearance basis) decelerated to 3.0 percent
from the previous quarter’s 9.0 percent
owing to the cooling of global demand.
By export destination, the growth of
exports to the U.S. accelerated to 24.5
percent from the previous quarter’s 7.6
percent owing to brisk car exports. On
the other hand, the downward pace of
exports to the EU quickened to 17.7 percent, affected by the economic slowdown. The upward pace of exports to
newly emerging countries, including
China and Southeast Asia, slowed down

sharply in a movement centered on
intermediate goods, affected by the cooling of advanced countries’ demand.
By item, exports of IT products posted
a decrease of 9.7 percent following on
from the previous quarter’s negative
growth of 8.1 percent as exports of wireless communication equipment shrank
owing to increased offshore production
along with the persistent listlessness of
exports of semiconductors and display
panels.
Exports of non-IT products increased
by 6.8 percent, but their upward pace
slowed down significantly. Exports of
automobiles swelled rapidly in a movement centering on advanced countries
owing to the strengthening of quality
competitiveness and expansion of global sales networks, whereas those of ships
fell at a faster pace.
During April and May of 2012,
exports (customs-clearance basis) shrank
slightly year-on-year as those to Japan
had soared owing to the massive earthquake in East Japan last spring, but on a
daily-average basis they made a satisfactory showing of 2.1 billion dollars.
By region, year-on-year exports to EU
and China continued in the doldrums
and those to the U.S. shifted to a
decline4) of 2.1 percent.
Exports are expected to keep a

4) The decrease in exports to the U.S. was mainly attributable to the base effect stemming from the surge
(24.4% year-on-year) in exports of petroleum products and smartphones in May last year.

Unit : billion US dollars, %

2011

Exports

2012
Apr.~May

Year

Ⅳ

Ⅰ

555.2

140.4

134.9

93.2

(19.0)

(9.0)

(3.0)

(-2.8)

(24.5)

(-2.1)

U S

(12.8)

(7.6)

Japan

(40.8)

(29.3)

(13.7) (-11.7)

(4.1) (-15.7)

(-17.7) (-11.4)

E U
China
Southeast Asia
Central & South
America
IT products
Non-IT products
Non-Ship

(14.8)
(29.6)

(8.5)
(18.4)

(0.6)
(8.8)

(-4.0)
(-0.3)

(10.9)

(14.1)

(-7.6)

(7.0)

124.6

30.9

27.4

19.2

(-1.4)

(-8.1)

(-9.7)

(-9.4)

430.6

109.4

107.4

74.0

(26.7)

(15.1)

(6.8)

(-0.9)

500.6

128.7

123.0

84.5

(19.4)

(10.7)

(6.9)

(-0.3)

Note :1) Figures in parentheses refer to rates of increase
compared with the same period of the previous
year(%).
Source : Korea Customs Service

momentum in the future, but a delay in
the global economic recovery and a fall
in international oil prices are predicted
to restrict their upward pace. In case
that external uncertainties expand, their
vitality is likely to weaken.
Meanwhile, imports (customs-clearance basis) in the first quarter of 2012
chalked up growth of 7.6 percent, showing slower growth from the previous
quarter’s 13.4 percent rise.
By commodity group, imports of raw
materials maintained a steep upward
pace, affected by high oil prices, and
those of capital goods shifted to growth
of 4.9 percent under the influence of the

expansion of semiconductor manufacturing facilities and the expanded introduction of aircraft.
During the April~May period,
imports (customs-clearance basis)
remained unchanged at the previous
year’s level. This was attributable to the
only slight rise in those of raw materials
as international oil prices fell in contrast
to the first quarter and to a decline in
those of capital goods owing to subdued
IT investment.
The current account in the first quarter of 2012 posted a 2.6 billion dollar
surplus that was concentrated in the
goods account, a sharp decrease from
the previous quarter’s 11.5 billion dollar
surplus. The current account registered a
1.8 billion dollar surplus in April as the
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[Table 7]
Exports by Destination and Sector1)
(Customs-clearance Basis)

[Table 8] Imports by Sector and Use1)
(Customs-clearance Basis)

Unit : billion US dollars, %

2011

Imports

Non-Crude Oil

2012
Apr.~May

Year

Ⅳ

Ⅰ

524.4

131.2

133.4

88.9

(23.3)

(13.4)

(7.6)

(-0.7)

423.6

105.1

105.9

69.6

(18.8)

(8.6)

(5.1)

(-3.6)

Non-Raw

199.7

50.0

49.0

32.6

materials & Fuels

(12.2)

(2.9)

(5.3)

(-3.6)

Raw materials &

324.7

81.2

84.4

56.3

Fuels

(31.4)

(21.0)

(9.1)

(1.1)

Capital goods

146.5

36.7

36.0

23.6

(8.0)

(-0.8)

(4.9)

(-4.4)

Consumer goods

53.1

13.4

13.0

9.0

(25.7)

(14.5)

(6.3)

(-1.5)

Note :1) Figures in parentheses refer to rates of increase
compared with the same period of the previous
year(%).
Source : Korea Customs Service
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[Table 9]

Current Account

Unit : billion US dollars, %

2011
Year Ⅰ

Ⅱ

2012
Ⅲ

Ⅳ

Ⅰ

Apr.

Current Account 26.5

2.6 5.5

6.9 11.5

2.6 1.8

Goods

31.0

5.8 7.7

7.2 10.2

2.6 1.8

Services

-4.4 -2.5 -0.8 -1.2 0.2 -0.6 0.5

Income

2.5

Current
Transfers

-2.5 -1.1 -0.5 -0.4 -0.5 -0.9 -0.1

0.4 -0.8

1.3 1.6

1.5 -0.4

Source : Bank of Korea「Balance of Payments」

goods account surplus continued and
the service account improved, boosted
by an increase in travel revenue.

Employment and Wages
The employment situation improved
steadily in the first quarter; the number
of persons employed (seasonally adjusted) rose by 120,000 quarter-on-quarter

[Chart 5]
Number of Employed by Industry
(S.A., Ten thousands)
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Note : 1) Includes forestry and fishing
Source : Statistics Korea「Economically Active Population
Survey」

while year-on-year the increase surpassed the 400,000 mark for a second
straight quarter.
By industry, the number of persons
employed in manufacturing decreased
by 9,000, reflecting the economic slowdown in the latter half of 2011, but in
the service industry it increased sharply
by 118,000, centering mainly in health
& welfare (+23,000) and educational services (+24,000) owing to a rise in
demand for social services following the
expansion of the government’s free
child care support.
By type of workers’ status, the selfemployed persons (+87,000) led the
increase in the total number of persons
employed as those in their 50s~60s
actively participated in the restaurant &
hotel sector (+32,000), encouraged by
the government’s expanded support for
business start-ups.
The employment rate (seasonally
adjusted) and the labor force participation rate stood at 59.3 percent and 61.4
percent, respectively, a slight rise from
the previous quarter. However, the
unemployment rate posted 3.5 percent,
up 0.4 percentage points from the previous quarter, as members of the economically inactive population made more
job applications, influenced by the government’s job creation project initiatives.
The employment situation showed
itself buoyant in April and May. The

Unit : thousand persons, percent
2011
Year

2012
Ⅳ

Ⅰ

[Chart 6] Trend of BSI1) on Future
Tendency of
Human Resources

Apr.~May

<S.A.>
25,099 25,185 25,404 25,512

Labor force
(Participation rate)

61.1

61.1

61.4

61.5

Unemployment level

855

777

879

848

(Unemployment rate)

3.4

3.1

3.5

3.3

1)

Employment level

24,244 24,408 24,525 24,665
(126)

(117)
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[Table 10]
Employment related Indicators

(-)

<Non S.A.>
Labor force

25,099 25,202 24,873 25,796

(Participation rate)

61.1

61.1

60.1

62.2

Unemployment level

855

740

947

851

(Unemployment rate)

3.4

2.9

3.8

3.3

Employment level

24,244 24,462 23,927 24,946

Note : 1) Figures in parentheses refer to the change
compared with the preceding period.
Source : Statistics Korea「Economically Active Population
Survey」

number of persons employed (seasonally adjusted) increased by 62,000 on a
monthly average basis and the unemployment rate (seasonally adjusted)
dropped to 3.3 percent.
Despite a sharp rise in the number of
persons employed, the buoyant tone
was maintained in the private sector in
terms of job vacancies and new business
start-ups as manpower shortages persisted, above all in non-manufacturing sectors and the number of newly established corporations exceeded 6,000 for
the fifth consecutive month.
Nominal wages in the first quarter
rose by 7.8 percent year-on-year, far sur-

Note : 1) Business Survey Indexes
Source : Bank of Korea「Business Survey Index」

passing the previous year’s annual rate
of increase (1.2%). Nominal wages of
permanent employees increased by 7.7
percent owing to a rise of 6 percent in
fixed payments and a surge in special
cash payments. The nominal wages of
temporary and daily workers also picked
up by 13.7 percent. By industry, manufacturing (+10.5%), real estate & leasing
(+10.3%) and transportation (9.9%)
posted steep increases.

Prices
Consumer prices in the first quarter
marked an increase of 3.0 percent yearon-year, their upward pace having
slowed by 1 percentage point from the
preceding quarter’s 4.0 percent. Compared with the last month of the previous quarter, they increased by 0.8 percent, affected by a run-up in the prices
11

of agricultural products and petroleum
goods.5)
During the April-May period of 2012,
consumer prices rose by 2.5 percent
year-on-year, slower than in the previous quarter. The expanded provision of
free child care and free school meals

[Table 11]

that began in March served as a key factor in this price stabilization. Compared
with the last month of the previous
quarter, consumer prices increased by
0.2 percent, a pace much more slower
than the 0.6 percent averaged during
the 2007~2011 period. In particular,

Rates of Increase of Nominal Wages1)
2010
Year

Nominal wages of employees
Nominal wages of permanent employees

Unit : percent

2011
Year

Ⅰ

2012

Ⅱ

Ⅲ

Ⅳ

Ⅰ

6.8

1.2

0.2

1.4

0.6

1.5

7.8

6.4

-0.7

-1.3

-1.2

-1.1

-0.3

7.7

(Regular payment)

4.5

4.7

4.4

4.2

5.0

5.4

5.9

(Overtime payment)

12.2

-8.2

-8.4

-7.4

-7.1

-10.7

4.4

(Special cash payment)

12.3

-19.2

-18.9

-23.5

-18.5

-17.4

17.0

-1.6

13.7

9.2

12.3

15.8

21.9

13.7

Nominal wages of temporary ＆ daily employees

Note : 1) Compared with the same period of the previous year.
Source : Ministry of Employment and Labor「Labor Force Survey at Establishments」

[Table 12]

Rates of Increase of Consumer Prices1)
2010
Year

Consumer prices
Agricultural, livestock
& marine products
Industrial products
Electricity·water supply·gas
Services
CPI excluding agricultural
products & oils
CPI excluding food & energy products
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Unit : percent

2011
Year

Ⅰ

Ⅱ

2012
Ⅲ

Ⅳ

Ⅰ

Apr.

May.

Apr.~May

3.0

4.2

2.3

0.5

1.1

0.3

0.8

0.0

0.2

0.2

(3.0)

(4.0)

(3.8)

(4.0)

(4.3)

(4.0)

(3.0)

(2.5)

(2.5)

(2.5)

14.8

5.8

7.1

-4.4

7.1

-3.4

4.2

-0.8

-0.1

-0.9

2.6

5.3

2.6

1.0

0.9

0.9

1.3

-0.1

0.4

0.3

-

7.6

2.0

1.9

1.2

2.3

0.2

0.1

0.1

0.2

1.9

2.8

1.4

0.7

0.3

0.4

0.0

0.2

0.2

0.4

1.7

3.6

1.7

1.0

0.3

0.6

0.0

0.1

0.2

0.3

(1.8)

(3.2)

(2.6)

(3.2)

(3.4)

(3.4)

(2.5)

(1.8)

(1.6)

(1.7)

1.7

2.7

1.2

0.8

0.3

0.4

0.2

0.1

0.3

0.4

(1.9)

(2.6)

(2.2)

(2.6)

(2.7)

(2.7)

(2.2)

(1.6)

(1.5)

(1.5)

Notes : 1) Compared with the last month of the preceding period.
2) Figures in parentheses refer to rates of increase over the corresponding period of the previous year.
Source : Statistics Korea「Consumer Price Index」

5) Prices of agricultural products and petroleum goods rose by 12.2 percent and 4.8 percent, respectively,
under the influence of unstable weather such as cold snap, and a hike in international oil prices, respectively.

[Chart 8] Consumer Price & Expected
Inflation
(yoy,%)

Source : Statistics Korea

Sources : Bank of Korea, Statistics Korea

(yoy,%)

prices of agricultural, livestock and fishery products dropped by 0.9 percent
owing to the improved demand and
supply conditions of vegetables and
pork.
Upward pace of core inflation indexes
also slowed markedly. The growth rate
of the index (year-on-year) which
excludes agricultural products and
petroleum goods declined from 3.4 percent of the previous quarter to 2.5 percent in the first quarter and dropped further to 1.7 percent during the
April~May period. That of the narrower
index (year-on-year) that strips out food
and energy from the CPI, also showed
similar pattern of movements.
Consumer prices are expected to
retain their stable trend going forward
owing to the effects of the fall in the

Current Economic and Financial Movements

[Chart 7] Trends of Consumer Prices

prices of oil and other raw materials and
the government’s continued program
on child support. However, there is the
possibility that the high-level of inflation expectations and hikes in public
utility charges may work as factors of
price instability in the latter half.
Producer prices (year-on-year) in the
first quarter of 2012 rose by 3.2 percent
year-on-year, registering a slower pace
than the 5.0 percent hike in the previous quarter. Compared with the last
month of the previous quarter, they
rose6) by 2.0 percent owing to the higher
prices of agricultural, forestry and fishery goods together with industrial products.
During the April-May period of 2012,
the upward pace of producer prices continued slowing down. Compared with

6) Prices of agricultural, forestry and fishery products rose by 6.3 percent owing to bad weather and those
of industrial products increased by 2.1 percent, affected by high oil prices.
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[Table 13]

Rates of Increase of Producer Prices1)
2010

Unit : percent

2011

2012

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Apr.

May

5.3

4.3

3.6

-0.1

0.8

0.0

2.0

-0.1

-0.6

-0.7

(3.8)

(6.1)

(6.7)

(6.4)

(6.2)

(5.0)

(3.2)

(2.4)

(1.9)

(2.2)

Agricultural, forest
& marine products

21.1

-0.2

9.5

-13.6

4.5

0.9

6.3

-3.5

-1.6

-5.1

Industrial products

6.0

5.3

4.3

0.6

0.8

-0.4

2.1

0.2

-0.7

-0.5

Electric power, water,
and gas supply

1.5

12.0

1.9

1.9

3.0

4.8

0.8

-0.2

-0.7

-0.9

Services

1.9

1.1

0.8

0.4

-0.2

0.0

1.1

0.2

-0.1

0.1

Producer prices

Apr.~May

Notes: 1) Compared with the last month of the preceding period.
2) Figures in parentheses refer to rates of increase over the corresponding period of the previous year.
Source : Bank of Korea「Producer Price Index」

[Table 14]

Rates of Increase of Export and Import Prices1)
2010
Year

Export prices
Import prices

Unit : percent

2011
Year

Ⅰ

Ⅱ

2012
Ⅲ

Ⅳ

Ⅰ

Apr.

May

Apr.~May

4.3

2.5

3.5

-3.5

3.3

-0.6

0.9

0.6

-0.3

0.3

(-2.6)

(4.4)

(6.6)

(3.5)

(2.0)

(5.6)

(2.2)

(2.0)

(3.2)

(2.6)

7.1

6.6

-2.0

3.0

-0.5

3.0

-1.0

-1.9

-2.9

(13.4) (16.9)

(14.2)

(11.3)

(11.5)

(5.5)

(1.7)

(2.1)

(1.9)

12.7
(5.3)

Notes: 1) Compared with the last month of the preceding period.
2) Figures in parentheses refer to rates of increase over the corresponding period of the previous year.
Source : Bank of Korea「Export/Import Price Index」
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the last month of the previous quarter,
they fell by 0.7 percent as prices of most
items excluding service charges
dropped.
On a year-on-year basis, export and
import prices (Korean won basis) in the
first quarter of 2012 rose by 2.2 percent
and 5.5 percent, respectively, which represented a slower pace than the previous
quarter.
During the April-May period of 2012,
the upward pace of export prices accelerated slightly from the first quarter owing
to a sharp rise in the won/dollar

exchange rate. On the other hand, the
growth rate of import prices slowed
down to 1.9 percent, largely affected by
the fall in prices of international raw
materials.
In the first quarter of 2012, the
upward pace of housing prices decelerated as the housing market in Seoul and
its surrounding areas remained in the
doldrums.
The wait-and-see attitude toward
home purchases in the metropolitan
area continued owing to policy uncertainties, including Seoul City’s reconsid-

2010

Housing price

Unit : percent

2011

Year

Year

Ⅰ

Ⅱ

2012
Ⅲ

Ⅳ

Ⅰ

Apr.

May

Apr.~May

1.9

6.9

2.3

2.0

1.5

1.0

0.5

0.1

0.0

0.2

(Seoul and its surrounding areas)

-1.7

0.5

0.7

0.1

-0.1

-0.2

-0.4

-0.3

-0.2

-0.5

(Rest of the country)

6.4

15.1

4.2

4.6

3.3

2.2

1.4

0.5

0.3

0.8

Housing rents

7.1

12.3

4.3

2.7

3.3

1.5

1.1

0.4

0.2

0.6

(Seoul and its surrounding areas)

6.3

11.0

4.4

1.8

3.5

0.8

0.5

0.1

0.0

0.1

(Rest of the country)

9.2

14.5

4.4

4.1

3.1

2.1

1.7

0.6

0.4

1.0

1.0

1.2

0.3

0.3

0.3

0.3

0.3

0.1

-

-

Land price

Current Economic and Financial Movements

Rates of Increase of Real Estate Prices1)

[Table 15]

Note : 1) Compared with the last month of the preceding period.
Sources : Ministry of Land, Transport and Maritime Affairs, Kookmin Bank.

