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Current Economic and Financial Developments

Economic Developments
Economic Growth
The domestic economy continued its recovery
trend in the third quarter of 2013, following on
from the previous quarter. Real gross domestic
product (GDP) posted a 1.1 percent growth
quarter-on-quarter as facilities and construction
investment increased while consumption
maintained its upward trend.
〈Chart 1〉
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〈Table1〉

Final consumption expenditures increased by
0.8 percent quarter-on-quarter. Private consumption
rose by 1.0 percent, influenced by an increase in
expenditures for non-durable go ods and
services amid improved consumer sentiment.
Government consumption also rose as health
insurance allowances increased, offsetting the
effects of reduced expenditure for goods and
services.
Facilities investment shifted to an increase of
1.0 percent quarter-on-quarter. Investment in
transportation equipment continued to be
subdued, following on from the previous
quarter, but machinery investment grew at a
faster pace, led by the IT sector.
Construction investment continued its
upward trend, rising 3.2 percent quarter-onquarter. Building construction increased
centering on buildings for residential use,
owing to the turn for the better in apartment
construction. Civil engineering construction also
increased thanks to construction of electric
power generation facilities and industrial
estates.

Growth Rates by Component of Expenditure1)
Unit : percent

2012p

2011

GDP
Final consumption expenditure
(Private consumption)
(Government consumption)
Gross fixed capital formation
(Facilities)
(Construction)
Exports of goods and services
Imports of goods and services

2013p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

3.7

2.0

0.8

0.3

0.0

0.3

0.8

1.1

1.1

2.3
2.4
2.1
-1.0
3.6
-4.7
9.1
6.1

2.2
1.7
3.9
-1.7
-1.9
-2.2
4.2
2.5

1.4
0.8
3.5
3.1
10.4
-1.5
3.9
4.3

0.3
0.4
-0.1
-3.8
-7.8
-1.3
-0.3
-1.8

0.8
0.7
0.8
-1.5
-5.2
0.7
1.9
1.8

0.5
0.8
-0.6
-1.6
-1.8
-1.2
-1.1
-0.8

-0.1
-0.4
1.2
3.8
2.6
4.1
3.0
2.5

1.1
0.7
2.4
2.2
-0.2
3.4
1.8
1.1

0.8
1.0
0.1
2.2
1.0
3.2
-1.3
-0.6

Notes : 1) Compared with the preceding quarter.
2) p : preliminary
Source : Bank of Korea「National Accounts」
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Exports of goods and services decreased by
1.3 percent quarter-on-quarter. Exports of goods
decreased, led downward by general machinery
and metal products, while those of services
similarly fell in a movement centering on
transportation and communication services.
Meanwhile, imports of goods and services
recorded a 0.6 percent decrease quarter-onquarter. Imports of go ods decreased, led
downward by crude oil and semiconductors,
and those of services also dropped in a
movement centering on transportation and
communication services.
By type of economic activity during the third
quarter, manufacturing posted a 1.5 percent
increase quarter-on-quarter notwithstanding the
lackluster production of precision machinery
and metal products, as that of electric &
electronics equipment expanded amid brisk
exports of semiconductors while production of
petrochemical goods and food & beverages also
rose. Services marked a 0 .7 percent growth as
production in the wholesale and retail trade
sector increased amid a hike in sales of both
passenger cars and food & beverages, and that
in the financial and insurance sector expanded,
influenced by a rise in the fees and commissions
income of asset management companies and
credit card firms. Construction posted a 1.2

〈Table2〉

percent hike, centering on civil engineering
construction in the government sector.
Agriculture, forestry & fishing similarly grew at
the 2.0 percent level mostly influenced by
buoyant agricultural activities in line with
benign weather conditions. Electricity, gas and
water supply posted a 1.0 percent growth,
influenced by an increase in sales of electric
power and gas.
The Korean economy is expected to keep to
its recovery path going forward, supported by
improved global economic conditions and
increases in consumption and investment.
However, there do exist downward risks
regarding the future course of growth owing to
the uncertainties surrounding the US Federal
Reserve’s decision on tapering off its
quantitative easing program and the heightened
volatility of the Japanese yen’s exchange value.
Consumption is likely to se e a gradual
recovery, being positively affected by improved
consumer sentiment 1) and better income
conditions 2) particularly of salary & wage
earners’ households buttressed by faster growth
in employment.

Growth Rates of Economic Activity by Sector1)
Unit : percent

2012p

2011
Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

-2.1
7.3
2.9
-4.3
2.6

-0.6
2.2
2.8
-1.6
2.5

-6.5
1.6
-1.6
-1.4
1.1

0.2
-0.2
0.6
-1.8
0.5

-2.6
-0.3
1.3
0.9
0.3

7.9
0.2
5.9
-2.0
0.4

-4.4
1.3
-5.6
4.0
0.7

2.1
0.9
-1.5
1.4
0.9

2.0
1.5
1.0
1.2
0.7

Agriculture, forestry & fishing
Manufacturing
Electricity, gas & water supply
Construction
Services
Notes : 1) Compared with the preceding quarter
2) p : preliminary
Source : Bank of Korea「National Accounts」

1) The composite consumer sentiment index was 107 in November 2013, its highest since February 2011(109).
2)
▶ Disposable income of all households (yoy, %)
Disposable income of salary & wage earners’ households (yoy, %)

2013.Ⅱ

Ⅲ

1.0

1.8

2.4

3.0

Note: 1) Disposable income refers to income minus non-consumption expenditure
Source: Statistics Korea「Household Income and Expenditure Survey」

4 QUARTERLY BULLETIN / December 2013

2013p

〈Chart 2〉

Consumer Sentiment Index

115
Composite Consumer Sentiment Index
Consumer Spending Plan Index
110

110

107

its leading indicator, receipts of construction
orders and permits, for quite some time.
However, as sales of newly built apartments
increase and construction of power generation
facilities continue, its level is likely to maintain
an upward path.

105

〈Table 3〉Changes in Construction Orders Received1)
and Building Permits

100

Unit : yoy, percent

Construction
Orders Received

95
12.1

7

13.1

7

11

Source : Bank of Korea「Consumer Survey」

12.Ⅲ
Ⅳ

-13.6 ( -6.1)
-33.1 (-20.4)

Facilities investment is expected to increase
gradually, supported by the economic recovery
in major economies and improved investment
confidence. Along with the improvements in the
OECD composite leading indicator, the facilities
investments outlook BSI, an index representing
investment confidence of Korean firms, is also
showing an upward trend.

13.Ⅰ
Ⅱ
Ⅳ
Oct.

-41.2
-28.8
-9.0
48.9

〈Chart 3〉 OECD Composite Leading Indicator and
Facilities Investments Outlook BSI

OECD Composite Leading Indicator(right)
Facillties Investments Outlook BSI(left)

Source : OECD, Bank of Korea「Business Survey」

Meanwhile, growth in construction investment is
expected to slow, considering the sluggishness in

( -5.9)
( 1.0)
( 21.9)
( 15.9)

Building Permits
-7.3
-2.3
-12.4
-14.6
-3.4
5.9

Notes : 1) Nominal values
2) Figures in parentheses refer to the change compared with the preceding period
(seasonally adjusted)
Source : Statistics Korea, Ministry of Land Infrastructure and Transport

Employment and Wages
The seasonally adjusted number of persons
employed rose by 176,000 quarter-on-quarter,
helped by the gradual recovery of the domestic
economy. It also represented growth of 421,000
persons from the same period of the previous
year, showing a brisk pace of increase well
above its long-term trend.3)
By industry, service sector employment
(174,000 persons) rose by a large margin. In
particular, employment in accommodation and
fo od services (57,000 persons) rose sharply,
influenced by favorable weather conditions
during the vacation season and the Chuseok
(Korean Thanksgiving Day) holidays. 4)
Meanwhile, health & social welfare sector
employment (42,000 persons) maintained an
upward trend, affected by the expansion of

3) The average annual increase in the number of employed persons was 325,000 during the 2001~07 period.
4) The number of persons employed increased sharply in the traditional service sector covering accommodation, food and business support services in September
as the recent Chuseok holidays (Sept. 18~22, 2013: 5 days) included more days off than the one in the previous year (Sept. 29~Oct. 1, 2012: 3 days).

Current Economic and Financial Developments 5

〈Table 4〉

Employment-related Indicators
Unit : thousand persons, percent

2011

2012

2013

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

Oct.~Nov.

25,506
61.4

25,549
61.3

25,530
61.1

25,637
61.2

25,794
61.3

25,967
61.6

26,062
61.7

860
3.4

836
3.3

798
3.1

776
3.0

824
3.2

807
3.1

804
3.1

780
3.0

(Employment rate)

24,244
(415.4)
59.1

24,681 24,541
(436.5) (131.4)
59.4
59.3

24,670
(128.6)
59.4

24,751
(81.2)
59.4

24,754
(2.7)
59.2

24,813
(58.9)
59.2

24,987
(174.4)
59.4

25,163
(176.1)
59.7

25,282
(119.0)
59.9

<Non S.A.>
Labor force
(Participation rate)

25,099
61.1

25,501 24,873
61.3
60.1

25,844
62.3

25,760
61.8

25,526
61.1

25,091
59.9

26,138
62.2

26,187
62.1

26,249
62.2

947
3.8

841
3.3

770
3.0

722
2.8

907
3.6

812
3.1

777
3.0

712
2.7

24,681 23,927
(436.5) (467.2)
59.4
57.8

25,003
(430.4)
60.2

24,989
(506.3)
60.0

24,804
(341.8)
59.4

24,184
(257.4)
57.7

25,326
(323.6)
60.2

25,410
(420.8)
60.3

25,537
(532.0)
60.5

Year
<S.A.>
Labor force
(Participation rate)

25,099
61.1

Unemployment level
(Unemployment rate)
Employment level1)

Unemployment level
(Unemployment rate)
Employment level2)
(Employment rate)

Year

25,501 25,402
61.3
61.4

855
3.4

820
3.2

855
3.4
24,244
(415.4)
59.1

Ⅰ

820
3.2

Notes : 1) Figures in parentheses refer to the change compared with the preceding period.
2) Figures in parentheses refer to the change compared with the same period of the previous year.
Source : Statistics Korea「Economically Active Population Survey」

〈Chart 4〉

Number of Employed

〈Chart 5〉 Number of Employed by Industry

Source : Statistics Korea「Economically Active Population Survey」
Source : Statistics Korea「Economically Active Population Survey」

government welfare policies for job creation.
Employment in the construction sector (12,000
persons) also kept to an upward trend, while the
manufacturing sector (5,000 persons) saw a
slower growth in the number of persons
employed.
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By employment status, the number of wage &
salary workers (162,000persons) continued an
upward trend centering on regular employees
(157,000 persons). In contrast, the number of
self-employed workers (-11,000 persons)
declined for the second consecutive quarter.
Helped by the rise in the number of employed,
the seasonally adjusted employment rate rose by
0.3 of a percentage point from the previous
quarter to 59 .7 percent. The seasonally adjusted
unemployment rate sto od at 3.1 percent,
maintaining the rate of the previous quarter.
During the months of October and

〈Table 5〉

Rates of Increase in Nominal Wages1)
Unit : percent

2011
Year

2012
Year

2013

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

Nominal wages of employees
Nominal wages of regular employees
(Regular payment)
(Overtime payment)
(Special payment)
Nominal wages of temporary & daily employees