[Chart 9]

Housing Transaction
Volume in Seoul and its
Surrounding Areas

(thousand units)

Source : Ministry of Land, Transport and Maritime Affairs

eration of its‘New Town’ policy, resulting in the reduction in transaction volumes and a steepening of the downward
trend of housing prices.
Housing prices in regions other than
Seoul and its surrounding areas continued their upward pace centering on
regions where bullishness about devel-

opment prevailed, but the upward pace
decelerated from the previous quarter.
During the April-May period of 2012,
housing prices in Seoul and its surrounding areas fell, despite the government’s May 10 package of measures to
reinvigorate the real estate market.
Meanwhile, regions other than Seoul
and its surrounding areas slowed their
upward pace from the the previous
quarter, influenced by the burden of the
previous price surges and a spreading of
wait-and-see attitude among potential
buyers.
Leasehold deposits in the first quarter
of 2012 rose by 1.1 percent. However,
their rate of increase slowed from the
previous quarter in both Seoul and its
surrounding areas and in regions other
than the metropolitan area owing to the
burden of previous price surges.
During the April-May period of 2012,
the volume of transactions declined and
15

[Chart 10]
(mom, %)

Rates of Increase in
Housing Rents and
Long Term Average

Source : Kookmin Bank

the upward trend of leasehold deposits
slowed further as spring moving season
came to an end.
Meanwhile, land prices rose by 0.3
percent in the first quarter of 2012 primarily in those areas where there was
bullishness about the provision of lowcost public housing and the hosting of
the Expo. Land prices continued on
their modest upward track in April.

futures continued on expectations of
the easing of the financial crisis in the
eurozone and global economic recovery.
Yields on Treasury bonds (3-year maturity) moved within a narrower range early
in the year, but quickened their upward
pace owing to the European central
bank’s implementation of a second
LTRO (Long-term Refinancing Operation) program at the end of February
and the decision to offer a second
bailout to Greece in the middle of
March. They then fell slightly under the
influence of poor U.S. economic indicators and worries over a slowdown of the
Chinese economy to stand at 3.55 percent at the end of the first quarter, up
0.21 percentage points from the last
month of the previous quarter.
In April, long-term market interest
rates shifted to a fall owing to the re-

[Chart 11] Market Interest Rate
Movements1)

(Unit : percent)

Financial and Foreign
Exchange Markets
Development
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Financial Markets
In the first quarter of 2012, longterm market interest rates rose as foreigners’ net selling of Treasury bond

Note : 1) Figures refer to the interest rates at the end
of month.
Source : Korea Financial Investment Association

[Chart 12] Stock Price Movements
(1980.1.4 = 100)

Source : Korea Exchange

(1996.7.1 = 1,000)

their upward pace as the eurozone risk
eased owing to the eurozone’s decision
to offer Greece a second bailout. As of
the end of March, the KOSPI and the
KOSDAQ index stood at 2,014.0 and
519.6, risen by 10.3 percent and 3.9 percent, respectively, from the end of the
previous quarter.
In April, however, stock prices shifted
downward under the influence of the
re-emergence of eurozone risk and the
poor business performance of major
domestic companies. Their downward
pace quickened in May as the global
financial market unrest deepened. As of
the end of May, accordingly, the KOSPI
stood at 1,843.5, a decline of 8.5 percent
from the end of the first quarter, and
the KOSDAQ index registered 471.9,
down 9.2 percent over the same period.
In the first quarter of 2012, bank
lending to enterprises increased sharply.
Bank lending to large enterprises
expanded by more than 1 trillion won,
boosted by enterprises’ demand for
funds to pay value added tax and some
companies’ appetite for M&A funds.
Bank loans to small and medium-sized
enterprises also increased, influenced by
banks’ efforts to extend more loans to
self-employed persons. On the other
hand, bank loans to households posted
a quarterly decline for the first time
since the first quarter of 2009. Bank
loans to households shifted to a decrease
owing to reduced housing mortgage

Current Economic and Financial Movements

emergence of financial risk in the euro
region and foreigners’ shift to become
net purchasers of Treasury futures. Rates
continued to fall in May, affected by the
emergence of the possibility of Greece’s
withdrawal from the eurozone and
growing risk-avoidance following insolvency of Spanish saving banks(cajas). As
of the end of May, yields on Treasury
bonds (3-year maturity) had slipped
0.23 of a percentage point from the end
of the previous quarter to stand at 3.32
percent.
The stock market showed a bullish
trend in the first quarter of 2012. Stock
prices rebounded as the Greek government and its private creditors resumed
the Private Sector Involvement (PSI)
negotiations at the end of January and
expectation grew of a U.S. economic
recovery and the easing of the Chinese
retrenchment policies. They continued
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[Table 16]

Bank Lending and Corporate Funding
(Changes during the period)
2010
Year

Unit : billion won

2011
Year

2012
Apr.~May

Apr.

May

38,749 39,063 12,618 10,123 13,821

2,501 15,133

6,327

3,709 10,037

(Large enterprises)

49,638 27,791

4,959

7,247

9,197

6,387 10,298

6,569

3,233 9,801

(Small and medium enterprises)

37,794 11,272

7,659

2,876

4,624 -3,886

4,836

-241

Net CP issuance

38,706

1,187 -2,171

6,288 -1,424

4,542

3,618

Net bond issuance

42,116 19,543

4,057

5,062

4,840

5,584

2,742

1,342 -2,540 -1,198

Net equity issuance1)

30,520

9,213

1,958

3,364

595

3,297

715

57

21,822 23,940

2,974

9,119

5,464

6,382 -2,763

1,342

2,215 3,557

(Mortgage loans)

20,324 21,409

4,701

6,061

4,315

6,332

915

1,003

1,303 2,306

(Others incl. minus loans)

17,280 24,283 -1,666

3,118

1,060

-84 -3,589

284

947 1,231

Bank loan to enterprises

Bank loan to household

3,879

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

476

235

1,174 4,792
117

175

Note : 1) Sum of KOSPI and KOSDAQ markets
Source : Bank of Korea

lending in the wake of sluggish housing
transactions and a decrease in the
“Minus Bankbook Lending”in the wake
of bonus payments and of income tax
refunds as a result of year-end tax
adjustment.
During the April-May period, bank
loans to enterprises continued to
increase centering on large enterprises in
a trend amid banks’ strenuous efforts to
expand lending.
Bank loans to households shifted to
an increase, affected by the expansion of
housing mortgage lending in the wake
of some banks’ lowering of their lending
rates and efforts of some of their branches to increase lending ahead of the
appraisal of half-year results.
QUARTERLY BULLETIN / JUNE 2012
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Foreign Exchange Markets
Over the course of the first quarter of
2012, the won/dollar exchange rate

showed a downward trend until early
February, influenced by the easing of
worries over the European financial crisis and by inflow of foreigners’ portfolio
investment funds. Subsequently, it fluctuated owing to a combination of such
downside factors as a rise in international oil prices and bullish factors as
improved global financial market sentiment incurred by the European Central
Bank (ECB)’s implementation of a second long-term refinancing operation
(LTRO). During the April-May period,
the exchange rate rose at a rapid pace as
the global financial market became
restive owing to the re-emergence of the
financial crisis in the eurozone. As of the
end of May, the Korean won closed the
month at 1,180.3 won per U.S. dollar,
depreciated by 4.0 percent from its
exchange value at the end of the first
quarter.
Meanwhile, the won/yen exchange

(Won)

Current Economic and Financial Movements

[Chart 13] Exchange Rate Trend of
Korean Won

Note : The won/dollar exchange rate is based on the market
closing rate, and the won/100 yen exchange rate is
based on the cross rate notified by the Seoul Money
Brokerage Services Limited(SMBS).
Source : Bank of Korea

rate dropped at a rapid pace in the first
quarter, affected by weak Japanese economic indicators and the Bank of
Japan’s announcement of additional
quantitative easing. During the AprilMay period, however, it rose sharply as
the possibility emerged of the unwinding of yen carry trades, reflecting global
financial market unrest and worries over
global economic recession.
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Analysis of the Knock-on Effects of
Individual Factors Driving Change in
Oil Prices and Re-building the BOK’s
Model of the Global Economy(BOKGM)

Woong Kim*
Soo Hyun Kim**
Global oil prices, which had shown reiterated modest fluctuations during the latter
half of 2011, rose sharply on the resurgence of geopolitical risks in the Middle East in
line with the Iranian question from February this year. As global oil prices rose at a time
when the world economy was sluggish largely because of the euro problem, there are
mounting concerns about their negative impact on the Korean economy. Global oil
prices are known to be influenced by various factors including global demand, the supply capacity of oil producing countries, geopolitical and natural disaster risks, speculative funds and changes in the exchange value of the US dollar. This paper carries out
an analysis as to which factors mainly influenced past changes in oil prices and examines whether the impact of oil prices on the macro-economy differs by these factors.
The results of the empirical analysis show that the oil price increase during 2002 and
2008 was mainly attributable to demand factors, while the recent oil price increase
since 2009 stemmed from a combination of demand, supply, geopolitical and financial
factors. The influence of global oil price changes on domestic growth and prices differs
according to the factors driving the changes in oil prices. An oil price increase arising
from supply and geopolitical factors brings rising prices and a recession. Meanwhile,
when oil prices rise due to demand factors, rather than supply factors, GDP growth rate
increases, even though headline inflation (CPI) accelerates irrespective of the oil price
factors.
These results mean that existing assertions such as“If global oil prices go up by 10%,
domestic CPI rises by a certain percentage and GDP falls by a certain percentage.”may
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Ⅱ. Analysis of Factors Causing Changes in Global Oil Prices and Effects by Factors
Ⅲ. Re-construction of Global Model to Incorporate Effects of Individual Factors on
Changes in Oil Prices
Ⅳ. Conclusions
Ⅰ

. Introduction

I

Global oil prices, which have risen by
six or seven– fold over the past decade
or so, have soared again owing to
geopolitical risk in the Middle East following the nuclear issues in Iran since
February this year. International organizations, including the IMF, also warned
that global oil prices could rise sharply
for a considerable period if the Iranian
situation worsens further in the future,
adding fuel to concerns about oil price
change. Accordingly, some analysts
assert that the recent hike in global oil
prices will serve as an additional risk factor for the Korean economy amid the
sluggishness of the global economy in

the wake of the euro issue.
In general, global oil price fluctuations have a considerable effect on
macroeconomic variables, including
economic growth and prices. It is widely
known that global oil prices are affected
by various factors, including global
demand, oil producers’ supply capacity,
geopolitical & natural disaster risk, speculative funds, and change in the value
of the dollar. However, a considerable
number of existing studies on Korea
assert that propositions such as“A 10%
rise in global oil prices is expected to
push up domestic prices by a certain
percentage and reduce GDP by a certain
percentage,”hold good irrespective of
the factors driving the change in oil
prices1).

Analysis of the Knock-on Effects of Individual Factors Driving Change in Oil Prices and Re-building the BOK’s Model of the Global Economy(BOKGM)

be inappropriate. In addition, the findings also imply that the policy authorities need
to work to come up with policy responses considering the factors generating the
changes when an oil price shock occurs.
Meanwhile, we reconstructed the Bank of Korea Global Model (BOKGM) to incorporate the analysis presented in this paper and the findings of recent studies related to oil
price models. The BOKGM’s contribution to improving the accuracy of economic forecasting and the sophistication of policy simulation analyses are expected to be enlarged
by virtue of the substantial strengthening of the crude oil block.

1) Refer to Chang(2011), the Bank of Korea(2010), Hwang et.al.(2005), etc.
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However, as advocated by Kilian(2008,
2009), Kilian and Lewis(2009), Kilian and
Vigfusson(2011), Peersman(2005),
Peersman and Van Robays(2009a, 2009b),
Lombardi and Van Robays(2011), we
need to look into the effects of global oil
price fluctuations on economic growth
and prices by decomposing them on the
basis of the factors driving the change in
oil prices. This is because the knock– on
effects of an oil price shock can differ in
terms of direction, size and persistence
according to the cause of the oil price
hike. Notably, in the Korean economy,
which is highly dependent on exports
and oil imports, the effects of a slowdown in economic growth could be
great in case of a hike in the oil price following a supply shock. However, in the
case of a hike in oil prices driven by
such demand factors as acceleration of
global economic growth, the negative
effects of oil price increases on economic growth could be limited. This indicates that analysis of oil price knock–
on effects according to the factors driving the fluctuation can be very important from the viewpoint of policy
authorities, including the central bank.
If the knock– on effects differ according
to the factors of oil price fluctuations,
the policy authorities’ countermeasures
also need to be changed2).

In this light, we set out in this paper
to analyze previous changes in oil prices
by factor and check whether their effects
on the macro economy do or do not differ. Along with this we intend to put forward our findings from this historical
study to expand and supplement the
crude oil block of the BOK Global Macro
Economic Model (BOKGM) so as to
make use of the fact that the knock– on
effects on the economy differ according
to the factors driving changes in the oil
price in carrying out economic forecasting and policy analysis.
The paper is organized as follows. In
chapter II, we try to look into the factors
causing fluctuation of global oil prices
suggested by the existing literature. And
we seek to decompose previous oil price
changes into factors using the structural
vector autoregression (SVAR) model and
analyze their effects on domestic growth
and prices. In chapter III, we rebuild
BOKGM reflecting the effect of the oil
price by the factors driving the changes
and suggest the development results.
Finally, we summarize the analysis
results and draw their implications in
chapter IV.

2) Bernanke et al. (1997) asserted that economic recessions following a hike in the oil price were generated in
large part by monetary tightening measures taken by the authorities

1. Factors Causing Changes in
Global Oil Prices
In the existing literature, including
the work of Breitenfellner et al.(2009),
Kesicki(2010), etc., it is suggested that
global demand, oil producers’ supply
capacity, geopolitical & natural disaster
risks, speculative funds, and changes in
the value of the dollar act as factors
causing the global oil price fluctuations.
The degree of relative importance of
each causative factor appears differently
in the past and the various factors affect
the global oil prices.

(Global Demand)
As crude oil accounts for a large proportion of industrial production and
consumption and its demand is inelastic
to price3), demand factors such as the
global business cycle and population
increases have a great influence on
changes in oil prices.

As shown in Figure 1, when we look
at the rate of change in the real global
oil price and the global GDP growth rate
(or the rate of change in global crude oil
demand), we observe a positive correlation.
As we can see from the left panel in
Figure 2, in case of crude oil consumption (year– on– year change) by region,
the crude oil demand from the OECD
countries has been on a declining trend,
but that from newly emerging countries,
above all China and India, has been on
a steady rise.
From the right panel in Figure 2, we
see the case of China and India that
account for some 40% of global population. Their per capita crude oil consumption stands at still a low level so
that their crude oil demand is expected4)
to rise further in keeping with economic
growth on a long– term basis.
Reflecting this, much of the literature,
including Kilian(2009), the U.S.
Congress Report(Interim Report, 2008)
and the British Government Report(HM
Treasury, 2008), asserts that demand is
more important than supply as a factor
influencing oil prices.

Analysis of the Knock-on Effects of Individual Factors Driving Change in Oil Prices and Re-building the BOK’s Model of the Global Economy(BOKGM)

. Analysis of Factors
Causing Changes in
Global Oil Prices and
Effects by Factors

Ⅱ

3) A number of papers, including those by Dargay and Gately (2010), assume the price elasticity of crude oil
demand. In its World Economic Outlook(2011), the IMF estimated the combined price elasticities of global
crude oil demand over the past 10 years at 0.02 on average.
4) In its World Economic Outlook(2011), the IMF stated that in the case of China and India, income elasticity of energy demand is close to unity. Accordingly, it presented the estimation result that if per capita GDP
increases by 1%, per capita energy demand will rise by 1%.
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Demand factors and Global oil price changes1)

[Figure 1]
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Notes : 1) Based on annual real oil price(1980∼2010, Dubai)
2) The solid line is the regression line
Source: IMF, EIA

Oil consumption and Global oil price changes

[Figure 2]
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(Oil Producer’ Supply Capacity)
As crude oil requires a long gestation
period (about 11 years) from initial facilities investment to production, the price

elasticity of supply is very low.
Accordingly, such supply factors5) as oil
producers’ spare capacity6) and changes
in dependency on OPEC have a consid-

5) Although some analysts include geopolitical factors in supply factors, we intend to distinguish between
endogenous supply factors that are affected by the global oil prices and exogenous geopolitical factors that
are not affected by the global oil prices and look into them in this paper.
6) Surplus capacity, the difference between OPEC production capacity and actual production, is an indicator
used to evaluate OPEC’s ability to pump crude.

Supply factors and Global oil prices

(World economic growth and oil production)
300
250

(1980 =100)
Global economic growh index
Crude oil production index

200

(Spare production capacity and oil prices)
120

(million barrels per day)

100

(US$ per barrel)

9

Real oil price(rhs)

8

tight OPEC
spare
production
capacty

80

7
6
5

60
150

4

40
100
50
80 83 86 89 92 95 98 01 04 07 10

3
2

20
0
94

10

OPEC spare production capacity(Ihs)

1
96

98

00

02

04

06

08

10

0

Source: IMF, EIA

erable effect on global oil prices. The left
panel in Figure 3 shows that crude oil
supply has failed to catch up with global
economic growth. In the right panel in
Figure 3, we can also observe a negative
correlation between spare capacity and
real global oil prices.
Hamilton(2009) asserts that as crude
oil is a depleting resource, the influence
of scarcity rent is large in a situation
where demand has been on a steady
rise, so that supply factors exert underlying upward pressure.

(Geopolitical & Natural Disaster
Risk and High Oil Price Policy)
Global oil prices have reacted sensitively to such market external factors as
geopolitical risks, including political
unrest involving oil producers and also

wars, suspension of oil facilities operation following earthquakes and hurricanes, and OPEC7)’s policy of keeping
the oil price high.
As seen in Figure 4, the first oil shock
erupted in the wake of the fourth
Israeli– Arab war and the second oil
shock broke out following the Iranian
revolution and OPEC’s decision to hike
oil prices. Subsequently, such geopolitical factors as the Gulf War in 1990,
political unrest in the MENA8) region in
2011 and the recent Iranian nuclear program issue have affected global oil prices
significantly.
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[Figure 3]

(Speculative Funds and Change in
the Value of the Dollar)
Speculation factors linked to financial
instrument innovation and financial

7) Thirteen OPEC member countries account for 42% of global crude oil production and 78% of oil fields.
8) It is an acronym for the Middle East and North Africa region where Egypt and Libya are located.
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[Figure 4]
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[Figure 5]
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(Oil futures market2) and spot price)
140
120

(US$ per barrel)

Non-commercial net long position(right)
Global oil price(left)

250
200

100

140

(US$ per barrel)

(1973=100)

100

60

50

net long position

20
net short position
0
83 86 89 92 95

140

USD index (right)

100

120

98

01

04

07

10

80

100

60

80

0

40

-50

20

-100

180
160

120

150

80

40

(Dollar currency index)

(thousand contracts) 300

0
70

60

global oil price(left)

40
20

75

80

85

90

95

00

05

10

0

Notes: 1) Nominal monthly average oil price(Dubai)
2) NYMEX non-commercial net long position (Monthly average)
Source: Bloomberg

QUARTERLY BULLETIN / JUNE 2012

26

factors including changes in the value
of the dollar, the major settlement currency, also have a sizable impact on the
formation of global oil prices. In the left
panel of Figure 5, we can confirm that
the crude oil market was closely linked

with the global financial markets (so–
called financialization of oil markets) so
that there is a strong positive correlation
between oil prices and non– oil industry funds’ net purchase position for
crude oil futures. In particular, oil prices

2. Trends of Global Oil Prices
and Breakdown of Factors
Causing Changes in Them
In this chapter, we would like to look

into underlying global oil price trend
and estimate contributions by factor to
analyze how generally those individual
factors proposed as driving changes in
global oil prices actually affected them.
A. Trend of Global Oil Prices
Global oil prices exhibit a rapidly
changing pattern on a short– term basis
affected by supply capacity, geopolitical
risk and financial factors while having
followed a long– term upward trend in
line with a steady rise in demand since
the early 2000s.
Viewing the oil price trend in Figure
6, global oil prices (Dubai Crude,
monthly average basis), which posted
$131 per barrel in 2008, fell to $41 in
early 2009 owing to the global financial
crisis. Since February this year, however,
they have again fluctuated at above
$120 under the influence of geopolitical

Trends of Global oil price1)

[Figure 6]
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showed an upward trend as massive
investment funds flowed into the
futures market against the backdrop of
major countries’ quantitative easing
policies implemented at the time of the
global financial crisis.
As oil producing countries follow a
strategy of maintaining the purchasing
power of their sales of crude oil in US
dollar terms, negative correlation arose
between the dollar currency index and
the global oil price as seen in the right
panel of Figure 5. Since 2000, the global
oil price has shown a tendency to move
in close synchrony with the dollar currency index.
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Notes: 1) Monthly average oil price(Dubai)
2) Real oil price = Nominal oil price/US CPI
Source: Bloomberg
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B. Decomposition of Factors Causing
Changes in the Global Oil Price
We attempt to decompose the
change in global oil prices since the
1990s into such factors as demand, supply, speculative funds, change in the
value of the dollar currency, and preliminary demand (geopolitical risk, etc)9)
using a SVAR model.
We employ a SVAR model including
global industrial production, crude oil
supply, the oil futures index, the dollar
index and global oil prices following
Lombardi and Van Robays(2011)10).
Because global oil prices are highly
volatile on a short– term basis, we use
monthly data to analyse the contribution by fluctuation factor. And the sample period is 1991:1– 2011:11.

risk in the Middle East prompted by the
Iranian issue. Viewing real oil prices
after adjustment for inflation, global oil
prices recently reached the $100 level,
approaching those of during the second
oil shock period (1979∼1980).
The oil price surge at the time of the
first and second oil shocks was limited
to one or two years, but the oil price rise
after 2003 continued for five years, in
line with global economic growth.
Meanwhile, the most recent upward
trend in oil prices has continued for
three years since 2009, despite the
uncertainties of the global economy,
including the eurozone crisis.

[Figure 7] Comparison of factor contributions to oil price fluctuations
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Dollar value fluctuation Preliminary demand

9) Kilian(2009), and Peersman and Van Robays(2009a, 2009b) define demand by the intention to store crude
oil in advance in preparation for uncertainty, including geopolitical events and unexpected oil price hikes
as preliminary demand.
10) Refer to Appendix 2 for details related to model settings.

(2) Contribution of Factors During
Oil Price Upswing and
Downswing Periods.13)
Viewing oil price movements since

the turn of the century, there have been
periods of underlying upswings and
downswings in oil prices. In this paper,
we classify the entire period into an
upswing period and a downswing period and calculate the contribution of
each factor driving change in oil prices.

(Oil Price Upswing Periods)
Figure 8 shows contributions by factors during the oil price upswing periods
from the early 2000s. During the period
from January 2002 to June 2008, global
oil price soared14) by some 130%, influenced in rank order by demand (80%p),
speculation (34%p), and preliminary
demand (21%p)15). It is analyzed that
the demand factor was found to have
chiefly led the rise in global oil prices.
During the period from January 2009 to
November 2011, meanwhile, oil prices
soared by some 70% as the factors of
demand (28%p), supply (15%p), preliminary demand (6%p), speculation (9%p),
and change in the exchange– value of
the US dollar (4%p) all worked in combination.

11) The contribution rate was calculated by decomposing the rate of change in global oil prices by five factors
using the SVAR model and combining the absolute value of fluctuation factors’contribution during oil
price upswing and downswing periods and analyzing the weights of each factor. Accordingly, the total
contribution rates for each factor sum to 100.
12) The reason for analysis of the contribution rates by dividing the entire period into the 1990s and the
2000s is prompted by the desire to check whether contribution rates by factor do or do not differ as oil
price movements before and after the year 2000 show a clearly different pattern.
13) The contribution refers to the particular value obtained by decomposing the rate of change in oil prices
into five factors of change using the SVAR model, with the total value of the contributions constituting
the rate of change of the oil price.
14) The oil price rate of change is the detrended standard oil price rate of change, applied in the empirical
analysis of the SVAR model.
15) In case of the supply factor, the contribution was calculated at the 20% level when compared to early
2004 when non-OPEC countries slashed oil production.

Analysis of the Knock-on Effects of Individual Factors Driving Change in Oil Prices and Re-building the BOK’s Model of the Global Economy(BOKGM)

(1) Analysis of Contribution Rate11) by
Fluctuation Factors
Figure 7 presents the analysis result of
the rate of contribution by the various
factors driving changes in global oil
prices during the 1990s and 2000s12).
Factors greatly affecting changes of global oil prices by rank order during the
1990s were demand (38%), supply
(27%), speculation (15%), change in the
exchange– value of the US dollar(13%),
and preliminary demand (7%). In the
2000s, the rank order shifted to
demand(46%), supply & speculation
(17% each), preliminary demand (13%),
and change in the exchange– value of
the US dollar (8%). Although a considerable proportion of the change in oil
prices is explained by demand, the
importance of speculation and preliminary demand maintained a steady rise
in the 2000s.
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Historical decomposition of oil prices
(periods of oil price upswings)

[Figure 8]
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(Oil Price Downswing Period)
Figure 9 shows the contributions by
factors during oil price downswing periods. During the period from December
2000 to November 2001, global oil
prices dropped by some 60%. During
the period, the contribution of the
demand factor was16) – 40%p. During
the period from July 2008 to December
2008 when the global financial crisis
broke out, global oil prices dropped significantly below trend for six months.
During this period, the contribution of
the demand factor was – 49%p and that
of speculative factor was – 20%p. The
second oil price downswing period in
2008, meanwhile, was characterized by
an enlarged contribution of the specula-

tive factor against the backdrop of the
quantitative easing in the process of
overcoming the global financial crisis
and the financial factor of change in the
exchange– value of the US dollar(– 11%p),
in contrast to previous instances. In specific terms, during the two oil price
downswing periods when global oil
prices fell, it was the reduction in crude
oil demand following the global economic recession that chiefly led the fall
in oil prices.

16) The cited period was one when the global economy experienced a sharp downturn owing to a slump in
the IT industry.
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3. Influence of Changes in
Global Oil Prices on Domestic
Growth and Prices
A. Impulse Response by Factor Changes
To look into how differently the
impact of each factor of oil price change
on domestic growth and prices is exhibited, we estimate an SVAR model using
quarterly data and construct an impulse
response function. Following Peersman
and Van Robays(2009a, 2009b), we
employ a SVAR model with five variables– global GDP, crude oil supply,
global oil price, domestic CPI and
domestic GDP17). Considering the data

characteristics, we use quarterly data
over the sample period from 1980:Q1 to
2011:Q3. In the case of financial factors,
meanwhile, we exclude them from the
objects of analysis since identification
appears unstable when including
demand & supply– related variables and
financial factors at the same time18).
The response function of oil price
shock by factors is shown in Figure 10.
The impact of an oil price hike on
domestic economic growth and prices
differs according to the factors. An oil
price hike caused by the supply factor or
preliminary demand factor bring about
inflation and an economic downturn.
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Historical decomposition of the oil price
(periods of oil price downswings)

[Figure 9]

17) Refer to Appendix 3 for details related to model settings.
18) It is necessary to secure the consistency of the SVAR analysis for the decomposition of factors driving
global oil price change and for analysis of the knock-on effects on the domestic economy. To this end, a
seven-variable SVAR model should be applied. However, a VAR model generally causes problems in terms
of the degree of freedom when including six or more variables. In estimating a seven-variables SVAR,
identification was found unstable (Bernanke et al., 2005), so that we analyzed it by sacrificing consistency to some degree.
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[Figure 10]
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On the other hand, it is analyzed that in
contrast to supply factor19) an oil price
hike caused by the demand factor brings
about inflation and an economic
upturn.
B. Comparison with Existing
Study Results
We compare the SVAR estimated
result examined above with existing
study results for Korea. Most of the existing studies on Korea encapsulate
knock– on effects in terms such as“In
case of a 10% rise in oil price, domestic
prices rise by a certain percentage and
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GDP declines by a certain percentage,”
regardless of the factor causing the
change in the oil price. Accordingly, it
was difficult to pinpoint direct object of
comparison20) so we compare the size of
the estimated result and knock– on
effect by using the BOK04 model and an
input– output (I/O) table.
As seen in (Table 1), the impact on
the economy of an oil price hike caused
by the supply factor as estimated by the
SVAR model was similar to the oil price
hikes effect of the BOK04 model and
was less than the result of the input–
output table.21) Meanwhile, it was ana-

19) In the case of a 10% rise in global oil price caused by the demand factor, CPI rose by 0.49% after four
quarters and real GDP climbed by 0.36% on an accumulated basis. In case of supply factor, CPI rose by
0.41% and real GDP fell by 0.21%. In the case of the preliminary demand factor, CPI rose by 0.41% and
real GDP dropped by 0.21%.
20) The size of the knock-on effect following a hike in global oil prices appears differently. This is because the
estimation method, estimation model and estimation period are different.
21) In case of I/O analysis, it captures long-term effect whereby the entire hike in oil prices is passed through
to prices. Accordingly, the effect is greater than that of the general econometric model, which focuses on
the short-term influence.
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Notes: 1) Model is estimated for the sample period 1980.1/4∼2011.3/4 and impulse responses are annually
accumulated for the comparison with BOK04
2) BOK04 model is estimated for the sample period 1990.1/4∼2004.4/4
3) 2008 Input-output tables of Korea

[Figure 11] Long-run effect(accumulated) of a 10% oil price increase in
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lyzed that the negative impact on
growth was smaller than that predicted
by BOK04.
We also compare Korea’s SVAR estimation results with major countries’
SVAR22) estimation results and present
them in Figure 11. When comparing the
knock– on effects by the factors causing

-0.6
-0.6

Australia
-0.4

-0.2

Real GDP growth rate

0.0

United
Kingdom

0.2

(%)

the oil price shock with those in other
countries, it emerges that the direction
of response is similar, but the scale is
somewhat different. In particular, in
case of an oil price hike caused by the
supply factor, there were differences
between crude oil importers and
exporters. Korea’s degree of growth
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[Table 1] The effect of a 10% oil price increase on the Korean economy

22) The knock-on effects of other countries are quoted from the SVAR results of Peersman and Van
Robays(2009b)
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slowdown was similar to that of importing countries and the nation’s inflation
rate was similar to that of EU, but higher
than that of Japan and the U.S.

. Re– construction of
Global Model to
Incoporate Effects of
Individual Factors on
Changes in Oil Prices

Ⅲ

We rebuilt the Bank of Korea Global
Model (BOKGM)23) to make use of the
fact that the impact of oil price change
on the economy differs by factors for
economic forecasting and policy analysis, and to incorporate recent studies on
oil price models, including Elekdag et
al.(2008), Balke et al.(2009), Erceg et
al.(2009), and Bodenstein and
Guerrier(2011) etc.
As channels for the transmission of
global demand, cross– border trade and
exchange rate are already included in
BOKGM, we judge that if the crude oil
sector is supplemented, it would be easier to capture the knock– on effects of oil
price fluctuation factors, which are
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closely linked with global economic
conditions. In particular, as it includes
Korea’s major trading partners, BOKGM
can capture spillover effects24) between
trading partners in line with the
changes in global oil prices, reflecting
Korea’s characteristically high degree of
dependence on external markets.
Related to this, we refer to the crude
oil block of the Global Integrated
Monetary and Fiscal Model (GIMF)
recently developed by IMF and rebuild
BOKGM after reflecting the trading
structure of the global crude oil market
and individual economies’ dependency
on crude oil. To analyze precisely the
spillover effects between trading partners, we explicitly include Japan in the
list of trade partners and expand it to a
6– region model25).

1. Model Structure
A. Model Structure of the Oil
Price Sector
The basic idea is to design a model
that enables crude oil to play the roles of
both a consumer good and production
factor in the economy. Very differently
from the existing BOKGM, households’
consumer goods are divided into price

23) BOKGM, a New Keynesian DSGE (Dynamic Stochastic General Equilibrium) model, was developed in
2010 after referring to the IMF-developed GIMF(Global Integrated Monetary and Fiscal Model). For
details, refer to Kim and Kim (2010).
24) In the BOKGM, which includes the crude oil sector, the weight of crude oil imports in GDP and that of
exports of petrochemical products in GDP are reflected in the trade matrix so that we can capture
spillover effects by country that reflect the trade structure.
25) BOKGM, developed in 2010, consists of Korea, the U.S., China, EU and rest of the world.

---------(1)
is aggregated consumption goods,αc is
ξxc is elasticity of substitution, C t ( ) is consumption goods excluding oil, X t is crude oil,
Gx,t ( ) reflects adjustment cost to changes in
oil consumption26)
X
t

Ct ( )

ret

C

C

X td = X tT + X tN + X tC

is the total oil demand, X t is the oil
demand in the tradables sector, X t is the oil
demand in the nontradables sector, X t is the
oil consumption demand
X td

T

Producers of intermediate goods
decide crude oil input according to the
constant– elasticity– of– substitution
(CES) production function method as in
equation (2). They are also obliged to
bear an adjustment cost(G ,t )27) that
occurs following a change in crude oil
input reflecting price rigidity.

N

C

Major equations related to optimization problem by economic agent, to
which the oil price sector is added, are
briefly reformulated as follows.
Even though oil prices rise sharply,
consumers are obliged to consume a certain quantity of crude oil in the process

X

26) Oil consumption means consumption of fuel for heating and transportation, and is designed to reflect
the stickiness of fuel consumption in spite of price fluctuations. The oil consumption adjustment costs
are quadratic in changes in the normalized oil consumptions. Because aggregate variables in the model
experience constant positive trends of technology growth rate (g) and population growth rate (n), they
should be normalized using g and n for intertemporal comparison.
C
X,t

G ( )=
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of maximizing utility in line with the
consumption function as in type (1).
We assume imperfect substitution of
other consumer goods for crude oil to
reflect the low price elasticity of crude
oil demand.

inelastic petroleum consumer goods and
price elastic general consumer goods.
In the course of maximizing profits,
enterprises use crude oil, in addition to
labor and capital goods, as a production
factor to produce intermediate goods
(trade goods, non – trade goods).
Accordingly, the crude oil demand function consists of demand for consumer
goods and demand for a production factor of intermediate goods (trade goods,
non– trade goods).

2

is an adjustment coefficient, X ( ) and X ( ) are the oil consumption by th consumer at period t and
each, g is a technology growth rate, n is a population growth rate
27) Crude oil input adjustment cost has a pattern similar to crude oil consumption adjustment cost. It was set
by squaring the increase rate of standardized crude oil input to input made in the last period.
C
t

C
X

Φ
t-1

G ( )=
X,t
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X ( )/gn - X
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is an adjustment coefficient, X ( ) and X ( ) are the oil input by th manufacturer at period t and t-1
each, g is a technology growth rate, n is a population growth rate
Φ
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is discount rate, Pt+s is the nominal
market price of oil, X t+s is oil , Ot +s is the size
of the stored stock of oil, G t +s is the adjustment cost to crude oil stock change31)
~

X

R t,s

exog

O

----------------- (2)

Crude oil exports are defined as the
external demand of a crude oil producer, which occurs at a given oil price, or
production beyond domestic demand.
The profit of crude oil producers is set to
be paid as a dividend at home and
abroad, or to be refunded to a sovereign
wealth fund. Global oil prices are indicated only in U.S. dollars. We can also
analyze phenomena predictable in the
real economy through the model,
including the lowering of the U.S. real
interest rate in the wake of investment
in U.S. Treasury bonds by sovereign
wealth funds, enlarged by way of oil
price hikes.

is a production function, K t ( ) is capital, Ut ( ) is labor, X t ( ) is crude oil, α contribution of oil , ξx and ξz are elasticity of substitution, GX ,t ( ) reflects adjustment cost to
changes in oil consumption, At is a country
specific technology shock
F(…)

X

Crude oil producers28) produce crude
oil and sell it at home or export29) it
overseas through exporters, maximizing
their profits30).
Crude oil supply is defined by deducting the increase in stockpiles and real
adjustment costs from output every
period. Because of the low price elasticity of crude oil, it is pumped every period
in as great a volume as resources allow
unless an external shock occurs, regardless of oil prices. To satisfy the market
clearing condition, however, temporary
demand and supply mismatches are
adjusted from crude oil stockpiles.

X tx = P tX (X ts – X td )

is oil exports, P t is the nominal market
price of oil, X t is the available supply of oil, X t
is the demand for oil
X tx

s

d

The BOKGM model structure that
expands the crude oil sector is as in
Figure 12.

----------------(3)
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X

28) In BOKGM, oil producers, including Saudi Arabia, are included in“rest of the world”.
29) In case of oil producers, an wealth effect occurs in households because of an increase in wealth following
crude oil production.
30) Each country’s crude oil quantity is fixed every period if there is no external shock, including the discovery of new oil field. In case that crude oil stockpiles are the positive (+), a holding cost occurs so that
stockpile under a steady state are set at“0.”
31) The adjustment cost to crude oil stock change is as follows.
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The Structure of BOKGM with Oil Sector

[Figure 12]

Capital
producers*

Unions*

Note : * denotes foreign agents or variables and all of the notations and definitions of agents are from Kim and
Kim(2010)
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B. Design of Spillover Mechanism of
Oil Shocks by Factor Change
The spillover mechanism of oil
shocks was designed as follows to enable
analysis of spillover effects by factors,
including demand, supply and preliminary demand, using BOKGM.
An oil price hike shock from the
demand factor is set in such a way that
newly emerging economies’ economic
expansion or major advanced countries’
increase in demand for crude oil following a consumption increase touches off
a hike in oil prices. For example, if the
economic growth of newly emerging
economies, including China, goes up,
income level increases and per capita
energy consumption rises. Specifically,
the consumption of crude oil, which
accounts for some 30% of energy
resources, is set to go up32). Related to
this, crude oil stockpiles are drawn
down and the oil price rises for market
clearing. Because of the low price elasticity of crude oil production, oil prices
then rise sharply.
An oil price hike shock from a supply
factor is set up in such a way that oil
prices rise in response to a reduction in
crude oil output or an increase in crude
oil production costs. If production
decreases owing to reduced quantity or

the drilling cost increases, crude oil supply decreases at any given price, which
serves as a factor in pushing up oil
prices.
An oil price hike shock from the preliminary demand factor is set up in such
a way that if geopolitical risk mounts,
each country stores crude oil in preparation for uncertainty, including interruptions to crude oil supply or unexpected
oil price hike, and the price of crude oil
futures goes up,33) pushing up spot prices.
C. Reflection of Economic Structure,
Including Dependency on Crude Oil
To reflect the characteristics of each
individual economy, including dependency on crude oil, the share of crude
oil in consumption and in exports &
imports is reflected in the model. The
ratio of crude oil– related business to
GDP is calculated using the basic average data during the 2007~2009 period
to reflect the recent economic structure.
As seen in Table 2, Korea’s dependency
on imports of crude oil is equivalent to
7.0% of GDP, the highest level among
countries making up the BOKGM.
D. Equation System of BOKGM with
Expanded Crude Oil Sector
The BOKGM with an expanded crude

32) According to the IMF, per capita income elasticity of crude oil consumption in newly-emerging
economies, including China, was estimated at around 0.3.
33) When geopolitical risk occurs as in the MENA case in 2011, it is observed that crude oil supply does not
decline, but the price of crude oil futures soars, bringing about a hike in spot prices.

enlarged to a six– region model by
including Japan, which is in a close trading relationship with Korea.