1.0
-0.9
4.8
-8.4
-19.3
15.1

5.3
5.3
5.5
1.0
5.8
6.4

7.8
7.7
5.9
4.4
17.0
13.7

5.1
5.2
5.6
3.1
3.5
5.5

4.7
4.5
5.5
-3.5
3.0
4.0

3.9
4.0
5.1
0.5
0.1
4.0

3.7
3.8
4.7
0.8
1.1
5.5

4.6
4.3
4.7
-0.4
3.9
8.7

3.9
3.8
4.2
2.7
2.7
8.4

(Manufacturing)
(Construction)
(Wholesale and retail trade)
(Transportation)
(Accommodation and food service activities)
(Information and communications)
(Financial and insurance activities)
(Real estate activities and renting and leasing)
(Business services)
(Education)

1.6
12.2
6.3
0.5
13.0
9.1
1.9
2.6
-8.0
-5.4

6.1
4.2
6.1
8.2
5.2
4.3
4.6
8.8
5.3
4.6

10.5
5.5
9.0
9.9
5.7
7.8
6.3
10.3
5.9
4.2

6.1
2.3
5.8
7.3
6.8
2.0
5.7
9.5
5.7
4.6

4.7
3.8
6.3
8.5
5.9
4.7
0.7
7.4
4.7
6.8

3.8
5.2
3.8
6.6
2.5
3.0
6.0
8.0
5.5
3.6

6.0
6.1
1.4
6.5
2.3
1.4
1.4
0.4
4.3
5.3

4.3
8.0
4.2
4.9
-1.7
5.1
0.1
4.3
7.6
5.9

4.1
5.7
0.5
5.1
2.9
1.8
3.8
3.5
5.3
4.9

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

November, the employment situation improved
further. The seasonally adjusted number of
persons employed increased by 532,000 year-onyear on a monthly average basis, accelerating
the pace of growth in employment. Accordingly,
the seasonally adjusted employment rate
continued its upward trend.
The number of persons employed is expected
to continue the recent pace of increase
exceeding its long-term trend as the influence
of steady labor demand mostly from the service
sector and the government’s policy efforts to
expand employment is added to the overall
effect from the gradual recovery of the domestic
economy.
Nominal wages increased by 3.9 percent yearon-year during the third quarter of 2013, their
trend flattening out from the previous quarter’s
4.6 percent increase. By employment status,
regular payments for regular employees kept to
an upward trend and their overtime payments
shifted to an upturn, but the pace of the
increase in special payments slowed. The
nominal wages of temporary and daily
employees rose by 8.4 percent, continuing the
previous quarter’s brisk pace of growth. By
industry, most notably, wage growth in the
wholesale & retail trade (0.5%) and the
information & communications (1.8%) sectors
slowed.

Prices
Consumer prices rose by 1.4 percent year-onyear in the third quarter of 2013, slightly
exceeding the pace of increase in the previous
quarter. Compared with the last month of the
previous quarter, consumer prices shifted from
a 0.3 percent fall in the previous quarter to a 0.8
percent hike, centering on price rises in
agricultural, livestock and marine products and
in petroleum goods.
〈Chart 6〉

Trends of Consumer Prices

Source : Statistics Korea

By item, consumer prices of agricultural,
livestock and marine products shifted to a rise,
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〈Table 6〉

Rates of Increase in Consumer Prices1)2)
Unit : percent

2011
Year
Consumer prices
Agricultural, livestock & marine products
Industrial products
Electricity·gas·water supply
Services
CPI excluding agricultural
products & oils
CPI excluding food & energy

2012
Year

2013

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

Oct.~Nov.

4.2
(4.0)
5.8
5.3
7.6
2.8

1.4
(2.2)
2.0
1.3
3.5
1.3

0.8
(3.0)
4.1
1.4
0.2
0.1

0.0
(2.4)
-2.3
-0.2
0.4
0.5

1.0
(1.6)
6.7
0.3
2.8
0.4

-0.4
(1.7)
-5.9
-0.2
0.0
0.4

0.8
(1.6)
1.9
0.8
2.6
0.6

-0.3
(1.2)
-4.0
-0.4
0.0
0.3

0.8
(1.4)
4.9
0.8
0.6
0.2

-0.3
(1.0)
-7.4
0.5
1.2
0.0

3.6
(3.2)
2.7
(2.6)

1.1
(1.6)
1.3
(1.5)

0.1
(2.5)
0.3
(2.2)

0.5
(1.6)
0.4
(1.5)

0.3
(1.3)
0.3
(1.2)

0.2
(1.4)
0.4
(1.4)

0.5
(1.4)
0.5
(1.5)

0.5
(1.6)
0.4
(1.5)

0.4
(1.6)
0.3
(1.4)

0.3
(1.9)
0.4
(1.6)

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」

influenced by the usual surge in demand for
these goods during the Chuseok holidays. Prices
of industrial products also shifted to an upward
trend due to oil prices exhibiting upward
strength and also the rise in prices of dairy
products. With service charges showing a steady
rise, the prices of electricity, gas and water
supply rose owing to a hike in local district
heating and city gas charges.5)
During the October~November period,
consumer prices posted a rise of 1.0 percent
year-on-year, posting a rate lower than the
previous quarter. Compared with the last month
of the previous quarter, consumer prices shifted
to a 0.3 percent fall as prices of agricultural,
livestock and marine products fell sharply,
affected by the year’s bounteous harvest, as a
result of favorable weather conditions.
With respect to core inflation in the third
quarter of 2013, the measure of core inflation
excluding non-grain agricultural products and
petroleum products from the CPI rose by 1.6
percent year-on-year and the alternative measure
of core inflation excluding all foods and energy
from the CPI went up by 1.4 percent. During the
October~November period, the two core indices
posted increases of 1.9 percent and 1.6 percent,

respectively, year-on-year, in a movement
centering on industrial products excluding
petroleum goods.
Consumer prices are anticipated to see their
pace of rise accelerate as inflationary pressures
from the supply side are likely to mount,
particularly affected by the reduction in the
supply of agricultural products during the
winter season.
〈Chart 7〉 Agricultural, Livestock & Marine products
Prices1)

Note : 1) Average rates of increase from 2008 to 2012
Source : Statistics Korea

5) Local district heating charges in July and city gas charges in August were raised by 4.8 percent and 1.0 percent, respectively.
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〈Table 7〉

Rates of Increase in Producer Prices, Export and Import Price1)2)
Unit : percent

2011
Producer prices
Agricultural, forestry & marine products
Manufacturing products
Electric power, gas & water supply
Services
Export prices3)
Import prices3)

2012

2013

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

Oct.~Nov.

4.3
(6.7)
2.6
4.9
11.8
2.1

-1.2
(0.7)
-3.8
-2.7
2.8
1.2

1.7
(2.9)
7.4
1.8
0.8
1.0

-1.7
(0.9)
-8.5
-2.3
-0.7
0.0

0.5
(-0.2)
6.8
0.2
2.8
0.1

-1.7
(-0.9)
-8.3
-2.4
-0.1
0.1

0.5
(-1.9)
0.5
0.3
4.2
0.0

-0.7
(-2.3)
-4.4
-0.9
-0.2
0.1

0.2
(-1.4)
4.4
-0.2
0.4
0.3

-0.5
(-1.1)
-5.3
-0.8
1.0
0.2

-1.0
(0.2)
6.1
(11.6)

-7.2
(-2.4)
-9.0
(-0.7)

1.2
(-0.7)
3.2
(5.3)

-1.8
(-0.7)
-6.4
(0.7)

-1.2
(-1.3)
1.5
(-0.9)

-5.5
(-6.8)
-7.1
(-7.7)

2.6
(-6.5)
1.1
(-10.0)

2.3
(-4.5)
0.4
(-8.0)

-3.9
(-2.8)
-2.5
(-5.9)

-2.6
(-3.5)
-2.9
(-6.1)

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.
3) Korean won basis.
Source : Bank of Korea「Producer Price Index」,「Export/Import Price Index」

of the Korean won against the US dollar.
During the October~November period, both
export and import prices fell at a rate within the
upper 2 percent range compared with the last
month of the previous quarter.

Producer prices in the third quarter of 2013
fell by 1.4 percent year-on-year, registering a
slower pace of decline than the 2.3 percent drop
in the previous quarter. Compared with the last
month of the previous quarter, producer prices
shifted to a 0.2 percent rise as prices of all items,
with the exception of manufacturing products,
rose. They fell again by 0.5 percent during the
October~November period as prices of
agricultural, forestry and marine products
shifted to a fall and prices of manufacturing
products, centering on petroleum goods and
electric & electronics equipment, dropped
further.
Export and import prices on Korean won
basis in the third quarter of 2013 continued a
downward trend, year-on-year, and shifted to a
decline compared with the last month of the
previous quarter mostly due to the strengthening

〈Table 8〉

Real Estate Prices
In the third quarter of 2013, housing prices
nationwide remained unchanged.
Those in Seoul and its surrounding areas
continued to decline owing to a worsened house
purchasing climate due to the ending of the
acquisition tax break in June and the resulting
sluggish transactions. On the other hand,
housing prices elsewhere around the country
kept to an upward trend that centered on the
Daegu and Gyeongbuk regions.

Rates of Increase in Real Estate Prices1)
Unit : percent

2011

2012

2013

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

Oct.~Nov.

Housing prices
(Greater Seoul)
(Outside Greater Seoul)

6.9
0.5
15.1

0.0
-3.0
3.1

0.5
-0.4
1.4

0.1
-0.7
0.9

-0.4
-1.0
0.3

-0.3
-0.9
0.4

-0.2
-0.6
0.4

-0.1
-0.5
0.6

0.0
-0.4
0.6

0.4
0.1
0.8

Housing leasehold prices
(Greater Seoul)
(Outside Greater Seoul)

12.3
11.0
14.5

3.5
2.1
4.6

1.1
0.5
1.7

0.7
0.1
1.2

0.6
0.5
0.5

1.1
1.0
1.2

0.9
0.9
1.1

0.8
0.8
0.8

1.8
2.5
0.8

1.5
2.0
0.9

1.2

1.0

0.3

0.3

0.1

0.2

0.2

0.4

0.1

0.3

Land price

Note : 1) Compared with the last month of the preceding period.
Source : Ministry of Land, Infrastructure and Transport, Kookmin Bank.
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〈Chart 8〉 Apartment Prices by Size in Oct.~Nov.
(Greater Seoul Area)

housing rents nationwide rose by 1.5 percent
compared to September, led by those in Seoul
and its surrounding areas.
〈Chart 9〉 Monthly Rates of Increase in Housing
Leasehold Prices(Greater Seoul Area)

Source : Kookmin Bank

During the October~November period,
housing prices nationwide rose by 0.4 percent
compared to September. Housing prices in Seoul
and its surrounding areas shifted to a rise
centering on small and medium-size houses
ahead of the year-end when certain tax benefits
with respect to house purchases, part of the
government’s April real-estate stimulation
package, were scheduled to end. 6) Those in
regions other than Seoul and its surrounding
areas continued an upward trend centering on
areas to which many public offices and agencies
are being relocated.
Housing rents nationwide in the third quarter
of 2013 posted a rise of 1.8 percent compared to
June. By region, those in regions other than the
greater Seoul area continued a modest upward
trend. Those in Seoul and its surrounding areas
posted a faster upward pace against the
backdrop of a tepid market for outright sales
and landlords’ continued preference for letting
on a monthly rental basis while the situation of
excess demand for rental housing intensified
with the fall moving season.
During the October~November period,

Source : Kookmin Bank

External Transactions
During the third quarter of 2013, exports on
a customs-clearance basis increased by 2.7
percent over the same period of the previous
year.
〈Chart 10〉