2. Examination of Model’s
Appropriateness
A. SVAR Analysis and Comparison

Dependency on crude oil

[Table 2]
Korea

US

China

Japan

(adjusted by nominal GDP, %)
EU

Other
countries

Consumption of oil

1.12

0.73

0.98

0.49

0.41

Imports of oil

7.01

1.92

2.30

2.37

1.75

5.82

Exports of oil

0.00

0.01

0.06

0.00

0.05

10.85

[Table 3]

Endogeneous variables in BOKGM with crude oil sector
Sector

Households(OLG & LIQ)
Unions
Entrepreneurs

Number of equations1)
126 [105]
36

[30]

Objective
Utility maximization
Profit maximization

312

[-]

Tradables manufacturers

98

[57]

Nontradables manufacturers

96

[55]

Profit maximization

132

[-]

Profit maximization

84

Crude oil sector (production & consumption)
Intermediate goods distributors

Expected Profit maximization
Profit maximization

[75]

Profit maximization

Raw material producers

126 [105]

Profit maximization

Import agents

216 [120]

Profit maximization

Consumption goods producers

60

[45]

Profit maximization

Investment goods

72

[55]

Profit maximization

Retailors

30

[25]

Profit maximization

Central bank

114

[75]

Possible to set2)

Government

348 [200]

Possible to set3)

Market clearing condition
Shock process4)
International finance
National accounts
etc

1.36

48

[40]

720 [325]
84

[70]

636 [315]
1754 [873]
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oil sector consists of a total of 5,090
equations, including 4,370 endogenous
variable– related equations and 720
external shock– related equations. The
number of equations is increased by
some 2,500 from the previous model
because the crude oil sector is expanded
and the existing five– region model is

Clearing conditions
Shock variables
Exchange rate, foreign bonds
Components ofGDP
World population growth

Notes: 1) The numbers of equations in the original BOKGM are in [ ]
2) The interest rate setting is based on the Taylor rule
3) The default setting of the target is fiscal balance but other settings are also possible
4) Shocks are exogeneous variables and follow AR(1) or unit-root processes
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To check the adequacy34) of oil price
impulse response using BOKGM, we
compare the response of price and
growth to an oil price shock using the
empirical analysis results of the SVAR
model estimated in the Chapter II. We
check the adequacy of the model by factors such as demand, supply and preliminary demand. As seen in Figure 13, it is
found that the impulse response function of BOKGM matches the impulse
response function of the SVAR model
relatively well. This indicates35) the favorable realistic adequacy of BOKGM, whose
crude oil block has been expanded.
B. Consistency with Existing Model
As the crude oil sector was supplemented and Japan was added to the
existing model, this could raise a problem of whether consistency is maintained with the existing model.
According to the inspection results, as
seen in Figure 14, the Korean economy’s
response to a hike in the policy interest
rates of major countries and a change in
growth of the Chinese economy still
remains similar, so that consistency
with the existing model is held to be
maintained.
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. Conclusions

Ⅳ

Global oil prices are affected by various factors, including demand, supply,
speculative funds and fluctuations in
the exchange value of the US dollar. In
this paper, we sought to decompose previous changes in oil prices by factors
using an SVAR model and checked the
impact on the macro– economy.
According to the results of empirical
analysis, global oil price hikes during the
2002~2008 period were mainly attributable to demand factors, whereas the oil
price rises during the period from early
2009 to 2011 were ascribable to a mixture of demand, supply, geopolitical and
financial factors.
The impact of global oil price fluctuations on domestic growth and prices differed according to the factors triggering
the oil price shock. An oil price hike arising from the supply factor or the geopolitical factor brought about a hike in
prices and an economic downturn. On
the other hand, in the case of an oil
price rise generated by the demand factor, prices rose and the economy
showed an upturn.

34) BOKGM is a calibration model that decides parameters using previous study results or basic statistical
materials. In general, in a calibration model, the model’s adequacy is evaluated by comparing the size
and direction of impulse responses with reference to empirical analysis results such as VAR.
35) The Korean economy’s dependency on oil has been on a steady decline, but the export share of petroleum products is rising. Energy consumption’s dependency on oil had fallen to the 40% range as of 2010.
The ratio of exports (based on weight) of petroleum products to imports of crude oil surpassed 40% as of
2011. Accordingly, we need to check the possibility of a reduction in spillover effects following such
structural change by securing data or through additional study.
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The effect of a 10% increase in oil prices,
driven by the Supply factor
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The effect of a 10% increase in oil prices,
driven by the preliminary demand factor
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The effect of a 10% increase in oil prices,
driven by the demand factor

[Figure 13]
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Note: 1) Impulse responses of SVAR are annually accumulated for comparison with BOKGM,
which is an annual Model

41

[Figure 14] The effect of increasing the US policy interest rate by 25bp
0.00
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The effect of reducing government consumption in China by 1%
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The analysis results of this paper coincide with recently discussed study
results. And these strongly indicate that
mechanistic explanations such as“If the
global oil prices rise by 10%, domestic
prices will go up by a certain percentage
and the economic growth rate will fall
by a certain percentage”may not be
appropriate because the relationship
between oil prices and the terms of trade
may be variable in a small– open economy such as that of Korea.

5
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0

1
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5

When a run up in oil prices is caused
by a demand factor following global
economic growth, the domestic economic growth rate could rise despite the
hike in oil prices. This means that policy
implications could change significantly
in Korea with its high external dependency.
Policy authorities need first to distinguish among global oil price fluctuation
factors classifying them as demand factors, supply factors, geopolitical factors

rate analysis will be possible in the
course of future economic forecasting
and policy simulation.
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Analysis of Knock-on Effects Using the BOKGM
As the global oil price has a considerable effect on macroeconomic variables,
the policy authorities need to estimate the knock-on effects of an oil price shock
in the course of making or revising economic prospects. In this paper, we estimate
the impact of an oil price shock in two cases. One is an envisaged scenario that in
case of a 10% rise in the expected global oil price over an earlier forecast, the
weights of factors are estimated36) as 50% for the supply factor, 30% for the preliminary demand factor and 20% for the demand factor. The other is an upswing
period-averaged scenario that applies the average weights of factors during previous oil price hike periods. Figure 15, which compares the estimation results of the
knock-on effects of the two scenarios, indicates that even a similar 10% hike in oil
prices has different effects on the economy.

Comparison of the effect of a 10% hike in oil prices

[Figure 15]
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36) Recent hikes in global oil prices were analyzed as being chiefly ascribable to demand-type factors such as
growing geopolitical risk in the Middle East and the low level of stockpiles, and to the preliminary factors,
rather than to pure demand factors in terms including global economic activity.

Sign Restriction SVAR
In general, the SVAR model (Formula (4)) is estimated using a reduced form
model (Formula (5)) because of the correlation between the explanatory variable
and the error term.
BX t =μ+ΓX t -1 + ------------- (4)
X t =c +A(L)X t -1 + u t ------------- (5)
c =B -1μ, A(L)=B -1Γ, u t =B -1
B -1 ~ (0,Ω), Ω=B -1B -1、

To find the response of variables to a structural shock( ) after recovering the
structural form from the reduced form, we have to identify B . We can impose a
short-run restriction that assumes the specific element as 0 (zero constraint), but
has the shortcoming that the theoretical basis is not sufficient.
Sign restriction SVAR takes a form that extracts candidates satisfying the sign
restriction of impulse response to the structural disturbance term after placing no
restriction on B elements and considering all possible B candidates. It has the
advantage that there is no need to impose a restriction on B elements and it can
reveal implicit restrictions more clearly in model estimation. After carrying out
impulse response analysis using B candidates and a structural disturbance term, if
the impulse responses of a specific draw satisfies the sign conditions simultaneously, we choose that draw37). Using the 1,000 draws which we choose, the median
and 84% and 16% error bands could be calculated. For details of sign restriction
SVAR, please refer to Peersman(2005).
-1

-1

-1

-1

-1
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Appendix 1

37) In the case of a speculative funds shock, it was adopted considering the sign condition of futures index
and the spread.
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Appendix 2

SVAR Model for Global Oil Price Fluctuation Factor Decomposition
To decompose global oil price fluctuations into the five factors _ demand, supply, speculative funds, change in the exchange value of the dollar and preliminary demand, we rely on38) the sign restriction SVAR model following Lombardi
and Van Robays(2011).
BX t =μ+ΓX t -1 +

---------------------------- (6)

X t is a vector including the five endogenous variables - global industrial pro-

duction, crude oil supply, oil futures index, dollar currency index and the global
oil price. All variables included in X t are transformed into monthly growth rates
through log difference. Structural shock means the error term satisfying
~(0,I ).
Sign restrictions are applied to four shocks - crude oil supply shock, global
demand shock, preliminary demand shock and speculative funds shock. As
shown in Table 4, shocks are identified through sign condition.
5

Sign conditions

[Table 4]
Global oil
production

nominal
crude
oil price

world
economic
activity

Dollar Index

Future price
of oil

Future-spot
price

Non-fundamental shocks1)
Speculative fund

≥0

≥0

Fundamental shocks1)
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Oil supply

≤0

≥0

≤0

≥0

≤0

Oil demand driven by
economic activity

≥0

≥0

≥0

≥0

≤0

preliminary demand

≥0

≥0

≤0

≥0

≤0

When looking into sign restriction by shock, if a negative (-) crude oil supply
shock occurs, crude oil production falls and global industrial production decreases
38) Sign restriction SVAR model has a shortcoming as in Kilian and Murphy(2012) and Fry and Pagan (2011).
The reason the sign restriction SVAR is applied despite this shortcoming stems from the judgment that
sign restriction SVAR is a methodology which can show knock-on effect analysis results by oil price fluctuation factor robustly in many countries, including Korea, after carrying out various trials.

Appendix 3

SVAR Model to Estimate the Knock-On Effect of Oil Price Fluctuation
Estimation of the effects on domestic growth and prices by the type of factor
causing the oil price change is made applying the sign restriction SVAR model as
follows with reference to Peersman (2009a).
X t is a vector, which includes five variables - global GDP, crude oil supply, global oil price, domestic CPI and domestic GDP. Variables included in X t are transformed into growth rates through log difference.
Sign restrictions are applied to the three shocks - crude oil shock, global
demand shock and preliminary demand shock. Shocks are identified through sign
conditions as in Table 5.
Sign restrictions following shocks are the same as in Appendix 1.
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owing to a hike in oil prices.
If a global demand shock erupts, both output and oil prices rise as the demand
curve moves upward owing to an increase in global economic activity. In this
case, the increase in global economic activity offsets the reduction in production
following the hike in oil prices, pushing up global industrial production.
A preliminary demand shock (oil-specific demand shock) means an increase in
preliminary demand following such factors as uncertainties about future crude oil
production. In this case, both output and oil price rise, but global industrial production decreases owing to a hike in oil prices, which is very different from the
case of a global demand shock.
A speculative fund shock is defined as a shock to the futures market, which
pushes up the price of crude oil futures and widens the spread between future and
spot prices, breaking the no-arbitrage condition between them.

Sign conditions

[Table 5]
Global oil
production

nominal
crude oil price

world
economic
activity

Oil supply shock

<0

>0

Global economic activity shock

>0

>0

>0

Preliminary demand shock

>0

>0

≤0

CPI

GDP

≤0
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Flow of Funds in 2011

. Overview
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Total financial assets outstanding
amounted to 10,894.4 trillion won at
the end of 2011, an increase of 5.5 percent from the end of the previous year.
Viewing the trends of the components
of financial assets, the weights of currencies and deposits(17.9% → 18.3%),
insurance and pension(5.2% → 5.4%)
and loans (17.8% → 18.2%) rose, but
those of shares and other equity (18.2%
→ 16.9%) and debt securities (19.3% →
19.2%) fell.
Viewing the financial assets of households and nonprofit institutions serving
households (households (including
small unincorporated enterprises owned
by households)) and nonprofit institutions serving households) increased by
115.5 trillion won from the end of 2010
to 2,303.4 trillion won, and financial
debts expanded by 86.9 trillion won to
1,103.5 trillion won.

As the financial assets of households
and nonprofit institutions serving
households increased at a faster pace
than their financial debts, the net financial assets (financial assets– financial
debts) of households and nonprofit
institutions serving households
increased by 28.6 trillion won from
1,171.3 trillion won at the end of the
previous year to 1,199.9 trillion won.
However, the ratio of financial assets to
financial debts of households and nonprofit institutions serving households
fell from 2.15 times at the end of the
previous year to 2.09 times.
Viewing the trends of the components of financial assets of households
and nonprofit institutions serving
households, the weights of deposits(43.9%
→ 45.1%) and insurance and pension(24.4% → 25.6%) rose, but those of
beneficiary certificates(4.5% → 3.7%)
and stocks(18.7% → 16.8%) fell.
Viewing the details of the composition of financial debts of households

[Chart 1]

lization) widened from 56.5 trillion won
in the previous year to 66.2 trillion won
amid an increase in the scale of both
fund-raising and fund utilization.
The scale of the non-financial corporate sector’s fund-raising also increased
from the 117.1 trillion won of the previous year to 145.1 trillion won, influenced by a sharp rise in borrowings
from deposit taking institutions(4.9 trillion won → 33.6 trillion won).
In the case of households and non-

Flow of Funds during 2011 (Summary)

Flow of Funds in 2011

and nonprofit institutions serving
households, the weight of borrowings
from credit-specialized institutions
(7.1% → 8.5%) climbed, but that of borrowings from deposit-taking institutions
(70.7% → 69.6%) and that of borrowings from public financial institutions(3.0% → 2.8%) both dropped.
Reviewing the trends of fund-raising
and fund utilization by sector, the scale
of the non-financial corporate sector’s
funds shortage (fund-raising – fund uti-

(trillion won)
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profit institutions serving households,
the scale of both fund-raising and fund
utilization expanded. Meanwhile, the
scale of the funds surplus (fund utilization– fund-raising) increased from the
60.3 trillion won of the previous year to
63.4 trillion won.
In the case of the government sector,
the scale of the funds surplus expanded
from the 12.6 trillion won of the previous year to 22.2 trillion won in 2011
amid a decrease in the volume of fundraising and an expansion in that of fund
utilization.
The overseas sector saw the scale of
funds shortage widen from the 31.6 trillion won of the previous year to 37.3
trillion won.
The scale of financial corporations’
funds surplus rose slightly from the 15.2
trillion won of the previous year to 17.8
trillion won amid an increase in the volume of both fund-raising and fund utilization.
Notably, the funds supplied by financial corporations, excluding the Bank of
Korea, to the domestic nonfinancial sector (non-financial corporations, general
government, households and nonprofit
institutions serving households)
expanded from the 141.5 trillion won of
the previous year to 184.2 trillion won
owing to increases in loans from
deposit-taking institutions and investment in corporate bonds, and a shift to
net investment in shares and other equity.

. Financial Assets and
Debts

Ⅱ

1. Total Financial Assets
Total financial assets outstanding
amounted to 10,894.4 trillion won at
the end of 2011, an increase of 5.5 percent from the end of the previous year.
Viewing the trends of the components
of financial assets, the weights of currencies and deposits(17.9% → 18.3%),
insurance and pension(5.2% → 5.4%)
and loans (17.8% → 18.2%) rose, but
those of shares and other equity (18.2%
→ 16.9%) and debt securities (19.3% →
19.2%) fell.

2. Financial assets and liabilities
of the households and
nonprofit institutions serving
households
The financial assets of households
and nonprofit institutions serving
households increased by 5.3 percent
from the 2,187.9 trillion won at the end
of 2010 to 2,303.4 trillion won at the
end of 2011. Viewing the trends of the
components of financial assets of households and nonprofit institutions serving
households, the weights of deposits(43.9%
→ 45.1%) and insurance and pension(24.4% → 25.6%) went up, whereas

Trends of total financial assets

1) 2)

(year-end, trillion won)

2007

2008

2009

2010

2011

Total financial assets

8,014.1
(15.6)

8,612.1
(7.5)

9,490.1
(10.2)

10,328.5
(8.8)

10,894.4
(5.5)

Currency and deposits

1,372.3
<17.1>

1,589.1
<18.5>

1,699.5
<17.9>

1,851.5
<17.9>

1,997.2
<18.3>

Insurance and pension

391.8
<4.9>

424.2
<4.9>

476.6
<5.0>

534.7
<5.2>

590.1
<5.4>

Securities

1,614.6
<20.1>

1,678.1
<19.5>

1,863.2
<19.6>

1,996.7
<19.3>

2,088.9
<19.2>

Loans

1,432.7
<17.9>

1,677.5
<19.5>

1,724.9
<18.2>

1,839.0
<17.8>

1,987.2
<18.2>

Shares and other equity

1,528.3
<19.1>

1,149.0
<13.3>

1,580.3
<16.7>

1,881.9
<18.2>

1,841.1
<16.9>

Others3)

1,674.4
<20.9>

2,094.2
<24.3>

2,145.6
<22.6>

2,224.8
<21.5>

2,389.8
<21.9>

Flow of Funds in 2011

[Table 1]

Notes: 1) Figures in parentheses represent percentage changes from the ends of the previous years.
2) Figures in brackets represent shares in total assets.
3) Includes government loans, trade credits, foreign direct investment and miscellaneous financial assets, etc.

[Table 2]

Financial Assets Outstanding of the Households and
Non-profit Institutions Serving Households
1)

(year-end, trillion won)

Financial assets
Deposits
Insurance and Pension reserve
Beneficiary certificates
Stocks
Others2)

2007

2008

2009

2010

2011

1,724.0
(12.4)

1,697.2
(-1.6)

1,963.1
(15.7)

2,187.9
(11.5)

2,303.4
(5.3)

715.2
391.8
167.6
346.0
103.5

772.1
424.2
122.9
249.8
128.2

860.8
476.6
130.6
340.7
154.4

959.5
534.7
98.9
408.9
185.9

1,038.7
590.1
84.6
387.8
202.1

Notes : 1) Represents households (including small unincorporated enterprises owned by households) and
non-profit institutions serving households.
2) Bonds excluding beneficiary certificates, foreign direct investment, etc
3) Figures in ( ) represent changing ratio(%) from the preceding year-end.

those of beneficiary certificates (4.5% →
3.7%) and stocks(18.7% → 16.8%) fell.
The financial liabilities of households
and nonprofit institutions serving
households expanded by 8.5 percent
from the 1,016.6 trillion won at the end

of 2010 to 1,103.5 trillion won, showing
slower growth than the 9.6 percent rise
of the previous year.
Viewing the details of the composition of the financial liabilities of households and nonprofit institutions serving
53

[Chart 2] Component Ratio of Financial Assets(%) of the Households and
Non-profit Institutions Serving Households
(%)
100

80

60

40

20

0

2007

2008

2009

households, the proportion of borrowings from credit-specialized institutions(7.1% → 8.5%) climbed, but that of
borrowings from deposit taking institu-

[Table 3]

2010

2011

tions(70.7% → 69.6%) and that of borrowings from public financial institutions(3.0% → 2.8%) dropped.
As of the end of 2011, the net finan-

Financial Debts Outstanding of the Households and
Non-profit institutions serving Households1)

(year-end, trillion won)

2007
Financial debts
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Borrowings from depository corps.
(housing finance loans)2)
Borrowings from insurance co.
Borrowings from credit-specialized inst.
Borrowings from public financial inst.
Borrowings from other financial inst.3)
Borrowings from government
Others4)

794.9
(10.9)
571.0
221.6
66.7
44.3
28.4
32.5
0.8
51.2

2008
864.9
(8.8)
620.8
239.7
74.2
47.7
31.4
33.5
0.6
56.7

2009
927.7
(7.3)
660.1
264.2
77.2
53.4
31.6
45.1
1.8
58.5

2010

2011

1,016.6
(9.6)
718.3
284.5
79.5
72.0
30.7
51.7
4.9
59.4

1,103.5
(8.5)
767.9
306.1
86.3
93.8
30.5
57.4
7.2
60.2

Notes : 1) Represents households (including small unincorporated enterprises owned by households) and
non-profit institutions serving households.
2) Mortgage loans extended by commercial banks
3) Loans extended by securities institutions, other financial corporations and financial auxiliaries
4) trade credits, miscellaneous financial debts, etc.
5) Figures in ( ) represent changing ratio(%) from the preceding year-end.

100

80

6.5
4.1
3.6
5.6

6.6
3.9
3.6
5.5

6.5
4.9
3.4
5.8

6.3
5.1
3.0
7.1

6.1
5.2
2.8
8.5

8.4

8.6

8.3

7.8

7.8

71.8

71.8

71.2

70.7

69.6

2007

2008

2009

2010

Flow of Funds in 2011

[Chart 3] Component Ratio of Financial Debts(%) of the Households and
Non-profit institutions serving Households
(%)
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Others

cial assets of households and nonprofit
institutions serving households stood at
1,199.9 trillion won, having increased
by 28.6 trillion won from the 1,171.3
trillion won at the end of the previous
year. An increase of 86.9 trillion won in

[Table 4]

2011

the debts of households and nonprofit
institutions serving households was
more than offset by the expansion of
115.5 trillion won in holdings of financial assets.
Meanwhile, the ratio of financial

Trend of Net Financial Assets of the Households and
Non-profit institutions serving Households1)

(year-end, trillion won)

Financial assets(A)

Financial debts(B)

Net financial assets(A-B)

2007

2008

2009

2010

2011

1,724.0

1,697.2

1,963.1

2,187.9

2,303.4

(189.8)

(-26.8)

(265.9)

(224.8)

(115.5)

794.9

864.9

927.7

1,016.6

1,103.5

(78.3)

(70.0)

(62.8)

(88.9)

(86.9)

929.1

832.3

1,035.4

1,171.3

1,199.9

(111.4)

(-96.8)

(203.1)

(135.8)

(28.6)

Notes : 1) Represents households (including small unincorporated enterprises owned by households) and
non-profit institutions serving households.
2) Figures in parentheses indicate the changes compared with the end of the preceding year-end
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Trends of Financial Assets and Debts of Households and
Non-profit Institutions Serving Households

[Chart 4]
(trillion won)

(times)

2.4

3000

2500

Financial assets / debts ratio(right)

Financial assets(left)

2.2

2000
2.0
1500

Financial
debts(left)

1.8

1000
1.6

500
0

1.4
2007
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[Table 5] Ratio of Financial Assets to Financial Debts of the Households and
Non-profit Institutions Serving Households1)

(year-end, time)

(Outstanding basis)

2007

2008

2009

2010

2011

2.17

1.96

2.12

2.15

2.09

Note : 1) Represents households (including small unincorporated enterprises owned by households) and
non-profit institutions serving households.

assets to financial liabilities of households and nonprofit institutions serving
households dropped from the previous
year’s 2.15 times to 2.09 times as financial liabilities increased at a faster pace
than financial assets.
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. Financial Transaction
Characteristics by
Sector

Ⅲ

1. Non-financial corporate sector
A. Fund-raising
During the year 2011, the volume of
fund-raising of the non-financial corporate sector expanded by 28.0 trillion
won to 145.1 trillion won from the previous year’ s 117.1 trillion won.
Looking at the pattern of fund-raising
in the non-financial corporate sector,

(during period, tillion won)

Fund raising
Indirect finance1)
(Borrowings from deposit taking inst.)

2007

2008

2009

2010

2011

184.3

230.4

152.3

117.1

145.1

98.6

115.0

19.4

23.4

47.0

92.4

107.0

11.2

4.9

33.6

(Borrowings from other financial inst.)

6.1

8.1

8.2

18.5

13.4

54.1

66.9

95.4

61.5

63.9

(Commercial paper)

24.5

12.9

-8.5

2.7

8.1

(Corporate bonds)

-4.8

24.6

69.6

28.4

30.0

(Stocks)

24.4

20.0

23.8

20.6

15.2

9.3

8.4

9.3

8.9

10.1

Direct finance2)

(Equities other than stocks)
Borrowings from overseas
Others3)

6.4

8.4

6.1

4.3

14.9

25.2

40.0

31.4

27.9

19.3

Flow of Funds in 2011

Fund Raising by the Non-financial Corporation Sector

[Table 6]

Notes : 1) Borrowings from financial corporations
2) Shares and other equity, commercial paper, corporate bonds, etc
3) Trade credits, borrowings from government, bills payable, etc

[Chart 5]

Component Ratio of the Non-financial Corporation Sector’s
External Fund-Raising

80
Indirect finance

70

(%)

Direct finance
Others

Borrowings from overseas
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the amount of indirect financing rose to
47.0 trillion won from the 23.4 trillion
won of the previous year, centering on
borrowings from deposit-taking institutions.
The volume of fund-raising through
direct financing increased from the 61.5
trillion won in the preceding year to

2009

2010

2011

63.9 trillion won owing to an increase
in the issuance of corporate bonds. The
volume of fund-raising from overseas
also expanded from the 4.3 trillion won
in the preceding year to 14.9 trillion won.
Owing to a rise in fund-raising at
home and abroad through indirect
financing by the non-financial corpo57

rate sector, the ratio of fund-raising
through indirect financing during the
year 2011 soared from the 20.0 percent
of the previous year to 32.4 percent, and
the ratio of fund-raising from overseas
climbed from the 3.7 percent of the previous year to 10.3 percent. However, the
ratio of fund-raising through direct
financing dropped from the 52.5 percent
of the previous year to 44.1 percent.

Viewing the pattern of funds utilization by type of financial instrument, the
sector’s utilization of securities contracted as corporate bonds and beneficiary
certificates shifted to a decrease, but
deposits at financial institutions
increased as the declining pace of certificates of deposit slowed down sharply
and money in trust turned to an
increase.

B. Funds Utilization
During 2011, the scale of the non–
financial corporate sector’s funds utilization climbed from the previous year’s 60.6
trillion won to 79.0 trillion won.

C. Financial Deficit
In the year 2011, the financial deficit
(fund raising – fund utilization =
investment– savings)1) of the non-financial corporate sector widened to 66.2

[Table 7]

Fund Utilization by the Non-financial Corporation Sector

Fund utilization
Deposits in financial institutions

(during period, tillion won)

2007

2008

2009

2010

111.4
29.5

2011

130.4

95.5

60.6

79.0

48.2

55.9

5.3

29.4

(Transferable & short-term deposits)

4.3

11.9

19.0

27.3

8.7

(Long-term savings deposits)

1.0

22.0

12.5

16.6

13.8

(Negotiable certificate of deposits)

11.0

7.4

11.1

-30.6

-3.3

(Money in trust)

11.7

8.2

9.6

-7.0

7.3

19.9

12.9

7.9

6.8

0.5

(Commercial paper)

9.4

-0.1

-1.9

-0.3

-0.4

(Corporate bonds)

-1.8

0.6

0.9

1.5

-4.5

(Beneficiary certificates)

6.4

-0.2

-4.2

1.2

-4.6

Securities

9.3

10.4

9.9

4.6

9.5

Foreign claims

(Stocks)

21.1

23.3

18.9

27.5

26.6

Others1)

40.9

46.0

12.8

21.0

22.4

Note : 1) Currency, trade credits, bills receivables, etc

QUARTERLY BULLETIN / JUNE 2012

58

1) For the economy as a whole, total investment and total savings are the same(total investment=total savings) so that there is no surplus or deficit of funds. However, each economic sector engages in investmentactivities with total savings that combine the current surplus, the difference between current income and
expenditure, and consumption of fixed capital, as their financial sources. Accordingly, savings and investment are not the same and surpluses or shortages of funds(financial shortages or funds surpluses) occur.
Each economic sector adjusts such a surplus or shortage of funds through financial transactions. As a
result, the difference between savings and investment in each sector from the aspect of the real economy
appears as the difference between an increase in financial assets and an increase in financial debts from the
financial transactions aspect.

Non-financial Corporation Sector’s Funds Shortage

Funds shortage

2007

2008

2009

2010

2011

72.9

99.9

56.8

56.5

66.2

from the previous year’s 81.5 trillion
won.
By type of financial institution, fund
raising through deposit-taking corporations (56.1 trillion won → 59.8 trillion
won) and insurance (2.3 trillion won →
6.8 trillion won) increased, whereas
fund-raising through credit specialized
institutions (13.7 trillion won → 11.2
trillion won) and other financial institutions (6.6 trillion won → 5.7 trillion

trillion won from the 56.5 trillion won
of the previous year.

2. Households and Nonprofit
Institutions serving
households
During the year 2011, the amount of
funds raised by households and nonprofit institutions serving households
came to 85.6 trillion won, an increase

[Table 9]

(tillion won)

Flow of Funds in 2011

[Table 8]

Fund Raising and Utilization by the Households and
Non-profit institutions serving Households

(during period, trillion won)

2007
Fund raising(A)
(Borrowings from depository inst.)
(Borrowings from insurance corp.)
(Borrowings from credit-specialized inst.)
(Borrowings from other financial inst.1))
Fund utilization(B)
Deposits
(Transferable & short-term deposits)
(Long-term savings deposits)

2008

2009

2010

2011

76.5

68.8

61.8

81.5

85.6

39.6

48.5

38.3

56.1

59.8

7.9

7.5

3.0

2.3

6.8

11.3

3.4

5.8

13.7

11.2

9.4

1.0

11.7

6.6

5.7

120.0

125.9

145.4

141.8

149.1

15.2

55.8

91.8

95.6

79.2

-24.0

-10.5

55.6

33.8

12.2

9.6

59.0

32.5

63.0

47.9

(Negotiable certificate of deposits)

14.7

7.8

-6.3

-19.0

-2.2

(Repurchase agreements)

10.1

-1.5

0.7

1.4

0.2

3.3

-0.4

4.4

5.6

12.2

(Money in trust)
Insurance & pension reserves

46.0

32.0

52.4

58.1

55.4

Beneficiary certificates

51.1

21.9

-23.2

-31.6

-8.0

Stocks

12.6

7.4

4.1

1.0

4.4

Others2)

-5.2

7.3

17.8

16.5

17.4

43.5

57.1

83.6

60.3

63.4

Difference(B– A)3)

Notes : 1) Loans extended by securities institutions, other financial corporations and financial auxiliaries
2) Bonds excluding beneficiary certificates, foreign direct investment, etc
3) Positive figures represent financial surplus, negative figures represent financial deficit
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won) decreased.
The volume of households and nonprofit institutions serving households’
utilization of funds rose to 149.1 trillion
won from the previous year’s 141.8 trillion won.
Looking at the pattern of funds utilized, deposits at financial institutions
deceased from the previous year’s 95.6
trillion won to 79.2 trillion won owing
to a steep decline in settlement & shortterm savings deposits and long-term
savings deposits, although the declining
pace of certificates of deposit slowed
down and money in trust increased.
Meanwhile, the volume of stocks
increased slightly from the previous
year’s 1.0 trillion won to 4.4 trillion won

[Table 10]

3. Government Sector
During the year 2011, the scale of
funds raised by the government sector
decreased from the 39.6 trillion won of
the previous year to 34.6 trillion won as

Fund Raising and Utilization by the Government Sector

(during period, trillion won)

2007

2008

2009

2010

2011

26.3

7.4

51.9

39.6

34.6

(Government bonds)

22.1

14.2

48.9

35.0

34.4

(Borrowings from financial institutions)

-0.3

-0.7

0.7

0.8

-0.6
56.9

Fund raising(A)

Fund utilization(B)

69.8

38.0

42.1

52.3

24.2

-7.2

-4.9

7.0

1.3

15.9

-10.6

-1.0

3.5

-1.2

(Transferable & short-term deposits)

4.3

6.2

-1.1

5.4

-2.0

(Long-term savings deposits)

0.2

4.1

-1.9

-0.5

2.9

(Repurchase agreements)

-4.0

-2.7

-3.3

-1.0

0.6

Deposits at financial institutions
(Government deposits in BOK)
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and holdings of beneficiary certificates
recorded net sales of 8.0 trillion won,
following on from the previous year’s
net sales of 31.6 trillion won and continuing a declining trend.
Reflecting this fund-raising and utilization conjuncture, households and
nonprofit institutions serving households’ funds surplus expanded from the
previous year’s 60.3 trillion won to 63.4
trillion won.

(Money in trust)

5.0

-5.2

2.2

3.8

3.3

Government loans

14.8

7.5

12.5

18.2

14.6

Securities

26.6

37.6

24.4

15.9

35.4

(Government & public bonds)

2.2

17.8

12.7

-2.7

10.4

(Financial debentures)

6.1

-10.6

-3.7

-3.7

-2.8

(Corporate bonds)

3.3

10.4

10.3

1.8

5.5

(Stocks)

9.0

10.3

-10.6

11.3

14.3

Foreign claims

3.0

-0.6

4.7

7.8

2.9

Difference(B– A)

43.5

30.6

-9.8

12.6

22.2

5. Financial
Corporations Sector

4. Overseas Sector
During the year 2011, the volume of
the overseas sector’s fund -raising
(increase in Korea’s external assets)
shrank from the 20.9 trillion won of the
previous year to 14.2 trillion won.

[Table 11]

Flow of Funds in 2011

Meanwhile, the scale of the overseas
sector’s funds utilization (increase in
Korea’s external debts), which had
declined (net withdrawal) by 10.7 trillion won in 2010, dropped (net withdrawal) by a further 23.1 trillion won in
2011, steepening its fall from the previous year.
The overseas sector saw the scale of its
fund shortages widen from the previous
year’s 31.6 trillion won to 37.3 trillion
won.

the issuance of government bonds
reduced slightly and borrowings from
financial institutions shifting to a
decline.
The amount of funds utilized by the
government sector expanded from the
previous year as investment in securities
increased sharply, which served to offset
a decrease in deposits at financial institutions and government loans. As a
result, the government sector’s fund surplus widened from the previous year’s
12.6 trillion won to 22.2 trillion won.

A. Fund-Raising
During the year 2011, the volume of
fund-raising by the financial corporations sector increased to 249.7 trillion
won from the previous year’s 204.2 tril-

Fund Raising and Utilization of the Rest of the World Sector

Fund raising (External claims)(A)

(during period, trillion won)

2007

2008

2009

2010

2011
14.2

87.3

-129.6

6.3

20.9

(Overseas securities)1)

52.5

-30.4

-2.1

1.3

5.8

(Foreign exchange holdings)

14.1

-69.5

82.0

31.6

13.9

(Foreign direct investment)

18.3

22.0

21.4

26.8

22.6

2.5

-51.7

-99.5

-38.6

-27.9

(Others)
Fund utilization (External debts)(B)

67.4

-133.4

-37.8

-10.7

-23.1

(Overseas securities)2)

21.2

3.8

11.7

5.9

15.8

(Trade credits)

-0.1

0.2

2.0

6.2

-2.5

(Domestic bonds)

33.6

-0.5

17.5

17.5

9.5

(Stock investment by non-residents)

-26.6

-35.2

31.0

27.2

-8.3

(Others)

39.4

-101.6

-99.9

-67.5

-37.5

-19.9

-3.8

-44.1

-31.6

-37.3

Difference(B– A)
Notes : 1) Equity securities and debt securities
2) Debt securities held by non-residents
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overseas narrowed in scale from the previous year, continuing the net redemption evident since 2008.

lion won.
Looking at the pattern of fund-raising
by financial institution type, fund-raising by insurance companies and pension funds decreased (62.5 trillion won
→ 57.5 trillion won) from the preceding
year, but that by deposit-taking institutions (33.9 trillion won → 84.5 trillion
won) and that by other financial intermediaries(70.6 trillion won → 77.5 trillion won) expanded.
Looking at the pattern by financial
instrument, the scale of fund-raising
through deposits decreased from the
previous year’s 205.3 trillion won to
195.0 trillion won, but fund-raising
through debt securities (9.0 trillion won
→ 21.7 trillion won) and borrowings
from domestic financial institutions (1.2
trillion won → 14.5 trillion won) both
increased.
In the meantime, fund-raising from

B. Funds Utilization
During 2011, the scale of the financial corporations sector’s funds utilization increased from the 219.4 trillion
won of the previous year to 267.5 trillion won.
Viewing the scale of the financial corporations sector’s funds utilization by
type of financial institution, that of
insurance companies, pension funds
and other financial intermediaries
reduced, but that of deposit-taking institutions increased sharply.
Viewing the pattern by type of financial instrument, the financial corporations sector’s holdings of deposits at
financial institutions decreased, but its
holdings of securities and loans expanded.

Fund Raising by the Financial Corporations Sector

[Table 12]

(during period, trillion won)

2007

By financial
institution
type
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instrument

2009

2010

2011
249.7

Fund raising

380.1

238.9

150.4

204.2

Deposit taking inst.

260.0

170.6

-15.4

33.9

84.5

153.6

58.5

-69.1

-24.7

55.7

47.6

34.3

54.1

62.5

57.5

(Banks)
Insurance companies and
pension funds
Other financial intermediaries

By financial

2008

46.8

21.4

88.0

70.6

77.5

Deposits

161.8

238.3

159.7

205.3

195.0

Bonds

21.7

102.3

80.0

14.0

9.0

(Financial debentures)

41.9

21.6

4.4

5.7

28.6

(Beneficiary certificates)

58.9

64.8

-27.8

-16.2

-15.9

Borrowings from domestic
financial institutions

7.2

28.7

-23.4

1.2

14.5

Borrowings from overseas

49.4

-124.0

-78.2

-63.7

-41.6

(during period, trillion won)

2007

By type of

2008

2009

2010

2011
267.5

Fund utilization

386.0

255.0

177.3

219.4

Deposit taking inst.

264.5

174.8

-7.5

35.3

93.1

(Banks)

151.7

75.6

-70.1

-22.4

58.9

(Non-banks)

112.8

99.2

62.6

57.7

34.2

Insurance companies and
pension funds

45.3

33.0

50.4

61.5

61.1

Other financial intermediaries

53.8

32.1

97.7

81.7

80.2

Deposits in financial institutions

41.2

90.9

-20.3

40.3

20.9

Securities

72.8

113.5

120.1

65.3

81.9

(Financial debentures)

25.1

14.6

-4.5

5.2

27.2

By financial

(Corporate bonds)

-5.9

13.8

55.3

20.7

31.8

instrument

(Beneficiary certificates)

2.4

42.5

-2.2

12.4

-6.0

31.1

33.7

21.5

-14.2

2.9

181.1

210.8

57.6

105.4

146.7

60.7

-152.2

-21.0

-23.0

-21.2

financial
institution

(Stocks)
Loans
Foreign claims

Meanwhile, overseas fund utilization,
although declining on a somewhat narrower scale than the previous year, continued its net collection position evident
since 2008.

[Chart 6]

Flow of Funds in 2011

Fund Utilization by the Financial Corporations Sector

[Table 13]

C. Funds Supply to
Non-Financial Sectors
During the year 2011, the volume of
funds supplied to domestic non-financial sectors (non-financial corporations,
government, households and nonprofit

Financial Sector’s Supply of Funds to Non-financial Sectors

(trillon won)

300
Securities

Loans

250

Funds supplied

200
150
100
50
0
2007

2008

2009

2010

2011
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Volume of Funds Supplied1) to Non-financial Sectors2)
by the Financial Sector3) Unit : during year, billion won

[Table 14]

2007

2008

2009

2010

2011

194.0

233.9

150.7

141.5 (100.0)

184.2 (100.0)

Non-financial corporate sector

125.4

167.7

61.8

38.7

96.2

Households and non-profit
institutions serving household

71.5

63.4

58.9

77.9

83.3

Government sector

-3.0

2.8

30.1

24.9

4.7

169.7

177.7

78.9

131.4

155.0

50.5

61.2

92.0

38.2

22.8

28.4

40.9

37.6

Securities

24.3

56.2

71.8

39.4 (27.9)

54.6 (29.6)

instruments (Commercial paper)
(Corporate bonds)

11.9

12.6

-5.2

4.9

8.6

-5.9

13.8

55.3

20.7

31.8

Funds supplied
By
sectors

Loans
(Depository corp.)
By
financial

(Other financial inst.)