Amount of Exports and Increase

Source : Korea Customs Service

By region, exports to US and China
continued their upward trend, but those to

6) Tax benefits such as the exemption of acquisition tax (for first-time home buyers whose annual household income is less than 70 million won) and a five-year
exemption of transfer tax (for house purchases below 600 million won in price and less than 85m2 in size) ended at the end of 2013 as scheduled.
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〈Table 9〉

Exports by Destination and Sector1)
(customs clearance basis)
unit : billion US dollars, %

2011

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

2012

2013
Oct.~Nov.

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

555.2
(19.0)

547.9
(-1.3)

134.8
(2.9)

140.1
(-1.7)

133.1
(-5.8)

139.8
(-0.4)

135.3
(0.4)

141.2
(0.7)

136.8
(2.7)

98.4
(3.7)

(12.8)
(40.8)
(4.1)
(14.8)
(29.6)
(10.9)

(4.1)
(-2.2)
(-11.4)
(0.1)
(4.6)
(-8.4)

(24.4)
(13.6)
(-17.7)
(0.7)
(8.8)
(-7.6)

(-1.5)
(-7.9)
(-14.5)
(-3.7)
(3.2)
(9.2)

(-0.3)
(-7.4)
(-4.6)
(-2.9)
(-4.8)
(-19.9)

(-3.4)
(-5.1)
(-6.8)
(6.2)
(12.0)
(-14.3)

(-4.7)
(-9.7)
(-9.1)
(6.9)
(2.2)
(-4.3)

(9.2)
(-13.6)
(1.6)
(12.5)
(2.0)
(-2.1)

(8.2)
(-10.2)
(-4.1)
(9.4)
(1.2)
(1.5)

(12.2)
(-7.3)
(11.7)
(4.6)
(-7.2)
(-7.2)

124.6
(-1.4)
430.6
(26.7)
500.6
(19.4)

120.2
(-3.5)
427.6
(-0.7)
509.7
(1.8)

27.4
(-9.7)
107.4
(6.8)
122.9
(6.9)

29.1
(-8.0)
111.0
(0.0)
127.3
(-0.2)

30.6
(-3.2)
102.5
(-6.5)
126.9
(-1.9)

33.1
(7.0)
106.7
(-2.5)
132.5
(3.0)

30.0
(9.4)
105.3
(-2.0)
126.6
(3.0)

32.6
(11.8)
108.6
(-2.2)
131.5
(3.3)

33.3
(8.9)
103.5
(0.9)
128.4
(1.2)

24.2
(5.9)
74.2
(3.0)
92.8
(3.0)

Ⅰ

Ⅱ

Ⅲ

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

petroleum products to Indonesia.
Broken down by commodity group, exports
of IT products increased by 8.9 percent year-onyear under the influence of a hike in the unit
prices of memory semiconductors amid a sharp
rise in exports of wireless communications
equipment, notably smartphones. Exports of non-IT
products increased by 0.9 percent year-on-year as
shipbuilding exports increased, led by exports of
high-price vessels such as drillships, offsetting the
decline in exports of petroleum products and steel.
During the October~November period,
exports on a customs-clearance basis increased

Japan and EU declined. Exports to Southeast
Asia and Latin America posted only a slight
increase.
Exports to US kept to an upward trend, led
by wireless communications equipment and
automobiles, as those to China did likewise, led
by semiconductors and chemical go ods. In
contrast, exports to Japan continued a
downward trend, mostly due to a decrease in
steel exports and those to EU shifted to a
decline as ship exports to this region shrank.
Exports to Southeast Asia posted only a slight
increase, affected by sluggish exports of

〈Table 10〉

Imports by Sector and Use1)
(customs clearance basis)
Unit : billion US dollars, %

2011

Imports

Non-Crude Oil
Non-Raw materials & Fuels

Raw materials & Fuels
Capital goods
Consumer goods

2012

2013
Oct.~Nov.

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

524.4
(23.3)

519.6
(-0.9)

133.7
(7.8)

130.4
(-2.9)

125.7
(-6.9)

129.8
(-1.1)

129.7
(-3.0)

126.8
(-2.8)

126.0
(0.3)

88.7
(2.3)

423.6
(18.8)
199.7
(12.2)

411.3
(-2.9)
194.5
(-2.6)

106.0
(5.2)
49.1
(5.3)

103.0
(-5.0)
48.2
(-5.6)

99.8
(-8.6)
47.9
(-8.0)

102.4
(-2.6)
49.5
(-1.1)

103.5
(-2.4)
48.0
(-2.2)

103.4
(0.3)
50.2
(4.2)

101.4
(1.6)
50.5
(5.4)

71.6
(4.9)
36.5
(9.6)

324.7
(31.4)
146.5
(8.0)
53.1
(25.7)

325.0
(0.1)
140.4
(-4.2)
54.2
(2.0)

84.6
(9.4)
36.1
(5.0)
13.0
(6.4)

82.3
(-1.2)
34.9
(-7.0)
13.3
(-1.9)

77.8
(-6.2)
34.2
(-10.1)
13.7
(-2.3)

80.4
(-1.0)
35.2
(-3.9)
14.2
(6.4)

81.7
(-3.4)
34.3
(-4.9)
13.7
(5.4)

76.6
(-6.9)
35.9
(3.1)
14.3
(7.1)

75.6
(-2.9)
36.0
(5.1)
14.5
(6.3)

52.3
(-2.3)
25.8
(8.6)
10.6
(12.1)

Ⅰ

Ⅱ

Ⅲ

Notes :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 11〉

Current Account
Unit : billion US dollars

2011

Current Account
Goods
Services
Primary Income
Secondary Income

2012

2013

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Ⅲ

Oct.

26.1

48.1

2.9

13.4

15.5

16.2

10.0

19.8

19.0

9.5

31.7
-5.8
2.9
-2.6

39.8
5.7
5.7
-3.2

3.4
-1.0
1.8
-1.2

9.8
3.0
1.1
-0.5

12.3
2.6
1.2
-0.5

14.3
1.1
1.7
-0.9

9.3
-0.5
1.4
-0.3

15.8
3.8
0.1
0.1

16.6
1.3
1.6
-0.5

7.0
1.6
0.8
0.0

Source : Bank of Korea「Balance of Payments」

by 3.7 percent over the same two-month period
of the previous year owing again mostly to
increases in exports of IT goods and ships.
During the same period, broken down by
commodity group, exports of IT products
increased by 5.9 percent year-on-year, led by
semiconductors and wireless communications
equipment. Exports of non-IT products also
increased by 3.0 percent year-on-year mostly
owing to increases in exports of ships and
automobiles.
Meanwhile, imports on a customs-clearance
basis in the third quarter of 2013 posted a 0.3
percent rise year-on-year. By commodity group,
imports of raw materials decreased, led by a
sharp decrease in crude oil imports. On the
other hand, imports of capital goods continued
an upward trend owing to a rise in imports of
semiconductors and machinery, as those of
consumer goods also rose, led by clothing.
During the October~November period,
imports expanded by 2.3 percent year-on-year
as those of capital and consumer go ods
increased, which served to offset the decrease in
raw materials imports.
Meanwhile, the current account balance
posted a surplus of 19.0 billion dollars in the
third quarter of 2013. This was ascribable to the
fact that the goods and the primary income
surplus widened, which served to more than
offset the decrease in the service account surplus
arising from an enlarged deficit in travel
balance. For October 2013, the current account
posted a surplus of 9.5 billion dollars, the
largest monthly figure ever to be recorded,
bolstered by increases in exports.

Financial and Foreign Exchange Markets
Developments
Financial Markets
During the third quarter of 2013, yields on 3year Treasury bonds fluctuated within the
2.80~3.00 percent range, influenced by changes
in market expectations with respect to the US
Federal Reserve’s tapering of its quantitative
easing program. In early July, yields on 3-year
Treasury bonds fell to 2.84 percent on July 11,
affected by the US Federal Reserve Chairman
Bernanke’s remarks on the continuation of
accommodative monetary policy. Subsequently,
they rose back to 3.00 percent on September 5th
as expectations concerning steps to taper off
quantitative easing heightened based on
improvements in US economic indicators.
However, affected by the US Federal Reserve’s
decision at the FOMC meeting (Sept. 18) to keep
the quantitative easing program for the time
being, they fell back again to stand at 2.82
percent at the end of the third quarter.
〈Chart 11〉 Market Interest Rate Movements
(%)

Note : 1) Average figures of private credit-rating corporations
Source : Korea Financial Investment Association
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〈Table 12〉

Bank Lending and Corporate Funding
(Changes during the period)
Unit : billion won

2011

Bank loan to enterprises
(Large enterprises)
(Small and medium enterprises)
Net CP issuance
Net bond issuance
Net equity issuance1)
Bank loan to household
[Including mortgage loans
assigned to KFHFC]2)
(Mortgage loans)
[Including mortgage loans
assigned to KFHFC]2)
(Others incl. overdraft accounts)

2012

2013
Ⅰ

Ⅱ

Ⅲ

Oct.~Nov.

-6,619
-1,219
-5,400
-1,170
6,389
1,328
8,019

10,875
2,553
8,322
5,901
2,091
605
-4,946

12,423
4,633
7,790
2,553
1,036
1,028
8,274

14,357
5,390
8,967
2,331
220
1,649
2,106

9,871
2,745
7,126
-4,120
440
2,215
5,528

5,396

12,395

-643

10,572

5,547

5,614

3,459

1,111

5,395

-2,173

5,639

1,092

3,863

785

4,612

5,096

9,771

2,131

7,937

4,533

3,949

-3,590

1,317

348

2,610

-2,681

2,664

1,047

1,669

Year

Year

Ⅰ

Ⅱ

Ⅲ

39,063
27,791
11,272
3,879
19,543
9,213
23,940

32,855
27,090
5,765
5,419
17,473
2,776
11,490

15,133
10,298
4,836
4,542
2,742
715
-2,763

10,723
10,722
1
331
-151
400
4,824

13,618
7,289
6,328
1,717
8,492
333
1,411

24,770

20,875

-2,893

5,977

21,409

10,879

915

22,239

20,264

2,428

685

Ⅳ

Notes : 1) Sum of KOSPI and KOSDAQ markets
2) Includes KHFC Bogeumjari loans and bank loans assigned to the KHFC.
Source : Bank of Korea

Thereafter, yields on 3-year Treasury bonds
rose sharply, despite the prolonged shutdown of
the US federal government, in response to the
US Federal Reserve’s position7) revealed in its
FOMC statement (Oct. 30) and such domestic
factors as strengthened expectations of domestic
economic recovery and foreigners’ net selling of
Treasury futures. As of the end of November,
yields on 3-year Treasury bonds had risen to
stand at 3.01 percent.
In the stock market, over the course of the
third quarter of 2013, the KOSPI posted a sharp
rise, influenced by the US Federal Reserve
chairman’s comments on the continuation of
accommodative monetary policy, the heightened
prospect of economic recovery in major
economies and the announcement of favorable
business results of major Korean firms. In the
latter part of August, the KOSPI slipped back
temporarily owing to financial market unease in
newly emerging markets such as India and
Indonesia, but it resumed its upward trend with
the highlighting of Korea’s relatively sound

economic fundamentals compared to these
economies. As of the end of the third quarter,
the KOSPI and the KOSDAQ index had risen
from the end of the second quarter to stand at
1,997 (+7.2 percent) and 535 (+3.1 percent),
respectively.
〈Chart 12〉

Stock Price Movements

Source : Korea Exchange

7) Under the judgment that the US Federal Reserve’s view revealed in the FOMC statement in October was less dovish than market expectations, financial markets
forecasted the possibility of an early implementation of the tapering of the Fed’s quantitative easing program.
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In October, the KOSPI continued its upward
trend on the continuation of net purchases by
foreign investors, posting the year’s highest level
of 2,060 on Oct. 30. In November, however, it
fluctuated in line with changes in market
expectations regarding the US Federal Reserve’s
tapering of its quantitative easing program and
in the trading activities of foreign investors. As
of the end of November, the KOSPI stood at
2,045, up 2.4 percent from the end of the third
quarter. The KOSDAQ index, however, stood at
517, down 3.3 percent from the end of the third
quarter owing to weaker investment sentiments
following the controversy over stock price
manipulation of certain large-cap stocks.
Bank lending to enterprises continued a
robust upward trend in the third quarter of
2013. The growth of bank lending to small and
medium-sized enterprises (SMEs) accelerated
from the previous quarter owing to sustained
efforts by banks to expand lending. Bank
lending to large enterprises also expanded,
supported by new lending to those particularly
in the process of restructuring. With respect to
corporate fund-raising through direct financial
markets, the net issuance of corporate bonds
declined sharply mainly owing to the rise in
interest rates, whereas the net issuance of
commercial papers increased at a similar level
to the previous quarter owing to the substitution
of demand for corporate bonds.
Meanwhile, the growth of bank lending to
households (including mortgage loans assigned
to the KHFC) slowed sharply in a movement
centering on mortgage loans, due to the decline
in housing sales following the ending of the
acquisition tax break in end of June.
During the October~November period, bank
lending to enterprises increased at a steady
pace, whereas fund-raising through direct
financial markets continued to be sluggish
owing to worries over the heavy indebtedness of
public corporations, leading to net redemption
of commercial papers. However, the growth pace
of bank loans to households (including
mortgage loans assigned to the KHFC)
accelerated, centering on mortgage loans owing
to an increase in housing sales.
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Foreign Exchange Markets
In the course of the third quarter of 2013, the
Korean won briefly exhibited a depreciating
trend against the US dollar, but then shifted to a
steeply appreciating trend. From early July, it
weakened on concerns over the possibility of an
early commencement of the US Federal
Reserve’s tapering of its quantitative easing
program, but it then shifted to an appreciating
trend, affected by the US Federal Reserve
chairman’s remarks on the continuation of
accommodative monetary policy as well as the
continuing surplus trend in the Korean current
account. In September, the value of Korean won
rose at a faster pace owing to inflows of foreign
funds, posting 1,074 .7 won per dollar at the
end of the third quarter.
〈Chart 13〉

Exchange Rate Trend of Korean Won

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

During the October~November period, the
Korean won fluctuated as market expectations
regarding the US Fed’s tapering of its
quantitative easing program changed while
foreigners’ repatriated their stock investment
funds. As of the end of November, the Korean
won traded at 1,058.2 won per dollar.
In the third quarter of 2013 early on, the
Korean won exhibited a convoluted trend
against the Japanese yen, influenced by the
Bank of Japan’s own quantitative easing efforts

and the weakening of the US dollar. In
September, however, it appreciated quickly
owing to improvements in overall investment
sentiment in response to favorable signs in
Chinese economic indicators. At the end of the
third quarter, the rate stood at 1,098.7 won per
100 yen.
During the October~November period, the
Korean won appreciated sharply against the
Japanese yen, affected by the Bank of Japan
Governor Kuroda’s remarks on the continuation
of the bank’s quantitative easing efforts and the
Bank of Japan financial policy council’s
decision to maintain its stance of
accommodative monetary policy. At the end of
November, the rate posted 1,038.2 won per 100
yen.
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A Cost-Focused Analysis of the
Exchange Rate Pass-Through to Export Price

Ryou, Hyunjoo*
Fear of appreciation in the emerging market countries is based on the expectation that a
decrease in the exchange rates will worsen the current account through a hike in export prices
and a drop in import prices, and finally cause negative effects on economic recovery. However,
there is a lack of clear consensus on the channel and size of such a spillover. Accordingly, the
accurate estimation of exchange rate pass-through, namely the level and the effect of exchange
rate change on export prices, could be an important prerequisite in enhancing the effectiveness
of macroeconomic policy.
In this study, I pay attention to the expansion in the portion of imports to intermediate input,
along with the increase of external dependence of the Korean economy, while suggesting an
exchange rate pass-through model that explicitly reflects the effect of intermediate inputs’
import dependence on exchange rate pass-through from the cost side, besides markup. Along
with that, I carry out an empirical analysis by using Korea’s data based on the theoretical model.
According to the empirical results, the exchange rate pass-through displays an apparent asymmetry following the direction of the change in the exchange rate over the periods from 1985 to
1995 (before the currency crisis) when the import dependence of intermediate input was relatively low. In the period from 1999 to 2012 (after the currency crisis), the exchange rate passthrough became significantly lower amid less asymmetry, displaying non-linearity that absorbs
slight changes in the exchange rate, but responds to drastic changes.
My results suggest that risk of hindering economic stability is not so high even if we allow the
volatility of exchange rate within a certain level in the operation of macroeconomic policy.

. Introduction
. Theoretical approach
. Estimation of exchange rate pass-through to export price
. Conclusion

■ The contents of this paper represent the personal opinion of the author and do not necessarily reflect the official view of the Bank of Korea. The name of the author should be
cited when reporting or quoting this paper.

* Research Dept. International Trade Team, Senior economist (Tel: +88-2-759-4435, e-mail: ryou@bok.or.kr)

16 QUARTERLY BULLETIN / JANUARY 2014

I. Introduction
Since the global financial crisis, the U.S. Federal Reserve Board and the European Central
Bank supplied massive liquidity, and Japan
recently implemented quantitative and qualitative easing policy. Their influence spread to
other countries through foreign exchange markets. Emerging market countries, in response to
currency appreciation pressures, are being vigilant about an unilateral hike in their own currency values by lowering their policy rates.1) In
some European countries, demands have arisen
of the need for coping actively with the strong
euro.
Calvo & Reinhart (2002) point out the socalled “fear of floating” phenomenon, in which
many countries that nominally adopted the
floating exchange rate regime restrain free
exchange rate changes in actuality. Levy-Yeyati et
al. (2013) suggested empirical results named
“fear of appreciation”, to describe the motivations of developing countries’ interventions in
the foreign exchange market, which have
aimed, in general, at defending the rise of their
own currencies.
Such preference of currency depreciation is
basically based on the theory that increasing
exports through lowering export prices 2) can
contribute to vitalizing domestic industries and
growth.3)
In most cases, however, if the exchange rate
changes, i) export prices do not change to the
same extent (incomplete pass-through), ii)
export prices respond only to a fall (rise) in the
exchange rate (asymmetry), or iii) export prices
respond only to drastic (slight) changes in the
exchange rate (non-linearity).
Accordingly, in the case that exchange rate
pass-through to export prices is overestimated or
underestimated, the effectiveness of macroeco-

nomic policy based on this estimation can be
diminished. Wary of this possibility, studies on
the exchange rate pass-through have become
active again recently, led by central banks and
international financial organizations.
Theoretical studies related to exchange rate
pass-through chiefly concentrated on the analysis of markup patterns stemming from firms’
profit maximizing strategies. Various views on
the size of the exchange rate pass-through,
asymmetry and nonlinearity have been presented in empirical analyses.
Like Krugman(1986), who pointed out the
phenomenon called “Pricing to Market (PTM)”,
when a fall in the dollar’s value in the 1980s
did not pass through to a change in the price of
imported goods in the U. S., initial studies concentrated mainly on the analysis of incomplete
pass-throughs and their causes.
Subsequently, through an empirical analysis,
Knetter (1994) also found that export prices in
Germany and Japan react differently to a rise
and fall of the exchange rate. Since then, a
number of empirical study result on asymmetry
of exchange rate pass-through and non-linearity
have been announced. (Gil-Pareja, 2000; Mahdavi, 2002; Pollard & Coughlin, 2004; Campa
and Goldberg, 2005; Bussie、
re, 2007; Marazzi
and Sheets, 2007; Choudhri and Hakura, 2012,
etc.).
Theoretically, asymmetry in the size of the
exchange rate pass-through and their non-linear
effects to export and import prices have been
attributed to competition for market share, constraints on production and sales capacity, and
menu costs following firms’ price -setting to
maximize profits. It has been analyzed that
exchange rate changes are either being
absorbed or are passing through to prices via
markup adjustments. Accordingly, most preceding studies focus on quantitative empirical stud-

1) In case of Israel, while announcing the lowering of basic interest rate on May 13, 2013, it was clarified that the purpose is to defend appreciation of Shekel value against
dollar and euro.
2) Based on export destination currency, unless otherwise stipulated, the same hereafter.
3) In case that price elasticity of exports and imports is low, temporarily trade balance can be worsened owing to the J-curve effect. However, it is considered as a transient
phenomenon following the adjustment process.
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ies on the size of the exchange rate passthrough, asymmetry, and determining the existence or nonexistence of non-linearity. However,
they do not reach a clear theoretical agreement
as analysis results are varied4)
In Korea, a number of empirical studies dealing with the exchange rate pass-through to
export prices (Oh, Jae-kwon·Chung, Sang-don,
1991; Suh, Young Kyung, 1999; Chang, Bongkyu, 2003; Choi, Yo-chul·Kim, Chi-ho, 2001;
Ghosh and Rajan, 2007; Seong, Myung-ki, 2008;
Lee, Hang-yong·Kim, Hyun-wook, 2009; Choi,
Jung-koo, 2012, etc.) have been carried out, but
also failed to convene on an explicit consensus
on the results.5)
In a separate approach, Amiti et al. (2012)
suggest from the empirical results obtained
from microanalysis, using Belgium firm-product-level data, that firms, that are characterized
by higher market shares and have a high proportion of imports consisting of intermediate
inputs, are influenced less by the effects of the
exchange rate pass-through. According to the
study results, the exchange rate pass-through of
small-scale exporters with no portion of imports
to intermediate input was 90 percent, a level
near complete pass-through. On the other hand,
the exchange rate pass-through of large
exporters with a high market share and a high
portion of imports to intermediate input was 56
percent.
In the case of Korea, only Cho Taek-hee
(2010) mentions an indirect pass-through effect
following the difference of import intermediate
input cost in the analysis on exchange rate passthrough by industry-level.
In this study, I expand on the existing empirical analyses by firm and industry level conducted by Amiti et al. (2012) and Cho Taek-hee
(2010) into by providing a macro-perspective
and suggest an exchange rate pass-through

model that explicitly considers the effect of
intermediate inputs’ import dependence from
the cost side, in addition to the effect of
markup.
Along with this, I estimate the exchange rate
pass-through to export prices in Korea before
and after the currency crisis and try to draw its
implications from comparing them. In an
export industry structure like Korea where the
import dependence of intermediate inputs such
as raw materials and capital goods is high, the
exchange rate changes heavily influence marginal cost and constrains the firms’ markup
adjustment capability.
Also in the course of economic development,
the possibility is high that the peculiarity of
exchange rate pass-through patterns, resulting
from the existence of trade barriers such as
quota systems and anti-dumping tariffs, and the
restriction on supply capability in the production facility expansion stage before the currency
crisis.
In this study, I would like to estimate the size
of the exchange rate pass-through to export
prices in Korea before and after the currency
crisis and compare each other to discuss their
implications, in addition to dealing with theoretical analysis.
The composition of this study is as follows. In
Chapter II, I will embody the effect of exchange
rate change on export price through a theoretical model taking into account the cost side. In
Chapter III, I will carry out an empirical analysis
exchange rate pass-through to export price and
analyze the result. Finally, in Chapter IV, I will
suggest the conclusion of this study.