102.1 (72.1)

129.7 (70.4)

(Government & public bonds)

-1.9

4.4

30.7

24.9

6.0

(Stocks)

20.3

25.4

-9.1

-11.0

8.2

Notes : 1) Securities and Loans
2) Non-financial corporations, government and households and non-profit institutions serving households
3) Excluding the Bank of Korea
4) Figures in parentheses represent the share of the type of instrument in total funds supplied

[Table 15]

Main Indexes of Flow of Funds during 2011

(year-end, trillion won)

Financial assets(A)
Households
and non-profit
institutions
serving
households

Changes
Financial liabilities(B)
Changes
Net financial assets(A-B)
Changes
Financial assets/liabilities(A/B)
Financial assets(A)
Changes

Non financial
corporations

Financial liabilities(B)
Changes
Net financial liabilities(B-A)
Changes
Funds supplied

Financial
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corporations

Non financial corporations
Households and non-profit institutions
serving households
General government

2007

2008

2009

2010

2011

1,724.0

1,697.2

1,963.1

2,187.9

2,303.4

189.8

-26.8

265.9

224.8

115.5

794.9

864.9

927.7

1,016.6

1,103.5

78.3

70.0

62.8

88.9

86.9

929.1

832.3

1,035.4

1,171.3

1,199.9

111.4

-96.8

203.1

135.8

28.6

2.17

1.96

2.12

2.15

2.09

1,258.9

1,309.7

1,468.5

1,613.2

1,688.2

186.9

50.8

158.9

144.6

75.1

1,326.9

1,636.9

1,688.4

1,771.7

1,900.5

149.3

310.0

51.5

83.3

128.8

-68.0

-327.2

-219.8

-158.5

-212.3

37.6

-259.2

107.4

61.3

-53.8

194.0

233.9

150.7

141.5

184.2

125.4

167.7

61.8

38.7

96.2

71.5

63.4

58.9

77.9

83.3

-3.0

2.8

30.1

24.9

4.7

Notes : 1) Represents households (including small unincorporated enterprises owned by households) and
non-profit institutions serving households.
2) Changes from the ends of the previous years.
3) Excluding shares and other equity and direct investment
4) The volume of funds supplied to domestic non-financial sectors by financial corporations excluding
the Bank of Korea during period.

Flow of Funds in 2011

institutions serving households) by
financial corporations excluding the
Bank of Korea increased from the previous year’s 141.5 trillion won to 184.2
trillion won.
This was mainly attributable to an
increase in loans centering on deposittaking institutions, and a rise in purchase of securities, including commercial paper, corporate bonds, shares and
other equity.
Viewing this by sector, funds supplied
to non-financial corporations (38.7 trillion won → 96.2 trillion won) and
households and nonprofit institutions
serving households (77.9 trillion won →
83.3 trillion won) increased, but those
supplied to government (24.9 trillion
won → 4.7 trillion won) decreased.
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Summary of
Financial Stability Report

QUARTERLY BULLETIN / JUNE 2012

66

The financial system remained generally stable, although conditions at home
and abroad worsened due mostly to the
accumulation of household debt and
the fallout from the sovereign debt crisis
in Europe. The resilience of the financial
system was heightened as the soundness
of banks, which make up the backbone
of the financial system, improved,
boosted by large– scale net profits, and
as foreign exchange soundness also
remained on a trend of improvement
thanks to the effects of steps taken to
enhance macroprudential soundness,
including imposition of the
Macroprudential Stability Levy on
non– core foreign currency deposits. In
addition, the volatility of financial market price variables stabilized at a low

[Chart 1] Financial stability map1)2)
2011.4~2011.9
2011.10~2012.3

Soundness
of banks

Financial
markets

10
5
Debt
servicing
capacity of
corporate
sector

Foreign
exchange
soundness

0

Debt servicing
capacity of
household sector

Domestic &
global economies

Notes: 1) The closer to the center, the greater the degree of stability
2)
Financial system dimensions
Financial stability condition dimensions

level. This stable state of the financial
system is well– represented in the financial stability map.1)

1) The financial stability map presents a comprehensive picture of stability in a total of six dimensions —
three concerning the financial system (the financial markets, soundness of banks and foreign exchange
soundness) and three on financial stability conditions (the domestic and global economies, debt servicing capacity of the household sector and debt servicing capacity of the corporate sector). If the decile
reading of a particular dimension is 5-6, this may be seen as the degree of stability of that dimension
corresponding to its average levels in the past (since 1995).

[Changes in Macroprudential
Environment, and Potential
Risk Factors]
1⃞

In the international financial markets, instability appears to have eased
since the beginning of 2012, on the
back mostly of the progress made in
discussions on resolving the sovereign debt problems in Europe and
the ongoing expansive monetary
policy stances on the parts of the
ECB and other central banks of
major countries. As the tendency
toward risk aversion has moderated
in line with the ample global liquidity, the VIX, an indicator of global
financial market volatility, has main-

[Chart 2] VIX, EMBI+ spread, and
Euribor-OIS spread
(bp)

Summary of Financial Stability Report

Policy efforts will have to be strengthened to maintain financial system stability more firmly. Inasmuch as financial
system resilience is secured only when
economic fundamentals are kept on a
sound course, the Bank of Korea will
conduct its monetary policy in such a
way as to anchor the basis for price stability over the medium– term horizon
amid continuing sound growth of the
Korean economy. The relevant policy
authorities should strive to devise policy
options to stabilize household debt,
implement bold restructuring of marginally viable firms, enhance banks’
shock absorption capacities, and so
forth.

Source: Bloomberg

tained a downward trend and the
Euribor– OIS spread, a measure of
credit risk in the European money
markets, has also narrowed.
Long– term interest rates in major
countries have remained at low levels after falling sharply in August
2011 on concerns about a weakening

[Chart 3] Interest rates and stock
prices in major countries
(%)

(2009.1.1 = 100)

Notes: 1) Based on 10-year bonds
2) Based on the MSCI index
Source: Bloomberg
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the international financial markets
could again grow uneasy depending
upon the manner in which the
European sovereign debt crisis
unfolds.

[Chart 4] GDP growth rates of
overly-indebted European countries
(%)

(%)

2⃞

Source: EU Commission
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of the business recovery, but more
recently they have risen slightly.
Stock prices shifted to an uptrend
upon the ECB's supply of long– term
liquidity in December 2011 and the
consequent soothing of market
unrest.
There is a possibility of the European
sovereign debt crisis becoming prolonged, however, since the debt
repayment burdens of overly –
indebted nations other than Greece
remain as before, and since the economic recoveries in these countries
and their implementations of fiscal
retrenchment plans as well are still
unclear. In addition, given that there
is also a likelihood of European
banks stepping up their deleveraging
in the course of complying with the
upwardly– adjusted capital adequacy
requirements, concerns linger that

World economic growth is slowing,
as the business recoveries in
advanced countries weaken and the
impacts from this spread to the
emerging market countries.

[Chart 5]
(%)

GDP growth rates1) of
advanced and emerging
market countries (%)

Note: 1) Annualized quarter-on-quarter rates
Source: IMF WEO (Jan. 2012)

The US economy is sustaining a
moderate trend of recovery, helped
mostly by an increase in corporate
investment. However, factors such as
the increase in the long – term
unemployed, the continued housing
market slump, and worries over
snags in the pursuit of fiscal consolidation are preventing the recovery

[Chart 6]
(%)

to an additional run– up in international oil prices.

[Chart 7] Shares of major emerging
market country exports going to
developed countries1)
(%)

(%)

Summary of Financial Stability Report

from gaining traction. The euro area
economy appears set on a low
growth path for a considerable time,
as the effects of the sovereign debt
crisis feed through to the economies
of core euro area countries including
Germany by way for instance of
financial market unrest and the waning confidence of economic agents.

GDP growth rates1) of
major advanced economies
(%)

Note: 1) Based on Jan-Sep 2011 figures
Source: IMF

Note: 1) Annualized quarter-on-quarter rates
Source: Bloomberg

The economies of emerging market
countries, including China, have
seen their paces of growth slacken
markedly since the second half of
2011, due to the deteriorating export
climate brought about by the weakening trends of recovery in advanced
economies. There are concerns about
growth slowing in the coming
months as well, owing mostly to
continuation of the low growth
trend of the euro area economy and

Going forward the world economy
will exhibit a modest trend of recovery, but there are a number of downside risks present, including those of

[Chart 8] IMF outlooks for world economic growth in 2012
(%)

(%)

Source: IMF WEO (Jan. 2012)
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Uncertainty as to the growth path
remains, however, stemming mostly
from the run– up in international oil
prices and slowing growth in China
and other emerging market countries.

a weakening of the business recovery
momentum of advanced economies,
of a further increase in international
oil prices in response to geopolitical
risk, and of disruptions to the
restoration of fiscal soundness in
major countries.
3⃞

In the Korean economy, the trend of
growth appears to be slackening,
owing chiefly to the continued
uncertainty as to external conditions
and the consequent erosion of
investment and consumer confidence. The domestic economy is
expected to post quarter– on– quarter growth rates of around 1% in the
first half of 2012, pulling out of its
sluggishness during the fourth quarter of 2011. It is forecast to then
show a rising trend from the second
half onward, albeit modestly, as
external uncertainties moderate.

4⃞

Household debt is continuing to rise,
led by non– bank lenders and low–
income borrowers. The possibility of
household loans turning sour on a
large– scale in the short term does
not seem high, however, given that
the overall level of delinquency rates
on household loans is still low (for
banks: 0.7% as of year– end 2011)
and that the loan– to– value (LTV)
ratios of mortgage loans are also low.

[Chart 10] Household lending growth rates, by financial sector, and
non-bank share of household loans
(%)

(%)

[Chart 9] Real GDP growth rates
(%)
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(%)

Source: Bank of Korea

Sources: Bank of Korea, IMF WEO (Jan. 2012)

Meanwhile, in line with the mounting debts of borrowers in the low
income brackets, amid the intensify-

(%)

[Chart 12] Income-to-sales and
debt-to-assets ratios, by size
(%)
(%)

Summary of Financial Stability Report

[Chart 11] Shares1) of household
loans, by age cohort

Source: KIS-Value
Note: 1) Loans by age cohort / Total loans
(including household loans of banks and non-banks)
Source: NICE

ing polarization of household
incomes, the risks of these households with their low debt servicing
capacities going into distress could
rise. Moreover, household lending to
borrowers in the high– age cohort
above 50 years of age, who are beginning their retirements, is increasing
sharply. And since their income generating capacities are weak these borrowers could encounter serious difficulties in repaying their debts in the
event of a shock such as a decline in
housing prices.
5⃞

In the corporate sector, financial
soundness is found to have declined
on the whole, with profitability
falling and cash generating capacity
also weakening due to the slowdown
in world economy activity and to
lackluster domestic demand.

With the business performances of
small – scale firms deteriorating
greatly, particularly centering around
those in the real estate & rental and
restaurant & accomodation businesses, the number of marginal firms is

[Chart 13] Proportions of marginal
firms1),by size
(%)

(%)

Notes: 1) Marginal firms are companies that have during the last three
consecutive years had either net interest coverage ratios
below 100% or negative operating cash flows.
2) Medium-sized firms are those with sales of 10 billion won or
more, and small-size firms those with less than 10 billion
won in sales.
Source: KIS-Value
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increasing rapidly. Should business
activity remain subdued in the coming months as a consequence, there
are fears of a rising risk of insolvencies, concentrated on marginal firms.
6⃞

In the real estate market, the divergent movements across regions continued, with housing prices appearing to weaken in Seoul and its surrounding areas, centering around
large housing units, while in contrast
exhibiting a steep upward trend in
the provinces. This rapid housing
price rise in the provincial areas is
considered to have been attributable
mainly to a contraction in the supply of available housing and to the
translation of demand for housing
on a leasehold deposit basis into

[Chart 14]
(2011.6 = 100)
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Housing purchase
price indices, by region1)

(2011.6 = 100)

Note: 1) The index for the provinces is the simple average of the
indexes for the five metropolitan cities and other provincial
regions.
Source: Kookmin Bank

demand for outright purchases following the steep run– up in leasehold deposit prices.
Downside risks to housing prices in
Seoul and its surrounding areas predominate, including the limitations
on incomes due to the business slowdown and the weakening of home–
buying sentiment. Under these conditions, housing prices could fall
steeply in a short period of time in
case of any unexpected shock. There
are therefore fears in such a case
about insolvencies among households that have borrowed excessively
relative to their incomes in anticipation of prices rising.
The household debts of borrowers in

[Chart 15] Housing loan growth1),
by region, and non-bank share
of provincial housing loans
(trillion won)

Note: 1) Year-on-year basis (total for banks and non-banks)
Source: Bank of Korea

(%)

On the asset side, lending to large
corporations has increased by a large
margin but that to SMEs remained
lackluster. This is seen as a result of
the conservative attitudes toward
extension of loans to SMEs with low
credit ratings.

[Chart 17]
(%p)

Rate of SME loan
increase1) and lending gap2)

Summary of Financial Stability Report

the provinces have been increasing,
centering around those owed to the
non– banking sector, in tandem
with the huge rise in housing prices
there. The household debt problem
appears as a consequence to be
spreading from the Seoul metropolitan area to the provinces, and from
the banking to the non– banking
sector.

(%)

[Assessment of Korean
Financial System Stability]
7⃞

In the banking sector, asset soundness has been enhanced by the
large– scale sales and write– offs of
troubled assets amid smooth funding
conditions. In addition, as profitability has improved capital adequacy
has also maintained a comparatively
favorable level.

[Chart 16] Commercial banks’ net
income and BIS capital ratio
(trillion won)

Source: Commercial banks’ business reports

Notes: 1) Year-on-year rates of increase
2) This gap is the difference between the ratio of SME loans to
nominal GDP and its trend value.
Sources: Bank of Korea, Commercial banks’ business reports

[Chart 18] Commercial banks’
dividend payout ratio1)
(%)

(%)

(%)

Notes: 1) Dividends paid / Net income (after loan loss provisioning)
2) Based on companies listed on the KOSPI whose books
close at end-December
Sources: Commercial banks' business reports, Korea Listed
Companies Association
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Domestic banks' efforts to boost their
shock absorption capacities by
retaining profits are on the other
hand seen as having fallen short, as
they have posted high dividend payout ratios in comparison with those
of listed domestic firms and of banks
in major emerging market countries.
8⃞

In the non– banking sector, there
are concerns about a deterioration of
management soundness in certain
sub– sectors.
Mutual savings banks are experiencing difficulties because of their lackluster business performances. In the
event of a further souring of real
estate project financing (PF) loans
coupled with deterioration in the

[Chart 19] Mutual savings bank
rates of unsecured household
loan growth1), delinquency and
BIS capital adequacy (%)
(%)
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Note: 1) Year-on-year rates of growth
Source: Financial institutions' business reports

soundness of unsecured household
loans, which have recently been
surging, insolvency problems at savings banks could once again come to
the fore.
The household loans of mutual credit companies (agricultural, fisheries
and forestry cooperatives, credit
unions and community credit cooperatives) are increasing rapidly, influenced for instance by the banking
sector’s reining in of its household
lending. There is a possibility of
these loans becoming distressed on a
large scale if the improvement in
household incomes is delayed, since
some mutual credit companies are
showing signs of worsening asset
soundness.

[Chart 20] Mutual credit company
proportions of loans
classified as precautionary
(%)

(%)

Sources: Financial institutions' business reports, the relevant
federations

[Chart 21] Credit card company
profitability
(trillion won)

(%)

Notes: 1) Excluding Kookmin Card
2) Loan loss provisions / Income from card business
3) Marketing expenses / Income from card business
4) Amount related to interest-free installment payments
included in 2011 due to change in financial accounting
standards to K-IFRS
Source: Financial institutions' business reports

9⃞

The Korean financial markets have
presented a relatively stable picture,
with reduced price variable volatility
for example, as the international
financial market unrest has eased
entering 2012.

[Chart 22]

Interest rate, stock
price and exchange rate

(1980.1.4 = 100, won)

(%)
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Credit card companies’ management
soundness looks favorable overall,
although their profitability and asset
soundness have worsened to some
degree. The quality of their assets
could however deteriorate in the
future, owing to a worsening of card
holders' credit conditions, and their
profitability could decline due for
instance to their increased marketing
costs arising from the intensified
competition among them.

Source: Bank of Korea

Treasury bond (3– year) yields have
been fluctuating within a narrow
range at around the mid– 3% level,
influenced chiefly by global financial
market conditions and foreign
investor transactions. The main stock
price index (KOSPI) fluctuated, after
having fallen sharply from August
2011 in response mostly to the US
sovereign credit rating downgrade
and the resurfacing of the euro area
sovereign debt crisis, but then shifted
to an upward track from the beginning of 2012. The won/dollar
exchange rate showed an upward
trend from September 2011 due to
the international financial market
unrest, but has since early 2012
maintained a downward trend by
and large.
In the stock market, rapid inflows of
75

Europe– based short– term stock
investment funds, which are particularly sensitive to the European sovereign debt problem, have recently
been observed. There are as a consequence concerns about the volatility
of price variables such as interest
rates, stock prices and the exchange
rate rising, should large outflows of
foreigners’ portfolio investment
funds occur in the event of domestic
or external shocks.

[Chart 23] Foreign investors’ Korean
stock net purchases, by origin
(trillion won)

(trillion won)

Source: Bank of Korea

[10]
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[Chart 24] Foreign exchange reserves
and net external assets
(100 million dollars)

Source: Bank of Korea

debt to foreign exchange reserves has
declined, while the ratio of total
external debt to GDP, indicative of a
nation’s external debt servicing
capacity, has been maintained at a
stable level. Meanwhile, with the fall
in short– term external debt the
external debt profile has also

[Chart 25] External debt servicing
capacity and liquidity indicators
(%)

Foreign exchange soundness appears
favorable on the whole, with foreign
exchange reserves and net external
assets increasing and the external
debt servicing capacity rising.
The ability to repay short– term
external debt has been enhanced as
the ratio of short– term external

(100 million dollars)

Source: Bank of Korea

(%)

[11]

The payment and settlement system
operated stably on the whole during
2011. In particular, risks in the securities and foreign exchange settlement systems stemming from mismatches in settlement times
declined, as the proportions of settlement made through delivery –
versus– payment (DVP) and payment– versus– payment (PVP) systems steadily rose.

[12]

As a first step, the Bank of Korea
sought to heighten the macroprudential soundness of the foreign
exchange sector. It took measures, in
consultation with the government,
to alleviate capital flow volatility –
including those lowering the ceilings
on the forward exchange positions
allowed at foreign exchange banks
and restricting institutions handling
the foreign exchange business in
their investment in foreign
currency – denominated bonds
issued domestically for Korean won
funding purposes. The relevant regulations were in addition realigned to
facilitate seamless implementation of
the Macroprudential Stability Levy.
Along with this, in order to heighten
the capacity for responding to overseas shocks, the currency swap
arrangements with Japan and China
were also enlarged.

[Chart 26] Amounts1) settled
through major payment and
settlement systems
(trillion won, billion dollars)

In response to the mounting uncertainties at home and abroad, the
Bank of Korea prepared a wide range
of policy initiatives for the maintenance of financial system stability
and pursued them actively.

Summary of Financial Stability Report

[Policy Response Efforts,
and Future Challenges ]

improved, as seen for instance in the
declining weight of short– term in
total external debt.

(trillion won)

Notes: 1) Daily average basis
2) Amount settled through CLS Bank’s payment-versus-payment (PVP) system (gross amount basis, before multilateral netting)
Sources: Bank of Korea, Korea Financial Telecommunications and
Clearings Institute, Korea Exchange, Korea Securities
Depository

[13]

Although Korean financial system
stability is being maintained, thanks
77

mostly to the policy efforts of the
Bank of Korea and the government,
latent risk factors are as ever present
– including the possibility of the
euro area sovereign debt crisis resurfacing, the existence of downside
risks to the world economy, and the
accumulation of household debt.
Policy efforts, as set out below, must
therefore be strengthened to secure
the stability of the financial system
still more firmly.
[14]
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The Bank of Korea intends to augment its capacities for advanced
identification of systemic risk and
provision of early warnings. Based
upon these capabilities, it will move
to further strengthen the framework
of policy cooperation among the
authorities concerned. Given that
financial system resilience is secured
only when economic fundamentals
are maintained at sound levels, it will
conduct monetary policy so as to
firmly anchor the basis for price stability over the medium– term horizon amid continuing sound growth
of the Korean economy. The government must meanwhile endeavor to
maintain fiscal soundness by strict
budgetary discipline, with a view
toward securing sufficient policy latitude for coping with any unexpected
shocks.