4) Marston (1990) and Knetter (1994) say the exchange rate pass-through was large during the exchange rate falling period, whereas Ohno (1989) and Kanas (1997) assert
it was large during the exchange rate rising period. On the other hand, Gil-Pareja (2000) and Mahdavi (2002) suggest that it appeared differently according to industry
or country.
5) According to the empirical results of Oh Jae-kwon°§Chung Sang-don (1991), Suh Young Kyung (1999), Chang Bong-kyu (2003), Choi Yo-chul°§Kim Chi-ho (2001) and
Cho Jung-koo (2012), the pass-through was larger during the exchange rate falling period than during the exchange rate rising period. Ghosh and Rajan(2007) and Sung
Myung-ki(2008), however, suggest inversely. In the meantime, asymmetry changed before and after the currency crisis, but it existed in both cases.
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(2)

II. Theoretical Approach

(3)

1. The model
Local currency-denominated export prices are
determined by adding markup to the marginal
cost in accordance with the profit maximizing
condition.

Foreign currency-denominated export prices
are determined by the following equation:
(1)
All variables are converted into log form. pf,
pd refer to the foreign currency-denominated
export price and local currency-denominated
export price, respectively. e refers to the nominal
exchange rate; μto the markup; and mc to the
marginal cost.
Meanwhile, markup is assumed to be a linear
function of the exchange rate, and the marginal
cost as a function of the exchange rate and
other variables. As markup and marginal cost
are based on the local currency, they should rise
in the case of a hike in the exchange rate.
Accordingly, they can be written as follows:

In the case of assuming markup and marginal cost as linear functions of the exchange rate,

By combining equation (2) and (3) and
rewriting the export price- determining formula:
(4)
Through equation (4), we can recognize that
the effect of exchange rate on export price is
determined by (ф1 θ1 1). In view of this, we
need to pay attention to the different charactersistics of the two parametersф1, and θ1.
θ1, reflecting the effect of the exchange rate
on marginal cost, is a short-term fixed variable,
whereasф1 , the exchange rate elasticity of
markup, is a variable which describes firms’
strategic decisions according to their market
shares or production capabilities. 6) In other
words, the former is the primary constraint condition of export prices coming from rate
changes and the latter is a type of response
function. Distinguishing the difference of the
two parameters is the core part in understanding this model.
In the existing model, which ignores the cost
side, the exchange rate pass-through is (ф1 1).
When conducting an empirical analysis on this,
the influence of the exchange rate in marginal
cost is omitted so that model mis-specification,
in which the effect of the exchange rate passthrough may be overestimated or underestimated, may occur. The possibility is high that the
existing disparity in empirical results about the
size of exchange rate pass-through and non-linearity is attributable to such errors.
Equation (4) can be represented in OLS form
for empirical analysis as follows;
(5)

6) In the long-term, particularly in the case of capital goods, if the exchange rate goes up, domestic intermediate goods can be replaced. However, as this study focuseds on
short and mid-term exchange rate pass-through, such cross elasticity is not considered.
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In equation (5), β1 indicates the size of the
exchange rate pass-through and β2 indicates the
effect of other variables, excluding the
exchange rate. Overseas import demand for
export goods and prices of domestic intermediate inputs fall in the “other variables” category.

Note that the exchange rate changes are
passed through to marginal cost at a certain
ratio (θ
1) first, and then lead to an adjustment
of markup. It should be noted that an increase
or decrease in marginal cost works as a compulsory constraint on a short-term basis, whereas
markup is a selective variable.

2. Empirical implications
〈Figure 1〉
The decline in exchange rate pass-through

Following the theoretical approach of the previous chapter, we include the cost-side exchange
rate pass-through into the export pricing equation. Here firms’ markup adjustment capacity
differs markedly from the existing model as
shown in <Table 1>.
When the exchange rate increases (e0 e1), the
export price, which is converted to local currency based on the same export price(pf), moves
upward (p0d p1d) automatically. In the existing
models, the amount of increase of the export
price caused by exchange rate change is reflected in the increase of markup. In my model,
however, owing to the increase in import price
of intermediate inputs, the effect is decomposed
into the increase of marginal cost and markup,
and is expressed as follows.

On the contrary, in the instance that the
exchange rate falls (e0 e2), a decrease in localcurrency denominated export price pd in the
existing model is estimated to be caused by a
decrease in markup according to the same reasoning. When we consider the imports of intermediate inputs, however, some decomposed to a
decrease of marginal cost and others decomposed to a decrease of markup.

Exchange rate and markup

existing model

new model with MC

Note : P0d(=Pf*e0), P1d(=Pf*e1) and P2d(=Pf*e2) are the export prices based on
local currency

Asymmetry of pass-through
Asymmetry of exchange rate pass-through
refers to the phenomenon that an exchange rate
increase and decrease each yields disparate patterns of the exchange rate pass-through to
export prices.7)
First, in the case that there is a limit on export
supply owing to restraints posed by limitations
of firms’ production facilities or the existence of
trade barriers such as quota systems or antidumping tariffs, it is difficult for firms to
increase export volume, even when the
exchange rate goes up. Accordingly, firms maximize profits by increasing of markup, instead
of by lowering the export price. Such an asym-

7) Theoretically, asymmetry is a concept included in non-linearity. In this paper, however, I use them separately for the sake of convenience in analysis.
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metry caused by quantity constraints has a characteristic that pass-through occurs in the case of
a fall in the exchange rate, but pass-through
does not occur in the case of a hike in the
exchange rate.
Meanwhile, under the assumption that firms,
under monopolistic competition, set prices taking into account their market share (pricing-tomarket), an exchange rate increase will lead to
their expanding their market share, while maximizing profits by lowering sales prices. In the
case of a decrease in the exchange rate, however,
they absorb the effect through the reduction of
markup instead of a hike in the price in fear of
a fall in market share. Accordingly, asymmetry
caused by emphasis on market share has a pattern that pass-through to export price clearly
appears with a rise in the exchange rate, but it
does not appear with a fall in the exchange
rate.8)
In the case that import dependence of intermediate input is low, exchange rate change is
passed through to the firm’s markup adjustment
ability in the absence of constraints on the cost
side. Therefore, under the condition that supply
constraints or market share first strategies exist,
adjustable markup spread is relatively large, if
import dependence of intermediate input is low,
so that ability to impose asymmetric pricing is
secured to some extent. On the other hand, if
the import dependence of intermediate input is
high, the effect of exchange rate change is
absorbed by an increase or decrease of marginal cost first, so that markup’s adjustable spread
reduces and the ability of asymmetric pricing is
also reduced relatively.
To conclude, the stronger the influence of
exchange rate on the marginal cost becomes, the
lower the possibility is of the revelation of firms’
asymmetric exchange rate pass-through pattern.

Non-linearity
The non-linearity of exchange rate passthrough refers to the phenomenon that the
exchange rate pass-through exhibits different
patterns below and above a certain level of
exchange rate changes. In the existing theory,
the cause of non-linearity is explained by the
existence of menu costs.
As shown in <Table 1>, in the existing model,
an increase(decrease) of exchange rate is passed
through to export price through an
increase(decrease) of markup. In my model,
however, its effect is absorbed by an
increase(decrease) of marginal cost first, then
the available spread of export price cut reduces
to that extent. Thus in the case of a slight rise in
the exchange rate, the effect is absorbed by an
increase of marginal cost first after which the
possible range of export price adjustment
becomes insignificant, raising the possibility that
the firm would fail to reach the menu cost. On
the contrary, in the case of a relatively higher
increase in the exchange rate, the available
range of export price cuts exceeds menu cost,
despite its absorption by the marginal cost, so
that the firm’s capability of lowering export
price becomes greater.
Accordingly, if the import dependence of
intermediate input is high, the effect of
exchange rate change is primarily offset by an
increase or decrease of marginal cost. As a
result, the possibility is high that a changing
spread of over a certain level (critical value) will
be necessary to let exchange rate change be
passed through to export price. High import
dependence of intermediate input works as a
factor to raise the level of critical value, which
occurs pass-through on the export price, and
make non-linearity clearer.

8) Knetter (1994), Pollard & Coughlin (2004)
9) According to the result of Chow test for the period after February 1980 when the fixed exchange rate system was changed into a multi-currency basket system, the null
hypothesis that a structural break does not exist over the period from the first quarter of 1983 to the fourth quarter of 1984 is rejected so that the estimation periods are
adjusted.
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Ⅱ. Estimation of Exchange Rate PassThrough to Export Price

price and exchange rate as follows.
(6)

1. Data and methodology
In this study, I estimate the exchange rate
pass-through to Korea’s export prices during the
period from the first quarter of 2012 to the
fourth quarter of 2012 in a quarterly series.9) I
use dollar-denominated manufacturing products’ export price index ( px), the won/dollar
arbitraged exchange rates average 10) and raw
and intermediary materials among domestic
supply price index from the Bank of Korea’s
economic statistical system and utilize the world
import demand (world)11) data from the International Monetary Fund (IFS). Preceding studies
do not divide import and domestic intermediary
goods while using the producer price index
(PPI). On the other hand, Amiti et al. (2012) try
to divide them according to the characteristics of
intermediary goods (imports or domesticallyproduced), noticing that the effect of the
exchange rate may differ. However, the use of
an indirect analysis method using relative price
index of domestic intermediary goods poses a
limitation.
In this paper, I use raw and intermediary data
in the domestic supply price index (ppi d) to
directly consider the influence of the exchange
rate on marginal cost. This is a point of significant improvement. In equation (4), I estimate
intermediate input after decomposing it into
one part provided from abroad, namely, the
part affected by exchange rate changes (θ1e),
and the part provided domestically (θ2z ). Owing
to such improvement, we could have more
clearly defined and more robust estimation
results, compared to preceding research.
First, I outline a general estimation equation
that assumes linear relationship between export

We can interpret equation (6) as follows. First,
parameter γ1 reflects the influence of the
exchange rate to markup and marginal cost.
Parameters γ2 and γ3 reflect the influence of
domestic input prices to the marginal cost. Parameter γ
4 reflects the factors that contribute to an
increase in export demand. Raw and intermediary materials among domestic supply price
included the relevant quarter and previous
quarter as the time lag, and global import
demand included the previous quarter.
Next, to confirm whether the response of
export price to the exchange rate is symmetric, I
consider the effects of exchange rate increases(etp)
and decreases(etn) separately and estimate the
exchange rate’s fluctuation rate as a dummy
variable.12)
(7)
If the difference between v1 and v2 after estimation of formula (7) is statistically significant,
we can say that asymmetry exists.
Finally, I test the threshold effect to verify the
non-linearity of the exchange rate pass-through
effect. In this study, I define large exchange rate
fluctuations to be changes greater than 2%p
and small fluctuations to be those that are less
than 2%p. There is no universally agreed-on
standard related to this threshold.13) In this study,
I apply the ±2% fluctuation gap, which is generally used as the classification standard of the
floating exchange rate regime and the peg
exchange rate regime.14)

10) Owing to shortage of times series data before 1990, I use the arbitraged rate for the won/dollar exchange rate.
11) I assume that global import demand affects export price by putting lag. Moreover, the estimation results appears that global import demand of relevant quarters are
unrelated to export price, so I included only the previous quarter in the explanatory variable. Meanwhile, I cannot use the global import volume index of the Netherlands’ CPB, a representative global import demand indicator, owing to shortage of time series data before 1991.
12) I quote methodologies of Knetter(1994) and Bussi?re(2007), etc.
13) Pollard and Coughlin(2004) and Seong Myung-ki(2008) use 3%p, and Bussi?re(2007) and Cho Jung-koo(2012) use standard deviation of sample period as a classification standard.
14) Reinhart & Rogoff(2004), Shambaugh(2004) set ±2% as the standard to classify the floating exchange rate regime and the peg exchange rate regime. Meanwhile, IMF
(De Facto Classification of Exchange Rate Regime and Monetary Policy Framework, 2006) clarified that ±2% is the standard of the crawling bands exchange rate system.
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(8)
In equation (8), etLp refers to an exchange rate
hike greater than 2%p, etSp represents an
exchange rate hike less than 2%p, and etLn and
etSn refers to a fall of the exchange rate greater
than 2%p and less than 2%p.
If the responses of export prices to the
exchange rate changes vary based on a certain
threshold, we can predict that non-linearity
exists.
2. Empirical analysis
We need to consider two issues prior to conducting the empirical analysis of the exchange
rate pass-through to export prices in Korea.
As shown in <Figure 2>, the won/dollar
exchange rate trend shows large changes in
terms both of the level of the changes and the
degree of volatility some time during the currency crisis. This indicates the possibility that a
structural break around the currency crisis
might have occured.
〈Figure 2〉

Exchange Rate Fluctuation

(won / dollar)

years from the first quarter of 1996 to the
fourth quarter of 1998 before and after the currency crisis was rejected. Accordingly, I exclude
the cited period from the sample periods. On
the other hand, based on the Chow test for the
global financial crisis period from 2008 to 2009,
the null hypothesis that structural changes did
not exist, cannot be rejected.
In this study, therefore, I set the whole period
from the first quarter of 1985 to the fourth
quarter of 2012 as the sample period, and I estimate the exchange rate pass-through to export
prices, after dividing the period into two periods, the period before the currency crisis from
the first quarter of 1985 to the fourth quarter of
1995, and the period after the currency crisis
from the first quarter of 1999 to the fourth
quarter of 2012.
Since I am focusing on analyzing the
exchange rate’s influence from the marginal
cost side, I look into the variations in the import
dependence of intermediate input in the export
industry.
<Figure 3> represents the import inducement
coefficient on the input-output table which rose
from 0.304 in 1990 to 0.437 in 2010. Thus it is
estimated that the influence of the exchange
rate on marginal cost rose with an increase in
the import dependence of intermediate input.15)
Following the theoretical analysis of Chapter II,
〈Figure 3〉

Ratio of imported input

source : The Bank of Korea, ECOS

Based on the Chow test results on the estimation of (5) and (6), the null hypothesis that
structural changes had not existed for three

source : Input-Output tables

15) <Table 3> coincides with the concept of import dependence of intermediate input of the whole economy in a strict sense that uses column total of export and import
inducement coefficients on the input-output tables. For the convenience of analysis, however, changes of individual industry’s intermediate input can be estimated by
using the raw total by industry.
Comparing the 1995 and 2010 import inducement coefficients by industry, import inducement coefficients fell in all industries, except for “textiles and leather goods,”
and “lumber and paper products.” Accordingly, it is difficult to estimate that import inducement coefficients rose owing to a hike in the import inducement degree of
specific industries or a change in the main product of export.
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the exchange rate pass-through to export prices
in Korea is predicted to have displayed a slower
pace of decline the period after the currency crisis than in the period before the crisis.

Linearity
<Table 1> shows the estimation results of the
general OLS model assuming a linear relationship between exchange rate changes and export
prices.
〈Table 1〉 OLS estimation of export prices1)

constant
△et
△ppi td-1
△ppi td
△world t -1
F-stat

DW
Adjusted

Sample Period
(1985Q1~
2012Q4)

pre-crisis
(1985Q1~
1995Q4)

post-crisis
(1999Q1~
2012Q4)

-0.005**
(0.00)
-0.450***
(0.03)
-0.423***
(0.06)
0.981***
(0.08)
0.085***
(0.02)
70.22
1.78

0.005**
(0.00)
-0.557***
(0.09)
-0.026
(0.21)
0.074
(0.19)
0.033*
(0.02)
14.59
1.69

-0.010***
(0.00)
-0.466***
(0.04)
-0.357**
(0.10)
1.103***
(0.06)
0.105**
(0.04)
84.6
2.24

0.71

0.56

Next, I test the endogeneity of explanatory
variable related to domestic intermediate input
price via the Generalized Method of
Moments(GMM). I compare endogeneity by
regarding the total producer price used in the
existing studies and domestic supply production
material price used in this paper as explanatory
variables. In the case of using total producer
prices, it seems that the null hypothesis that
endogeneity does not exist can be rejected. This
means that a serious problem concerning endogeneity exists in the existing estimation of the
degree of exchange rate pass-through to exports.
On the other hand, in the case of using domestic supply production material prices, the null
hypothesis that endogeneity does not exist fails
to be rejected, showing that this model is a more
improved one.
Meanwhile, F-statistics and adjusted R2 during
the period before the currency crisis are much
lower than those after the currency crisis.
Accordingly, we cannot rule out the possibility
that problems about non-linearity and asymmetry in the estimation are inherent.

Linearity test

0.86

Note: 1) *, **, and *** denote significance at 90%, 95%, and 99% respectively.
t-statistics in parenthesis by Newy-West HAC
(Heteroskesdasticity and autocorrelation consistent)
standard errors in parentheses

To confirm whether asymmetry and non-linearity exist in this model, I conduct Thursby
and Schmidt(1977)’s RESET test and report the
results as in <Table 2>.17)

According to <Table 1>, the exchange rage
pass-through (absolute value) declined from
0.557 before the currency crisis to 0.466 after the
crisis. It also appears that the export price after
the currency crisis responded to domestic supply
price changes and import demand more sensitively. It can be interpreted that Korea’s export
industry secured competitiveness in the global
markets, thus displaying pricing-to-market patterns.16)

16) In case of the previous quarter( △ppi dt -1) of domestic supply price, the coefficient appeared as (-) and the one of relevant quarter (△ppi dt ) as (+). This reflects that the
quarterly series of Korea’s domestic supply price showed a moving tendency while repeating ups and downs. It recorded 36 cases of moving toward the same direction
as in the previous quarter during the sample period, and 76 cases of reversals of ups and downs.
17) Granger and Ter?svirta(1993) describ that Thursby & Schmidt(1977)’s RESET test, which estimates by including higher-order term of explanatory variables in the estimation method, is superior than the Ramsey’s RESET test, which conducts the LM test by including higher-order terms of dependent variables in the estimation method in
terms of the non-linearity test.
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〈Table 2〉 The non-linearity test of export price
Sample periods
(1985Q1~
2012Q4)
constant
△et
△e t2
△e t3
△ppi td-1
△ppi td-12
△ppi td-13
△ppi td
△ppi td2
△ppi td3
△world t -1
△world t2-1
△world t3-1
F-stat

DW
Adjusted R-squared

pre-crisis
(1985Q1~
1995Q4)

post-crisis
(1999Q1~
2012Q4)

-0.01**
(0.00)
-0.430***
(0.08)
0.633
(1.22)
-1.385
(5.59)
-0.206**
(0.10)
-3.635
(2.89)
4.174
(24.31)
1.190***
(0.14)
-4.032
(4.08)

0.004
(0.00)
-0.789***
(0.12)
11.213**
(3.69)
309.76**
(100.82)
-0.345
(0.30)
-10.834
(6.76)
985.69*
(531.03)
0.219
(0.23)
-5.326
(5.75)

-0.011**
(0.00)
-0.534***
(0.07)
-2.299
(1.37)
12.322*
(6.32)
-0.453**
(0.18)
6.901
(6.43)
-71.124
(63.93)
1.095***
(0.15)
-7.296**
(3.28)

2.034
(35.65)
0.015
(0.05)
0.499**
(0.25)
2.132
(1.71)
26.90
1.79

-199.77
(334.93)
0.048
(0.06)
-0.022
(0.16)
-2.152
(3.77)
6.66
1.74

95.209**
(37.53)
0.281**
(0.08)
-0.550
(0.49)
-6.405**
(2.43)
30.86
2.23

0.74

0.61

0.87

Note: 1) *, **, and *** denote significance at 90%, 95%, and 99% respectively.
t-statistics in parenthesis by Newy-West HAC
(Heteroskesdasticity and autocorrelation consis-tent) standard error

According to <Table 2>, both the square term
and cubic term and the exchange rate appear to
be significant before the crisis, showing the possibility of asymmetry. After the crisis, however,
the cubic term appears significant, showing the
possibility of non-linearity.
Technically, it is known that the coefficient of
the exchange rate square term appears appears
to be positive (+, convex) when asymmetry is

caused by supply constraints and appears to be
negative (-, concave) when that it is caused by
the strategy of maintaining market share.18)

Asymmetry
To test for the asymmetry of exchange rate
pass-through to export prices depending on the
direction of change, I estimate equation (6) and
report the results in <Table 3>.
〈Table 3〉

constant
△e tp
△e tn
△ppi td-1
△ppi td
△world t -1
F-stat

DW
Adjusted R-squared

Asymmetry of ERPT
Sample periods
(1985Q1~
2012Q4)

pre-crisis
(1985Q1~
1995Q4)

post-crisis
(1999Q1~
2012Q4)

-0.004
(0.00)
-0.481***
(0.04)
-0.355***
(0.09)
-0.379***
(0.06)
0.983***
(0.07)
0.076***
(0.02)
56.96
1.83

0.000
(0.00)
-0.167
(0.14)
-0.815***
(0.13)
-0.029
(0.19)
0.068
(0.15)
0.035*
(0.02)
15.10
1.95

-0.010**
(0.00)
-0.467***
(0.07)
-0.466***
(0.09)
-0.357**
(0.13)
1.103***
(0.09)
0.105**
(0.04)
66.38
2.24

0.72

0.62

0.86

Note: 1) *, **, and *** denote significance at 90%, 95%, and 99% respectively.
t-statistics in parenthesis by Newy-West HAC
(Heteroskesdasticity and autocorrelation consis-tent) standard error

Before the currency crisis, there was no significant relation between export price in the
case of the rise in the exchange rate, but there
was a high pass-through degree of 0.815 in the
case of a fall in the exchange rate, marking the
dependence of the exchange rate pass-through
on the direction of the exchange rate changes.
After the currency crisis, however, almost the
same level of pass-through degrees of 0.467 and

18) Bussiere(2007)
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0.466 appeared according to a rise and fall of
the exchange rate, showing no asymmetry.19)
Before the currency crisis, asymmetry
appeared clearly owing to the existence of trade
barriers such as the quota system in the exportoriented industries like textiles and electrics &
electronics, and anti-dumping tariffs, and supply constraints in the semiconductor industry.
On the other hand, it is analyzed that such
asymmetry disappeared as production capability
was secured owing to the more open global
economy under the WTO system after the currency crisis, and the advancement of Korea’s
export industrial structure.20)

Non-linearity
To lo ok into whether the influence of
exchange rate change on export price has a different pattern on the standard of threshold (±
2%p), I estimate equation (7) and report the
results in <Table 4>.21)
Before the currency crisis, the pass-through
coefficient was 0.971 in the case of a slight fall
(less than 2%p) and 0.795 in the case of a larger
fall (more than 2%p). After the currency crisis,
meanwhile, a significant pass-through relationship does not appear to exist in the case of a
slight change in the exchange rate. With a larger change, however, the pass-through is 0.462 in
the case of a rise and 0.469 in the case of a fall.22)
This indicates that export prices absorb the
influence of a slight change in the exchange
rate through markup and responds only in the
case of a large change.