[15]

[16]

[17]

There is a need to strengthen efforts
to improve the situation of the low
income groups, for example through
job creation, so that the weakening
of their debt servicing capacities does
not lead to household debts going
bad on a large scale. To prevent the
loans of the high– age cohorts from
turning sour as a result of the
increase in their household debt,
multi– faceted schemes should in
addition be devised, including an
expansion of employment opportunities for members of these cohorts.
To remove the lingering uncertainty
in the financial markets in connection with SME credit risk, swift and
bold restructuring of marginally
viable firms must be accomplished.
To this end, there is a need for the
prime banks of these enterprises to
strengthen the system for their ongoing restructuring.
Banks must reinforce their recapitalization drives in preparation for
unforeseen domestic and external
shocks. The supervisory authorities
need in this regard to direct banks
lacking capital buffers adequate for
the absorption of shocks to increase
their profit retention rates.
Foreign currency liquidity conditions
for Korean banks could deteriorate if

[18]

[19]

Mutual savings banks must strengthen their recapitalization and other
self– rescue efforts, so as to regain
the markets' confidence and soothe
customers' unease. In the cases of
credit card companies and mutual
credits, on the other hand, whose
assets have recently grown steeply,
the supervisory authorities should
strengthen their oversight and supervision of the excessive competition
to expand their sizes among these
institutions.

accordance with evolving conditions. Besides this, while policy
efforts to improve the foreign debt
profile are on the one hand continued, there is a need as well to work
to fortify the framework of international policy cooperation, by way for
example of augmentation of the
global and regional financial safety
nets, given the limits that exist on
the extent to which foreign
exchange soundness can be
enhanced by foreign exchange
reserve holdings alone.

Summary of Financial Stability Report

European– based financial institutions proceed with large scale
deleveraging in line for instance with
the euro area sovereign debt crisis.
The policy authorities concerned
must therefore see to it that international financial market unrest does
not spill over to the domestic financial markets, by for example attentive monitoring of banks' foreign
currency liquidity conditions.

Closer monitoring is required in
respect of speculative short– term
capital flows, in order to forestall any
reduction of foreign exchange
soundness triggered by large– scale
in – and outflows of foreigners’
funds. Moreover, the macroprudential policies in the foreign exchange
sector for easing capital flow volatility need to be operated flexibly, in
79

Appendices

Speech Commemorating the 62nd
Anniversary of the Bank of Korea
Dear fellow members of the Bank
of Korea,
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We are all gathered here today to commemorate the 62nd anniversary of the
Bank of Korea’s establishment. We take
pride in the Bank of Korea’s dedicated
performance of its role as the central
bank of the Republic of Korea during our
economy’s achievement of remarkable
economic development in the world over
the past half century, rising from the
level of one of the poorest countries to
reach the threshold of advanced country
status, and there cannot be even the
slightest wavering in our resolution to
continue sincerely carrying out our duties
going forward as well. Exactly one year
ago today, in this place, we pledged to
make the following year’s anniversary
ceremony an occasion to confirm the
Bank of Korea’s heightened stature. We
also solemnly expressed it as our call in
this age to set up a new stature of the
Bank of Korea, standing tall in the world
upon the foundation of the enduring history and tradition built up over the many
years since our Bank’s establishment by
those who served before us. I in addition
appealed to you to set out together to create a global BOK, with the resolve to be
reborn– as the Bank had come to complete what is comparable to a 60– year

life cycle in the Orient and embarked on
a new one. Each year we have used this
anniversary ceremony as an opportunity
to straighten our backs and reaffirm our
determination. And at this year’s ceremony I would like to look first into the
domestic and external conditions surrounding us, to examine secondly the
changing role of central banks called for
since the global crisis, and to then finally
examine the waves of change that all of
us are together now seeking to push forward. I should like to take this opportunity to reflect once again on our vision and
resolution, with a ‘new self each day and
the next’ (
)conviction embodying the self– discipline to always ceaselessly develop oneself further.

Dear friends and colleagues,
First of all, let us look at the international economic environment surrounding us. Despite the efforts on the parts of
individual countries over the past five
years the global economy remains unable
to pull itself out of the Global Financial
Crisis, referred to as the most severe since
the 1930s “Great Depression.” Commenting on the gravity of this economic
crisis, some scholars say that the “Great
Recession” is underway. Not only is there
still no way to tell when this crisis will

If these new regulations are introduced
uniformly, however, in a situation where
the reality is that stages of financial development differ across countries, the issues
we will need to worry about will likely
number more than just one or two,
including whether the level of impact
and strain on an individual country’s
financial competitiveness can indeed be
bearable, and whether as a consequence
its financial system can be operated
smoothly. And although on the one
hand these regulations are expected to be
effective in preventing recurrence of the
kinds of financial crises observed to date,

challenges will continue to emerge concerning whether future financial crises
will indeed come in the same patterns as
in the past, and if not what crisis defense
mechanisms should be devised.
Worldwide economic uncertainty will
not disappear unless there is a convergence of opinions among European
countries as to whether the eurozone system will be preserved in its current state
or take on some new form. The situation
urgently requires determination on the
part of political leaders. With regard to
the Greece problem, I anticipate that the
Greek people and the eurozone countries
will make wise choices; no matter what
political decisions are made, however, the
fallouts under various possible scenarios
may be assumed to have already been
reflected to some extent in market conditions. There will of course be costs of risks
accompanying political decisions, but we
can say that the uncertainties arising
from unexpected events have decreased
probabilistically compared to in the past.
In the case of Spain’s troubled banks,
which are being highlighted as a problem
recently, I hope that the decision at last
weekend’s European finance ministers’
meeting to provide a massive bailout will
provide a lead to solving the problem,
and expect that the related governments
and financial sectors have developed the
capacities for dealing with banking distress, given the learning effects related to
the manner in which such distress pro-

Speech Commemorating the 62nd Anniversary of the Bank of Korea

end, but even the conditions for its conclusion cannot be clearly defined. The
financial crisis that began on Wall Street
in the US spread to Europe and has
turned into a sovereign debt crisis, solutions to which are unfathomable. To prevent future outbreaks of financial crisis
the introduction of various tasks for global financial reform is being pushed forward, as represented by Basel III, OTC
derivatives reforms, publication of the
Principles for Financial Market Infrastructures and regulations associated with
shadow banking. And in this world,
where all economies are interconnected,
these reform tasks must be applied in all
countries without exception; otherwise
the so– called regulatory arbitrage issue
will emerge, and the global financial
reforms will be unable to show their
desired effects.
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gresses rapidly.
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The problem of whether the single
currency system that is the euro will continue to exist may be said to hinge on
whether a consensus is formed on a project duly recognized since the early days
of the system’s establishment, i.e. finding
a way for members engaging in differentiated economic activities to appropriately share and shoulder the different benefits and costs to each created in the
course of their all using a single currency.
A pressing issue linked to this is the problem of whether all advanced countries’
debt problems will be solved and their fiscal policy soundness ultimately achieved.
Debates surrounding the effectiveness of
Keynesian policy are not ending. Moreover, the expression “Keynesian Populism” is making an appearance. If austerity policies cause economic contraction and thus further exacerbate recession, the issues then are how far fiscal
soundness can be compromised, what
the means for expanding government
finance unlimitedly are, and what the
expected effects are. In the past, such discussions took place within the walls of
the fiscal authorities; since the crisis,
however, central banks are also participating in these macroeconomic policy
discussions. And as I have stressed many
times, this is because in overcoming a crisis the role of central banks cannot be
neglected.

We have to seriously analyze whether,
in the absence of recoveries in the U.S.
and Europe of their own economic
growth potentials, there is a possibility of
the current crisis being resolved by any
other means. With their fiscal spaces
exhausted, it is not easy to expect them
to come up with any growth– inducing
measures on their own. If the quantitative easing policies, termed LTRO and
QE, are additionally implemented, this
should help temporarily in for instance
stabilizing the financial markets and
enhancing soundness by preventing
excessive deleveraging on the parts of
troubled banks thanks to their securing
of liquidity; in a situation in which such
additional supply of money does not fundamentally lead to credit extension to
the private sector, however, i.e. even
when liquidity is injected it is only financial institutions’ soundness indicators
that are improved, via purchases of government bonds only, what is critical is
how measures can be formulated to
enable these improvements to be transmitted to the real sector so that the economy runs properly and growth is
achieved.
Another real problem is that the political responses to outbreaks of crisis are not
swift. When trouble at a financial institution arises, potential problems that had
been latent materialize from the moment
trouble is first recognized, and their sizes
then grow exponentially, but govern-

Inducing of global economic growth
through growth in regions with high
growth potentials can perhaps be considered as a shortcut to resolving this crisis
that broke out in advanced economies.
Why not apply the basic rule of economic restructuring, whereby capital and
labor in sectors having low productivity
are shifted to those with higher productivity? The current state of affairs that has
resulted is one in which policies are carried out au contraire to the economic
principles of restructuring, as the world’s
capital is now concentrated in its least
productive areas. In the past as well, the
premise of economic recovery was that a
certain region of the world had to be
growing. There is no doubt, for example,

that during the Asian currency crisis U.S.
and European economic growth contributed to the Asian economies’ recoveries from it.
According to IMF estimates, emerging
Asian economies’ contribution to global
GDP growth has risen from below the
30% level in the 1970s, to the mid– 40%
range in the 1980s up until the global
financial crisis and as high as 50% during
the past five years of the crisis, and is
expected to be maintained at such a level
for the time being going forward as well.
It follows, then, that Asia’s emerging
economies should play a pivotal role in
resolving the current economic crisis. To
this end, we need to ensure above all that
emerging economies’ policy responses for
maintaining growth are not frustrated
due to external risk factors, by developing
measures to minimize the negative
spillover effects from the quantitative easing policies in the U.S. and Europe, and
hence preserving financial system stability. Various types of macroprudential
measures can be considered as alternatives in this regard. The key is that emerging economies must take the initiative
and devote concerted efforts to convincing various international fora of these
proposals and to seeing them through.
The crisis– stricken countries will not be
able to create such an environment for
emerging economies. I believe that
Korea, too, has reached the point where
it must take the lead in contributing to
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ment policies in response, and particularly in the case when a number of nations
are involved, are bound to be made slowly since political decisions require reconciling the conflicts of interest among
individual countries that inevitably arise.
In most cases this then leads to the inferior, sub– optimal results instead of the
optimal ones. Consequently, I would say
that there is a tendency for the global
economy to face a situation in which the
trend shown is for any problem once it
arises to instead of improving rather
worsen. And this is attributable to the
fundamental vulnerability of the global
economy, i.e. that we live in a global
economy but there is no global jurisdiction.
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the creation of such an environment in
the international arena, and that the
Bank of Korea is also not free from this
responsibility.

Dear members of the Bank of
Korea,
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I should like us to look now into what
changes in central bank monetary policies are implied by the changes in the
global economic environment we have
discussed together so far. Our economy
has become one in which macroeconomic management including the conduct of
price stability, financial stability and fiscal
policies cannot be effective when these
are determined separately. Creating an
optimal macroeconomic policy mix was
certainly a major challenge in the past as
well, in terms of maximizing their
impact, but as the degree of interconnectedness among all sectors has risen it has
now become a necessary condition for
achieving results. The reality today is that
most advanced economies have been for
a long time unable to pull out from the
zero– lower bound– which if now were
like in the past would have raised concerns about an erosion of monetary policy effectiveness due to liquidity traps. It is
an open secret now that our Economics
textbooks need to be rewritten in the
wake of the global financial crisis. I have
emphasized time and again that the global trend has not only caused economic
borders to disappear, but also removed

pre– existing divisions of business areas
in terms of the varieties of economic
activities carried out in them. In this
world, whose individual economies are
all interlinked in one form or another,
the strange phenomenon of the tail wagging the body can no longer be deemed
exceptional. It has become more important to understand tail risks, which are
hard to predict due to their low probability, than it is high probability events.
What we have to reflect seriously on is
the issue of whether an event that has
occurred was from the tail as originally
expected, or whether the shape of the
distribution had already changed and the
event had in fact migrated from the tail
to the body but we were oblivious of this
change in circumstances and had sought
to analyze it as a low probability event
based upon an outdated distribution. We
can all see ourselves as facing a situation
in which even the world’s leading financial institution in the area of risk management suffers huge material and reputational losses on its derivatives transactions, and in which, while the financial
industry is said to have contributed to
national welfare through the development of financial engineering we are
now instead intellectually besieged by the
advances made in it, i.e. where financial
engineering dominates the thinking of
market participants. A situation is unfolding in which it would be difficult for us
to discuss monetary policy in isolation
from risk management, and in this sense

In a situation in which risk management is being pushed anew as an important undertaking amid a prevalence of
information asymmetries, I question
whether the conduct of monetary policy
using a set of several rules established
based upon past economic conditions
can be said to be proper and valid. The
situation has become such that the
impact on monetary policy of the negative burdens placed on the central bank’s
balance sheet in the course of implementing policies of fiscal dominance cannot be ignored. Arguments disputing the
effectiveness of inflation targeting policies have been presented by academia.
The fact that the first direct trade
between the Japanese yen and the Chinese yuan has now been made also
makes those of us accustomed to the dollar reserve currency regime think that
there is a possibility of a paradigm shift
coming. We can see that the importance
of building networks among central
banks is growing larger by the day, and
the role of central banks too is becoming
greatly diversified. It is no stretch to say
that it is becoming the norm in many
countries now for all of their relevant
institutions to cooperate in pursuing

their nation’s macroeconomic and risk
management. A consensus has grown
that the overcoming of dynamic economic crises we have never encountered
before is difficult to achieve if we stick
only to our existing knowledge and practices. Under these circumstances, flexibility in our institutional and policy operations is needed, and contemplation and
concern to understand new developments demanded. The principle that if all
economies are interconnected, then so
too must be the pursuit of measures for
dealing with this, can be seen as in
accord with common sense.
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we can see that an organic relationship
between macroprudential policy and
monetary policy is in the making. This is
also the reason why the central bank
must simultaneously worry about both
price and financial stability.

The revision of the Bank of Korea Act
last year may be taken as having established the conditions enabling us to
adapt to the rapidly changing international financial environment. A variety of
opinions can be suggested, from the historical and cultural perspectives, as to
which central bank system a country
should have and what kinds of relationships it should form with the relevant
government departments. One certainty
in the global economic trends, however,
is that maintaining a domestic system
inconsistent with these global trends is
undesirable. It is in this sense that I
appraise the Bank of Korea Act revision as
a highly desirable change, in that it created the minimum conditions enabling the
Bank of Korea to act on behalf of national interests on the international stage. It is
a global trend for the central bank to
87

carry out financial stability functions,
and the Bank of Korea can now take part
in doing so. What remains then is for us
to fulfill our part. We must build the
capacity to properly understand and
accommodate the global reform agendas
related to financial stability being put
together recently, and by so doing be
able to identify and handle in advance
risk factors that break out on the international scene. We must raise our stature
high enough to break from the past,
when having immersed ourselves in
domestic risk factor analysis alone we
could not but plead that we were innocent bystanders when struck by crises driven by international factors.
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As important as redefining the role of
the Bank of Korea from a global and from
a medium– to long– term perspective is,
wisely overcoming the difficulties that
befall us in the short term is also a very
important matter. It is difficult to expect
that the uncertain international environment will be conducive to stable growth
of our economy. When the US and European economies are not growing as they
should, and as a consequence Chinese
economic growth is also slowing, we cannot expect the Korean economy, whose
dependence on exports is very high, to be
unaffected and its economic activity
brisk. The negative effects of the US and
European quantitative easing policies are
also threatening us. And although their
influence is said to be less than in 2008,

the adverse effects on our stock and capital markets and on our stable management of foreign exchange rates cannot be
overlooked. The consumer price index
has been posting a rate of increase in the
mid– 2 percent range recently, but when
adjusted for the effects on its decline
attributable to the child care support and
other government welfare policies consumer prices are inferred to be running in
the lower 3% range still, and since the
inflation expectations of the general public sit at the mid– to upper– 3% range–
although they are showing a downward
trend these days– we cannot let our
guards down. We are at a point where we
must analyze even more diligently the
gap and distinction between the CPI,
which indexes the costs of living, and our
economy’s core inflation. The fact that
the work that we need to do and agonize
over is increasing must not lead to an
outcome where we neglect the Bank’s
price stability mandate, our innate calling.

Dear members of the BOK
family,
I should like finally for us to together
solidify our resolve once more, while
identifying the reform tasks that we must
push ahead in order to cope with the
changes in economic environment at
home and abroad that I have alluded to,
and while also going over our achievements to date. We must move forward

According to data released just a few
days ago, the Bank of Korea has engaged
in a total of 84 research projects since
2011: 27 joint research projects with foreign institutions, 20 domestic joint
research projects at the headquarters level
and 24 at the regional branch level, and
13 collaborative research projects within
the Bank itself– of which 49 projects
have already been completed. In addition, our executives are participating in
16 working groups of international organizations such as the BIS, and another 63
of our staff members in 50 working
groups. When each of these people is
viewed as representing the Bank of Korea,

the outcome achieved should be taken as
having been an expansion in the Bank’s
presence in the world stage by some tenfold in relative terms. Changes that we
could not even imagine just a few years
ago are happening this vibrantly before
we are even aware of them. We are face
to face with dynamic economic change.
In addition, the on– the– job training
opportunities at international organizations participated in by 10 or so of our
staff continue to be available, and our
Global Initiative Program (GIP), to which
world– renowned figures are invited and
which we attend together with staff from
other central banks, is also being actively
promoted. Our overseas representative
offices moreover deliver useful information to headquarters in a timely manner,
and at our regional branches as well various high quality joint research is being
conducted– all of which things were
hard to foresee in the past and of which I
am very proud. Self– praise that others
might not agree on should of course be
cautioned against. The significances of
the changes that I have mentioned could
be found in the context of their being
actual supporting evidence of your
potentials coming to be recognized in
communities at home and abroad. Needless to say, these changes should be
regarded as outcomes produced through
the joining of all of our forces, to heighten our organizational strength, rather
than through the efforts of only a few
people.
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internally to make the numerous challenges facing us opportunities for growth.
Such challenges have always been lurking around us, and we must henceforth
proactively detect them and make use of
them as opportunities for development,
both individually and collectively as an
organization. There is not a moment to
lose in the task of opening our eyes wide
to identify the changes in this world and
developing our abilities for responding to
them. This age that we live in has
become one in which policies not in harmony with the international community
cannot be effective, and in which credibility cannot be maintained if we lose
touch with domestic society. I suppose
that the focus by central banks around
the world on communication comes
from this same logic.
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Since last summer, and for the first
time since the Bank’s foundation, gatherings of all of our almost 200 team heads
have been held twice. At these meetings
changes in our roles in line with the revision of the Bank of Korea Act were discussed, and medium– to long– term
visions pledging the Bank of Korea’s
development were established on our
own and announced. Last month an athletic meet was held that brought together
all staff from our headquarters and 16
regional branches– also for the first time
since our foundation. I believe that this
was an opportunity for all of our members to meet one another and an occasion to confirm our being “one family”.
The most prized reward of these gatherings was the instilling of a strong sense of
belonging in all employees. In addition,
we developed the administrative capacity
to organize and run such large events,
and together shared an awareness that
there are always people serving and sacrificing for the sake of this whole organization– important rewards that I must say
cannot be overlooked.
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We must renovate our thoughts and
behavior, to bring ourselves closer to the
international community while at the
same time avoiding isolation from
domestic society. The Korean economy is
no longer small in world society now.
We need to develop our abilities to present to the world our ideas for world
development and lead international soci-

ety in the directions that we desire, rather
than remaining at the level only of
understanding the words that others
speak. And our opinions should not be
limited to those concerning the impacts
of the international environment on our
economy; we can be leaders only when
we can talk about proposals for world
development and our contributions to it.
At home as well, we should take one step
further from the passive stance of criticizing opinions suggested by others, and
strive to actively propose alternatives and
enthusiastically contribute to social
development. To this end we must possess leadership and a volunteer spirit, to
make efforts greater than others and to
lead them. It is however difficult to bring
about such a change in thinking by
remaining complacent behind the walls
of the central bank with its monopoly
status. We should boldly show ourselves,
and play a part in making the Bank of
Korea an organization of a higher intellectual level. Making the Bank of Korea a
world– class organization is our mandate, and our efforts to achieve this
should not halt for even one single
moment. And in order for the Bank of
Korea to be first– class, each of us must
also be first– class. We cannot expect our
organization to be first– rate if we ourselves are second– rate.
The Bank of Korea continues to
change. And the key to this change is
making an organization that invests in

progressive, aggressive efforts to remake
the Bank of Korea as an advanced central
bank with an international stature, and a
new central bank contributing actively to
national economic development.
I would like to conclude my 62nd
anniversary remarks now, trusting that
when we meet again at this same spot
one year from today we will be able to
share together great pride in having
shaped with all our might a Bank of
Korea whose status is one notch higher. I
wish the very best of health and fortune
to all of you and your families.
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people and nurtures talent, has an
international eye so as not to fall behind
the global trends, and contributes actively to social development. Change must
be as well– managed as it is well– initiated if it is to produce the desired effects.
Only when the seeds are sown will there
be someone who reaps; and now is the
time to sow. These are old words, but I
would like to paraphrase President
Kennedy here, and say that now is the
time for many staff members to step forward, asking not what the Bank of Korea
can do for them but pondering what
they can do for the Bank of Korea. And
our “pool of resources” should be
enlarged abundantly as a result. I would
like in particular to ask our long– serving
staff members to make, i.e. sow the seeds
of, a tradition of without fail leaving
behind the footprints of your contributions over the years to the Bank of
Korea’s development.