〈Table 4〉

constant
△e tLp
△e tSp
△e tLn
△e tSn
△ppi td-1
△ppi td
△world t -1
F-stat

DW
Adjusted R-squared

Export Price: Nonlinearity of ERPT
Sample periods
(1985Q1~
2012Q4)

pre-crisis
(1985Q1~
1995Q4)

post-crisis
(1999Q1~
2012Q4)

-0.002
(0.00)
-0.486***
(0.04)
-0.805**
(0.25)
-0.334***
(0.09)
-0.244
(0.27)
-0.369***
(0.06)
0.983***
(0.07)
0.073***
(0.02)
40.01
1.84

0.000
(0.00)
-0.069
(0.15)
-0.446
(0.33)
-0.795***
(0.14)
-0.971***
(0.26)
0.019
(0.20)
0.023
(0.15)
0.034*
(0.02)
10.71
1.87

-0.011**
(0.00)
-0.462***
(0.08)
-0.495
(0.35)
-0.469***
(0.11)
-0.564
(0.39)
-0.359**
(0.13)
1.103***
(0.09)
0.106**
(0.04)
45.59
2.24

0.71

0.61

0.85

Note: 1) *, **, and *** denote significance at 90%, 95%, and 99% respectively.
t-statistics in parenthesis by Newy-West HAC
(Heteroskesdasticity and autocorrelation consis-tent) standard error

Prior to the currency crisis, the degree of
pass-through stood higher with a slight fall in
the exchange rate than a large fall. Such a pattern appears when there is a restraint in export
firms’ markup reduction capability. After the
foreign exchange crisis, however, pass-through
does not appear in the case of a slight exchange
rate change. It seems that Korean firms have
secured a certain level of markup capability
thanks to improved competitiveness.
3. Interpretation
According to the estimation results of the
exchange rate pass-through to export prices in
Korea, asymmetry caused by supply constrains
appeared during the pre - crisis period so that

19) According to the Wald test result, coefficients of the variables concerning exchange rate rise( △e tp) and decrease(△e tn) differ significantly before the currency crisis,
whereas there is no difference between them statistically after the currency crisis.
20) Among export items to the U.S., color TV(1984) and semiconductor(1997) received an anti-dumping ruling. In 2005, the quota system was abolished for textile items. In
the analysis by industry, the pass-through effect did not appear in the case of a rise in the exchange rate, but appeared in the case of a fall in oprices for textiles, leather
products and electric & electronics equipment before the currency crisis. It is analyzed that such asymmetry disappeared after the currency crisis.
21) In the sample period, the periods from the second quarter of 1987 to the first quarter of 1989(8 quarters in a row, average falling gap of 3.0%p) during which the
exchange rate fell persistently, the fourth quarter of 1987 and the third quarter of 1988 were classified as a drastic change, despite a declining gap of within 2%p, considering that unilateral expectation of the won currency’s appreciation formed owing to continuation of current account surplus. The periods during which the capital
market opening steps were implemented, including allowance of stock investment for foreigners(the first quarter of 1992) and deregulation of current trade(the third
quarter of 1992), were excluded from the analysis of exchange rate change, considering that the shock occurred in the foreign exchange market.
22) The results estimated based on the threshold of ±3%p, as in Pollard & Coughlin (2004) and Sung Myong-ki(2008), were similar.
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the pass-through relation is not significant in
the case of a rise in the exchange rate but reaches a nearly perfect 0.82 in the case of a fall in
the exchange rate.
After the currency crisis, the same passthrough of 0.47 appeared in the case of both a
rise and fall in the exchange rate. However, the
price did not respond to a slight change in the
exchange rate (less than 2%p) and responded
only to a drastic change, indicating non-linearity.
As the import dependence of intermediate
input went up in keeping with the expansion of
external openness after the currency crisis, the
exchange rate pass-through to export price lowered significantly and responded only to a certain higher level, showing non-linearity.
Meanwhile, it can be interpreted that asymmetry is significant before the currency crisis
owing to trade barriers such as trade partners’
quota systems and anti-dumping tariffs and a
supply constraints factor in the semiconductor
industry.
After the currency crisis, however, a certain
level of differential market share was secured in
the global market, from which firms obtained
marginal adjustment capability.23)
The influence of the exchange rate change to
export price weakened considerably more after
the currency crisis than before the crisis and the
influence did not appear in the case of a change
of less than a certain level (±2%p).

〈Figure 4〉

Marginal cost and markup

pre-financial crisis
(1985~1995)

post-financial crisis
(1999~2012)

According to <Figure 4>, the influence of a
fall in the exchange rate (e-) became a nearly
complete pass-through (0.82) without a markup
adjustment as in (b) before the currency crisis as
in (a). A rise in the exchange rate(e+), meanwhile, was absorbed by markup, and passthrough did not occur. In the meantime, the
slope of marginal cost (mc) in response to an
exchange rate change was estimated to be steeper after the currency crisis than before the currency crisis, owing to a rise in the import dependence of intermediate inputs. ( (c) (c’) ).
Also, as in (b’), markup showed a tendency
of absorbing slight changes ( e 2- , e 2+ ) and
responded only to a drastic change. As in (a’),
accordingly, asymmetry in the exchange rate
pass-through to export price disappears after the

23) Amiti et al.(2012) suggest the empirical results that firms with a higher market share and import dependence of intermediate input have a lower exchange rate passthrough.
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currency crisis, but the pass-through is
reduced(0.46) significantly.
Also, as in (b’), markup is showing a tendency of absorbing slight changes (e 2-, e 2+) and
responding only to a drastic change. As in (a’),
accordingly, asymmetry in the exchange rate
pass-through to export price disappears after the
currency crisis, but the pass-through was
reduced(0.46) significantly.
This paper places the focus on changes in the
exchange rate pass-through appeared as the
increase in external openness was caused in the
macroeconomic side. However, significant differences will exist in import dependence of
intermediate input according to industry, so that
the extent of changes in asymmetry and nonlinearity is likely to show a difference. From this
point of view, I would like to leave an analysis
by industry as the future task of study.
Meanwhile, I clarify that a change in the
degree of exchange rate pass-through is analyzed as an important factor, rather than limiting the analysis to an increase in import dependence solely to intermediate input.

Ⅳ. Conclusion
This study is significant in the sense that it
establishes a new model for analysis of the
exchange rate pass-through to export prices.
Divulging from existing studies, I newly interpret the issues on asymmetry and non-linearity
in a new way by explicitly adding the influence
of the exchange rate change from the cost side.
In particular, I explain the influence of increase
in external dependence from the macroeconomic environment on firms’ profit-maximizing pattern from the micro-side and the route of reducing the exchange rate pass-through to the export
price.

Moreover, I confirm that the empirical results
of the study coincided with the aforementioned
theoretical implications. After the currency crisis
when import dependence of intermediate input
expanded, the degree of the exchange rate passthrough to export prices was estimated to have
lowered significantly. It displayed non-linearity,
because it was not passed through to export
price in the case of a slight change in the
exchange rate, but passed through to export
price in the case of a large change.
This means that the influence on the financial market and the influence on the real economy can differ according to the scale of the
exchange rate change. The financial market
responses to slight changes of the exchange rate
with instant arbitrage. On the other hand, the
commodity market showed a rigidity about
exchange rate changes within a certain threshold. Widely different from the existing common
idea that the volatility of exchange rate expands
uneasiness of real economy, this suggests that in
terms of the macroeconomic policy operation
side, stability of real economy can be secured
even in case of accommodating exchange rate
volatility within a certain level.
Related to a series of effects on monetary policy, we need to pay attention in particular to the
possibility of overestimating the transmission
mechanism in the form of eased monetary policy
a rise in exchange rate
a fall in export
price
a rise in exports
and improvement
of current account.
Future study will be carried out in a direction
toward illuminating relations between macroeconomic variables under the open economic
system by broadening the study to exchange
rate pass-through to inflation24), and the relationship between monetary policy and the
exchange rate.

24) Ca’Zorzi(2007) suggested the empirical analysis result that the exchange rate pass-through degree on inflation is always higher in the newly emerging markets than in
advanced countries.
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Flow of Funds in the First Half of 2013 (preliminary)

Overview
As of the end of June 2013, the nation’s total
financial assets outstanding had increased by
4.2% from the end of 2012 to 12,109.5 trillion
won.
Viewing the component ratio of financial
assets, the shares of cash and deposits(18.3%
19%), insurance and pension(5.9% 6.2%),
bonds(19.7% 20.7%), and loans (17.5% 18.2%)
went up, whereas those of stocks and
investment equities(17.4% 17.2%) dropped.
Looking at the trend of financial assets and
liabilities of the households and non-profit
institutions serving households sector at the end
of June 2013, financial assets had increased by
64.2 trillion won from the end of 2012 to
2,549.6 trillion won, while liabilities had risen
by 23.4 trillion won to 1,182.2 trillion won.
As financial assets of households and nonprofit institutions increased at a faster pace than
their financial liabilities, the net financial assets
(financial assets-liabilities) of households and
non-profit institutions had increased by 40.9
trillion won from 1,326.6 trillion won at the
year-end of 2012 to 1,367.5 trillion won. The
ratio of financial liabilities to financial assets of
households and nonprofit institutions similarly
rose from 2.14 times at the end of 2012 to 2.16
times.
Viewing the shares of the component of the
financial assets of households and nonprofit
institutions serving households, that of
insurances and pensions(27.4% 28.2%) went
up, whereas those of deposits(44.1% 44.0%),
beneficiary certificates(3.5% 3.3%) and
stocks(15.9% 15.4%) all dropped.
Viewing the shares of the component of the
financial liabilities of households and nonprofit
institutions serving households, those of
borrowings from insurance companies(8.3%

8.4 %) and borrowings from other financial
institutions(6.2% 7.0%) rose, but those of
borrowings from credit-specialized institutions(8.3%
8.1%), from depository corporations(68.5%
68.0%) and from public financial institutions(2.7%
2.6%) all fell.
Lo oking at sectoral financial transaction
trends, in the case of the non-financial
corporations sector, the scale of its funds
shortage narrowed from 59.9 trillion won in the
second half of 2012 to 8.8 trillion won in the
first half of 2012, amid a decrease in the scale
of both fund-raising and funds utilization.
The scale of the sector’s fund-raising
decreased from the previous years (127.9 trillion
won 61.6 trillion won) as direct financing
shrank sharpy(72.0 trillion won 30.3 trillion
won), which served to offset an increase in
borrowings from depository corporations(-0.9
trillion won 18.8 trillion won).
In the case of households and nonprofit
institutions serving households, the scale of
fund-raising declined, so that the scale of funds
surplus(funds utilization - fund-raising)
dropped from 86.5 trillion won of the previous
year to 58.3 trillion won.
In the general government sector, the volume
of both fund-raising and funds utilization
diminished, and it shifted to a funds shortage
(22.1 trillion won -26.0 trillion won).
In the rest of the world sector, the volume of
the funds shortage narrowed from 53.7 trillion
won in the latter half of 2012 to 33.4 trillion
won.
In the financial corporations sector, the fund
surplus increased slightly from 4.9 trillion won
in the second half of 2012 to 9.9 trillion won
amid a decrease in scale of both fund-raising
and funds utilization.
Meanwhile, funds supplied to the domestic
non-financial sector (non-financial corporations,

Flow of Funds in the First Half of 2013 (preliminary) 31

〈Chart 1〉

Flow of Funds during the first half of 2013 (Summary)
(trillion won)

(Funds supply)

(Funds demand)

Uses

Sources

Uses

Sources

74.6

16.3

74.6

16.3

Households
and
non-profit
institutions
serving
households

Net financial
investment
(Financial surplus)

Net external funding
(Financial deficit)
8.8

58.3

Financial
corporations

Nonfinancial
corporations

Uses

Sources

209.8

199.9

Net financial
investment
(Financial surplus)

Net financial
investment
(Net external funding)

Uses

Sources

31.2

57.2

General
government

68.2

9.9

Net external funding
(Financial deficit)
26.0

Uses

Sources

-10.8

22.6

Net external funding
(Financial deficit)

Rest
of the world

33.4

general government, households and non-profit
institutions) by financial corporations excluding
the Bank of Korea fell from 158.7 trillion won
in the second half of 2012 to 84.7 trillion won.