June 12, 2012
Choongsoo Kim
Governor
The Bank of Korea

Change will at first generate dust.
However, we should strive to incessantly
improve ourselves so that once this dust
settles we can confirm that our stature
has risen another notch. There is nothing
that we can gain without sacrifice and
pain, and there is no royal road to success. The time when we took pride in
protecting the Bank of Korea from outside in a passive sense has now become
the past. Let us try to become inscribed in
Bank of Korea history as dedicated people
who played a leading role through their
91

Monetary Policy Decisions
April ~ June 2012

Monetary Policy in April 2012
The Monetary Policy Committee of
the Bank of Korea decided today to leave
the Base Rate unchanged at 3.25% for the
intermeeting period.
Based on currently available information, the Committee considers some economic indicators in the US to have
shown trends of further improvement,
but economic activities in the euro area
to have remained sluggish. Growth in
emerging market economies has continued to exhibit signs of weakening, due
mostly to slowing exports. Going forward, the Committee expects the pace of
global economic recovery to be moderate, and judges that risk factors still exist,
including the sovereign debt problems in
Europe and geopolitical risks in the Middle East.
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In Korea, although export growth has
slowed the Committee appraises economic growth to have shown signs of a
moderate recovery, with consumption
and construction investment increasing.
On the employment front, the uptrend
in the number of persons employed is
being sustained, led by the private sector.

The Committee anticipates that the
domestic economic growth rate will gradually return to its long– term trend going
forward, although downside risks remain
due mostly to the impacts of external risk
factors.
Consumer price inflation fell to 2.6%
in March, influenced chiefly by the
expansion of government subsidies for
childcare fees and free school meals, and
core inflation dropped compared to the
previous month as well. The Committee
does however recognize the presence of
potentially destabilizing factors, such as
the ongoing high inflation expectations
and the geopolitical risks in the Middle
East. In the housing market, prices
remained on a decline in Seoul and its
surrounding areas and on a rise in the
rest of the country, while the uptrend in
leasehold deposits nationwide was maintained.
In the financial markets, price variables displayed fluctuations for a time,
affected for instance by conditions in the
major economies and international
financial markets, after which stock
prices then fell and the Korean won
depreciated against the US dollar. Long–

Looking ahead, the Committee, while
closely monitoring financial and economic risk factors both at home and
abroad and endeavoring to lower inflation expectations, will conduct monetary
policy so as to stabilize consumer price
inflation at the midpoint of the inflation
target over a medium– term horizon
amid continuing sound growth of the
economy.

Monetary Policy in May 2012
The Monetary Policy Committee of
the Bank of Korea decided today to leave
the Base Rate unchanged at 3.25% for the
intermeeting period.
Based on currently available information, the Committee considers some economic indicators in the US to have sustained their trends of improvement, but
economic activities in the euro area to
have remained sluggish. Growth in
emerging market economies has continued to exhibit signs of weakening, due
mostly to slowing exports. Going forward
the Committee expects the global economy to sustain its recovery, albeit at a
moderate pace, and judges that risk factors still exist– including the resurgence

of sovereign debt problems in Europe
stemming from the heightening of political uncertainty, the deepening economic
slowdown there, and the geopolitical
risks in the Middle East.
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term market interest rates continued to
rise, mitigating the degree of yield curve
inversion.

In Korea, the Committee appraises the
recovery of economic growth to have faltered, with consumption and investment
decreasing while exports maintain generally sound levels. On the employment
front, the uptrend in the number of persons employed is being sustained, led by
the private sector. The Committee anticipates that the domestic economic growth
rate will gradually return to its long–
term trend going forward, although
downside risks remain due mostly to the
impacts of external risk factors.
Consumer price inflation fell to 2.5%
in April, and core inflation dropped compared to the previous month as well. The
Committee does however recognize the
presence of potentially destabilizing factors, such as the ongoing high inflation
expectations and the geopolitical risks in
the Middle East. In the housing market,
the decline in sales prices gathered pace
somewhat and the rise in leasehold
deposits slowed in Seoul and its surrounding areas, while in the rest of the
country both sales and leasehold deposit
prices sustained high rates of increase
similar to those in the previous month.
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In the financial markets, stock prices
and long– term market interest rates fell
and the Korean won depreciated against
the US dollar, as price variables fluctuated
in line largely with international financial market conditions and economic
indicators in major countries.
Looking ahead, the Committee, while
closely monitoring financial and economic risk factors both at home and
abroad and endeavoring to lower inflation expectations, will conduct monetary
policy so as to stabilize consumer price
inflation at the midpoint of the inflation
target over a medium– term horizon
amid continuing sound growth of the
economy.

The Monetary Policy Committee of
the Bank of Korea decided today to leave
the Base Rate unchanged at 3.25% for the
intermeeting period.

In Korea, the Committee appraises the
trend of economic growth, although
weak, to be continuing, with consumption and facilities investment having
shifted to slight increases while exports
generally maintain their levels of last
year. On the employment front, the
uptrend in the number of persons
employed is being sustained, led by the
private sector. The Committee anticipates
that the domestic economy will gradually post long-term trend level growth
going forward, but recognizes the situation to be one in which downside risks to
growth are becoming larger due mostly
to the increase in external risk factors.

Based on currently available information, the Committee considers the trends
of improvement in some economic indicators in the US to have shown signs of
faltering, and economic activities in the
euro area to have remained sluggish.
Growth in emerging market economies
has continued its trend of weakening,
due mostly to slowing exports. Going for-

Consumer price inflation sustained a
level in the mid-2% range in May, and
core inflation dropped compared to the
previous month. The Committee does
however recognize the presence of potentially destabilizing factors, such as pressures to hike public utility fees and the
ongoing high inflation expectations. In
the housing market, sales prices have

Monetary Policy in June 2012
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ward the Committee expects the global
economy to sustain its recovery, albeit at
a moderate pace, but judges that the
downside risks to growth are becoming
larger, due chiefly to the international
financial market unrest stemming from
euro area risks and to the possibilities of
economic slumps in major countries.

Monetary Policy Decisions

remained weak and leasehold deposits
halted their rise in Seoul and its surrounding areas. The uptrends of both
sales and leasehold deposit prices in the
rest of the country have slowed.
In the financial markets, stock prices
have declined considerably, long-term
market interest rates have also fallen and
the Korean won has depreciated greatly
against the US dollar, due mostly to the
continuation of international financial
market unrest and the strengthening of
risk aversion tendencies.
Looking ahead, the Committee, while
closely monitoring external risk factors
and the consequent changes in domestic
financial and economic conditions, and
endeavoring to lower inflation expectations, will conduct monetary policy so as
to stabilize consumer price inflation at
the midpoint of the inflation target over
a medium-term horizon amid continuing
sound growth of the economy.
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Organization of the Bank of Korea
(As of June 2012)

MONETARY POLICY COMMITTEE
GOVERNOR
SENIOR DEPUTY
GOVERNOR

AUDITOR

DEPUTY
GOVERNORS(5)

DEPARTMENTS
IN HEAD OFFICE
(14)

•Planning & Coordination
Department
•Communications
Department
•Information Technology
Department
•Personnel & Administration
Department
•The Bank of Korea
Academy
•Research Department
•Economic Statistics
Department
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DOMESTIC
BRANCHES
(16)

•Macroprudential Analysis
Department
•Monetary Policy &
Markets Department
•Payment & Settlement Systems Department
•Currency Department
•International Department
•Reserves Management
Group
•Economic Research
Institute

OVERSEAS
REPRESENTATIVE
OFFICES (5)

•Busan
•Daegu &
Gyeongbuk
•Mokpo
•Gwangju &
Jeonnam
•Jeonbuk
•Daejeon &
Chungnam
•Chungbuk

AUDIT
DEPARTMENT

•Gangwon
•Incheon
•Jeju
•Gyeonggi
•Gyeongnam
•Gangneung
•Ulsan
•Pohang
•Gangnam

•New York
•Frankfurt
•Tokyo
•London
•Beijing

The Bank of Korea’s Internet Web Site
1. Press releases and publications are posted on the Bank of Korea’s web Site
(http://www.bok.or.kr)
2. Internet Web Site Menus are set out below :

Monetary Policy

Financial Stability
Payment Systems
FX & Int'l Relations
Research Papers

Monetary Policy Framework
Monetary Policy Committee
Monetary Policy Decisions
Monetary Policy Instruments
Monetary Policy Transmission Mechanism
Monetary Policy Reports
Monetary Policy since the Global Financial Turmoil

By subject
Periodicals
Books
Working Papers

Monthly
Quarterly
Semiannual
Annual

Currency
Press Releases

About BOK

Governor’s Message
Introduction
Organization
Function
Releases & Publications
The Bank of Korea Act
Location
The Bank of Korea CI
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List of Publications
Periodical
Title
The Bank of Korea
Annual Report
Financial Statement Analysis
Financial System in Korea
The Korean Economy
Annual Report on the Payment and
Settlement Systems
Monetary Policy Report
Financial Stability Report
Economic Papers
Quarterly Bulletin
Economic Analysis
Monthly Bulletin
BOK Working Papers
BOK Economic Brief
BOK Economic Review
BOK Issue Note
Monetary Policy in Korea

Frequency

Language

Annually
Annually
Annually
Annually
Annually

English
English
English
English
English

Dissemination
Type*
P, O
P, O
O
O
O

Annually

English

O

Semiannually
Semiannually
Semiannually
Quarterly
Quarterly
Monthly
Occasionally
Occasionally
Occasionally
Occasionally
Occasionally

English
English
English
English
English
Korean
Korean
Korean
Korean
Korean
English

P, O
P, O
P, O
P, O
P, O
P, O
P, O
O
P, O
P, O
O

* Note ∶P : printed publication, O : available on-line at the Bank of Korea’s web site

Statistics
Title
QUARTERLY BULLETIN / June 2012
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Contents

Major national economic statisMonthly Statistical tics covering money and banking, prices, balance of payments,
Bulletin
foreign trade, industry, employment, national accounts, etc.

Frequency

Dissemination
Type*

Monthly

P, B

Title

Contents

Frequency

Economic Statistics Statistics included in the Month- Annually
Yearbook
ly Statistical Bulletin and others
Principal Economic Principal indicators and the statistics included in the Monthly Semimonthly
Indicators
Statistical Bulletin
Statistics on monetary aggregates(M1, M2, M3, etc.), the
Money & Banking principal accounts of CBs & SBs
Monthly
Statistics
and other financial institutions,
capital market trends, principal
interest rates, etc.
Statistics on the issuance and
withdrawal of banknotes and
Regional Financial coin by the BOK’s branches, the Monthly
Statistics
deposits and loans of the BOK,
CBs & SBs, other financial institutions by province, etc.
Current account, capital
account, financial accounts,
Balance of Payments exports & imports by type of Monthly
goods, indexes of foreign trade
and terms of trade, etc.
Brief review of price movements, statistical compilation
procedures and statistics on the
Price Statistics
producer price index for 923 Every 5 years
Summary
commodities, and export and
import price indexes for 227
and 222 goods.
Brief analysis of price movements and statistics on producer
price index, export price index, Monthly
Monthly Prices
import price index, prices of
major world trade commodities,
etc.

Dissemination
Type*
P, B
B

B

B

B

P, B

B
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Title

QUARTERLY BULLETIN / June 2012
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Contents

Frequency

Outline of compilation method,
inter-industrial structure of the
Korean economy, transactions
Input-Output Tables tables, input coefficients matri- Every 5 years
ces, production inducements
coefficients matrices, supporting tables
Principal indicators of national
accounts, consolidated accounts
National Accounts for the nation, income accounts Annually
by institutional sector, capital
finance account by institutional
sector, supporting tables
Gross domestic product by kind
Gross Domestic
of economic activity, expendi- Quarterly
Product
ture on gross domestic product
Summary of survey results,
description of survey methods,
explanation of company
accounts and financial analysis
Financial Statement ratios, statistics of estimated balance sheets, income statements, Annually
Analysis
statistics of cost of goods manufactured, funds flow statements
and financial ratios, series of
major countries’ financial
analysis ratios, etc.
Financial surpluses and deficits
by economic sector, fund raising and investment by nonFlow of Funds
financial sectors, the financial Quarterly
sector’s sources and uses of
funds, accumulation of financial assets

Dissemination
Type*

* Notes ∶P : printed publication,
B : on-line database system (ECOS, accessible via the Bank of Korea’s Web Site),
C : CD-ROM

B, C

P, B, C

P, B

P, B

P, B

List of Bank of Korea Working Papers*
Serial No.
2010-1
2010-2
2010-3
2010-4
2010-5
2010-6
2010-7
2011-1
2011-2
2011-3
2011-4

Title
Japanese Income Gap : Current Status and Its Implication
In the Post Crisis Debate about the FRB’s Position
The Major Contents of U.S. Reforming Financial Acts and Forecast
The Implications of the cases of Sovereign Debt Default
for the Southern Europe’s Financial Crisis
The Current Status and Implication of the Business in low income groups
(BOP: Base of the Economic Pyramid)
Policy Implications of the IT Industry-oriented Growth
The Major Contents of Wall Street Reform and Consumer Protection Act
Business Succession in Japan : Present Practice and Its Implication
Korean Overseas Construction : Current Status and Challenges
The Arrival of“the Period of Displaced Elderly”in Japan and Policy in Response
Analysis of supply chain in manufacturing industries

* Published in Korean only.

List of Bank of Korea Economic Brief*
Serial No.
Title
2010-12 Decline in Household Savings Rate and its Policy Tasks
2011-1 The Background of the Increase in the Volatility of Won/Dollar Exchange
Rate and its Implications
2011-2 Analysis of Factors Affecting the Changes in Term Structure of Interest Rates
2011-3 Characteristics and Current Status of Nonviable SMEs
2011-4 Current Status of and Suggestions for Quality Job Supply and Demand
2012-1 Analysing the Sluggish Money Growth after the Global Financial Crisis

* Published in Korean only.
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Titles of Articles Appearing in Monthly Bulletin*
October 2011 ~ June 2012
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October 2011
◇⃞ Analysis of the effects of Total Factor Productivity on Employment
◇⃞ Flow of Funds in the First Half of 2011
November 2011
◇⃞ The Relationship between Financial Development and Economic Growth
◇⃞ Trends of Total Deposit at Commercial & Specialized Banks during the first half of 2011
December 2011
◇⃞ Comparative Study of Major Central Banks’Oversight Framework of Payment and
Settlement Systems
◇⃞ Current World Economic Movements and Future Outlook
◇⃞ Major Details of the 8th Bank of Korea Act Revision
January 2012
◇⃞ Restoring Fiscal Soundness and its Influences on Monetary policy
◇⃞ Price Trends in 2011
◇⃞ Financial and Foreign Exchange Market Trends in 2011
February 2012
◇⃞ Influence of Changes in Employment on Wages
◇⃞ Details of Major Revisions of Financial Legislation in 2011
March 2012
◇⃞ The Impact of Uncertainty on Economic Growth
◇⃞ Payment and Settlement Trends in 2011
◇⃞ Balance of Payments in 2011
April 2012
◇⃞ Substitution and Income Effects of a Rise in the Exchange Rate on Consumption and
Investment
◇⃞ National Accounts in the Year 2011
May 2012
◇⃞ Analysis of the Knock-on Effects of Individual Factors Driving Change in Oil Prices and
Re-building the BOK’s Model of the Global Economy (BOKGM)
◇⃞ Flow of Funds in 2011
June 2012
◇⃞ Analysis of Effects of Increased Overseas Direct Investment on the Current Account
Position
◇⃞ European Monetary Union : Situation, Alternatives, and Prospects
◇⃞ 2011 International Investment Position by Region and Currency
* Published in Korean and English(Summary only)

Titles of Articles Appearing in Quarterly Bulletin
March 2009 ~ March 2012

March 2009
◇⃞ Current Economic and Financial Movements
◇⃞ Analysis of Price Trends in 2008
◇⃞ The Structure of the Korean Economy from the 2006 Input-Output Tables
◇⃞ Payment and Settlement Trends in 2008
June 2009
◇⃞ Address upon the 59th Anniversary of the Foundation of the Bank of Korea
◇⃞ Current Economic and Financial Movements
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in 2008
◇⃞ Financial Statement Analysis for 2008
◇⃞ The Structure of the Korean Economy on the 2007 Input-Output Tables
September 2009
◇⃞ Current Economic and Financial Movements
◇⃞ Payment and Settlement Trends in the First Half of 2009
December 2009
◇⃞ Current Economic and Financial Movements
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in the First Half of 2009
March 2010
◇⃞ Current Economic and Financial Movements
◇⃞ Analysis of Price Trends in 2009
◇⃞ Payment and Settlement Trends in 2009
June 2010
◇⃞ Governor’
s Bank of Korea 60th Anniversary Address
◇⃞ Current Economic and Financial Movements
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in 2009
◇⃞ The Structure of the Korean Economy : Analyzing the 2008 Input-Output Tables
September 2010
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Statements
◇⃞ Financial Statement Analysis for 2009
◇⃞ Payment and Settlement Trends in the First Half of 2010
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December 2010
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Statements
◇⃞ Major Characteristics and Performance of BOK-Wire+
◇⃞ Outcomes of 2010 G20 Summit and Future Tasks
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in the First Half of 2010
March 2011
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Statements
◇⃞ Price Trends in 2010
◇⃞ Payment and Settlement Trends in 2010
June 2011
◇⃞ Governor’
s Address upon the Bank of Korea’s 61th Anniversary
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in 2010
◇⃞ The Structure of the Korean Economy : Analyzing the 2009 Input-Output Tables
◇⃞ Policy Responses to Moderate Capital Flow Volatility
September 2011
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions(Jul.~Sep.)
◇⃞ Financial Statement Analysis for 2010
◇⃞ Payment and Settlement Trends in the First Half of 2011
December 2011
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions(Oct.~Dec.)
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in the First Half of 2011
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March 2012
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions(Jan.~Mar.)
◇⃞ Major Contents and Significance of the 8th Bank of Korea Act Revision
◇⃞ Analysis of Price Trends in 2011
◇⃞ Payment and Settlement Trends in 2011