Financial Assets and Debts
1. Total Financial Assets
As of the end of June 2013, the nation’s total
financial assets outstanding were 4.2% higher
than at the end of 2012, standing at 12,109.5
trillion won.
Viewing the composition of these financial
assets, the share of cash and deposits (18.3%
19%) remained almost unchanged and those of
insurances and pensions(5.9%
6.2%),
bonds(19.7% 20.7%) and loans(17.5% 18.2%)
went up, whereas that of stocks and investment
equities(17.4% 17.2%) fell.
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〈Table 1〉

Trends of total financial assets1)2)
(year-end, trillion won)

2009

2010

2011

2012

2013.6

Total financial assets

9,490.1
(10.2)

10,328.5
(8.8)

10,915.8
(5.7)

11,618.0
(6.4)

12,109.5
(4.2)

Currency & deposits

1,699.5
<17.9>
476.6
<5.0>
1,863.2
<19.6>
1,724.9
<18.2>
1,580.3
<16.7>

1,851.5
<17.9>
534.7
<5.2>
1,996.7
<19.3>
1,839.0
<17.8>
1,881.9
<18.2>

2,001.2
<18.3>
591.4
<5.4>
2,086.2
<19.1>
1,990.5
<18.2>
1,842.3
<16.9>

2,126.3
<18.3>
680.4
<5.9>
2,291.2
<19.7>
2,036.7
<17.5>
2,022.6
<17.4>

2,206.3
<19>
719.6
<6.2>
2,407.0
<20.7>
2,118.8
<18.2>
2,001.0
<17.2>

2,145.6
<22.6>

2,224.8
<21.5>

2,404.2
<22.1>

2,460.8
<21.2>

2,656.7
<22.9>

Insurances & pensions
Securities
Loans
Shares and other equities
Others3)

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

2. Financial Assets and Liabilities of the
Households and Nonprofit Institutions
Serving Households Sector

〈Chart 2〉 Component Ratio of Financial Assets(%)
of the Households and Non-profit
institutions serving Households
(%)

As of the end of June 2013, financial assets
held by households and non-profit institutions
serving households had increased by 2.6% from
the 2,485.4 trillion won at the end of the previous
year to 2,549.6 trillion won.
Viewing the composition of these financial
assets, the share of insurances and pensions(27.4%
28.2%) rose, but those of deposits(44.1%
44.0%), beneficiary certificates(3.5% 3.3%) and
stocks (15.9% 15.4%) declined.

〈Table 2〉

Financial Assets Outstanding of the Households and Non-profit institutions serving Households1)
(year-end, trillion won)

2009
Financial assets

Deposits
Insurances & Pension reserve
Beneficiary certificates
Stocks
Others2)

2010

2011

2012

2013.6

1,963.1
(15.7)

2,187.9
(11.5)

2,302.7
(5.2)

2,485.4
(7.9)

2,549.6
(2.6)

860.8
476.6
130.6
340.7

959.5
534.7
98.9
408.9

1,039.6
591.4
84.3
388.2

1,096.4
680.4
87.1
394.9

1,121.3
719.6
84.8
392.0

154.4

185.9

199.2

226.6

231.9

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 percentage change(%) from the preceding year-end.
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〈Table 3〉

Financial Debts Outstanding of Households and Non-profit institutions Serving Households1)
(year-end, trillion won)

2009

2010

2011

2012

2013.6

927.7
(7.3)

1,016.6
(9.6)

1106.0
(8.8)

1158.8
(4.8)

1182.2

660.1

718.3

767.9

793.7

803.5

264.2
Borrowings from insurance co.
77.2
Borrowings from credit-specialized inst. 53.4
Borrowings from public financial inst.
31.6
Borrowings from other financial inst.3)
45.1
Borrowings from government
1.8
Others4)
58.5

284.5
79.5
72.0
30.7
51.7
4.9
59.4

90.7
92.6
30.5
57.5
7.2
59.6

96.4
95.9
31.4
72.3
8.7
60.3

99.4
96.1
30.4
82.4
9.5
60.9

Financial debts

Borrowings from depository corps.
(Housing finance loans)2)

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

As of the end of June 2013, the liabilities of
households and non-profit institutions serving
households came to 1,182.2 trillion won, a rise
of 2.0% from the 1,158.8 trillion won at the end
of 2012, showing slower growth than the
previous year’s 4.8%.
Looking at the composition of these liabilities
in terms of financial instrument type, the share
of borrowings from insurance companies(8.3%
8.4%) climbed, whereas those of borrowings
from credit-specialized institutions(8.3% 8.1%),
borrowings from depository corporations(68.5%
68.0%) and borrowings from public financial
institutions(2.7% 2.6%) all dropped.
As of the end of June 2013, the net financial
assets (financial assets-liabilities) of households
and non-profit institutions serving households
had increased by 40.8 trillion won from 1,326.6
trillion won at the end of 2012 to 1,367.5 trillion
won. This was attributable to the fact that
〈Table 4〉

〈Chart 3〉 Percentages shares of the components of the
Financial Debts(%) of Households and
Non-profit institutions Serving Households
(%)

liabilities of households and non-profit
institutions increased by 23.4 trillion won, but
their financial assets soared by 64.2 trillion won,
their rise outpacing that of liabilities.

Trend of Net Financial Assets of Households and Non-profit institutions serving Households1)
(year-end, trillion won)

2009
Financial assets(A)
Financial debts(B)

Net financial assets(A-B)

2010

2011

2012

2013.6

1,963.1
(265.9)
927.7
(62.8)

2,187.9
(224.8)
1,016.6
(88.9)

2,302.7
(114.8)
1,106.0
(89.4)

2,485.4
(182.7)
1,158.8
(52.8)

2,549.6
(64.2)
1,182.2
(23.4)

1,035.4
(203.1)

1,171.3
(135.8)

1,196.7
(25.4)

1,326.6
(129.9)

1,367.5
(40.8)

Notes : 1) Represents households (including small unincorporated enterprises owned by households) and non-profit institutions serving households.
2) Figures in parentheses indicate change compared with the preceding year-end
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〈Chart 4〉 Trends of Financial Assets and Debts of
Households and Non-profit Institutions
Serving Households

Financial Transaction Characteristics
by Sector
1. Non-financial Corporate Sector

financial assets(left)
financial debts(left)
fanancial assets/debt ratio(right)

A. Fund-raising

Meanwhile, the ratio of financial assets to
liabilities of the households and non-profit
institutions serving households sector rose from
2.14 times at the end of 2012 to 2.16 times as
the growth of its financial assets exceeded that
of its liabilities.
〈Table 5〉 Ratio of Financial Assets to Financial Debts
of Households and Non-profit Institutions
Serving Households1)
(Outstanding basis)

(year-end, trillion won)

2009

2010

2011

2012

2013.6

2.12

2.15

2.08

2.14

2.16

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

In the first half of 2013, the volume of fundraising (increase in liabilities) by the nonfinancial corporations sector declined by 66.3
trillion won from the 127.9 trillion won recorded
in the second half of the previous year to 61.6
trillion won.
Looking at the pattern of fund-raising in the
non-financial corporations sector, the amount of
indirect financing expanded to 30.1 trillion won
from 17.3 trillion won in the latter half of the
previous year, led by borrowings from
depository corporations.
The volume of funds raised through direct
financing reduced from 72.0 trillion won in the
second half of 2012 to 30.3 trillion won, owing
to decreases in the volumes of corporate bonds
and commercial paper issued. Borrowings from
overseas also diminished from 15.4 trillion won
in the latter half of the previous year to 6.3
trillion won.
As fund-raising through direct financing and
borrowings from overseas in the non-financial
corporations sector fell, the proportion of fundraising through direct financing lowered from
56.3% in the second half of the previous year to
49.2% in the first half of 2013 and that of
borrowings from overseas dropped from 12.0%
in the previous year to 10.2%. The proportion of
fund-raising through indirect financing
〈Chart 5〉 Percentage shares in Non-financial
Corporation Sector’s External Fund-Raising
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〈Table 6〉

Fund Raising by the Non-financial Corporation Sector
(during period, trillion won)

Fund raising

2009

2010

2011

2012

2013.6

152.3

117.1

151.5

127.9

61.6

19.4
11.2
8.2
95.4
-8.5
69.6
23.8
9.3
6.1
31.4

23.4
4.9
18.5
61.5
2.7
28.4
20.6
8.9
4.3
27.9

48.1
33.8
14.3
64.0
7.7
28.4
15.2
12.1
15.2
24.2

17.3
-0.9
18.2
72.0
22.0
31.4
12.9
5.5
15.4
23.2

30.1
18.8
11.3
30.3
10.1
9.2
6.2
4.3
6.3
-5.1

Indirect finance1)
(Borrowings from deposit taking inst.)
(Borrowings from other financial inst.)
Direct finance2)
(Commercial paper)
(Corporate bonds)
(Stocks)
(Equities other than stocks)
Borrowings from overseas
Others3)

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

expanded from 13.5% in the previous year to
48.9%.
B. Funds Utilization

During the first half of 2013, the scale of
funds utilization (increase in financial assets) in
the non-financial corporations sector dropped
from 68.0 trillion won in the latter half of 2012
to 52.8 trillion won.
Viewing the pattern of fund utilization by
type of financial instrument, holdings of
securities increased as those of commercial
〈Table 7〉

paper and beneficiary certificates expanded,
which served to offset a decrease in those of
stocks. Deposits at financial institutions fell
from 30.2 trillion won in the latter half of 2012
to 20.9 trillion won owing to a decrease in
money in trust and long-term savings deposits.

C. Financial Shortage
During the first half of 2013, the financial
shortage (fund raising-fund utilization =
investment-savings) 1) of the non-financial
corporations sector narrowed to 8.8 trillion won

Funds Utilization by the Non-financial Corporation Sector
(during period, trillion won)

Funds utilization
Deposits in financial institutions
(Transferable & short-term deposits)
(Long-term savings deposits)
(Negotiable certificate of deposit)
(Money in trust)
Securities
(Commercial paper)
(Corporate bonds)
(Beneficiary certificates)
(Stocks)
Foreign claims
Others1)

2009

2010

2011

2012

2013.6

95.5

60.6

75.0

68.0

52.8

55.9
19.0
12.5
11.1
9.6
7.9
-1.9
0.9
-4.2
9.9
18.9
12.8

5.3
27.3
16.6
-30.6
-7.0
6.8
-0.3
1.5
1.2
4.6
27.5
21.0

28.9
9.2
13.4
-3.2
6.7
0.1
-0.5
-5.3
-4.5
8.6
22.2
23.9

30.2
10.3
5.5
-2.5
19.5
2.8
-6.8
2.6
-5.5
14.0
34.9
0.2

20.9
12.8
-4.9
0.6
9.8
9.6
5.0
-0.9
1.3
10.2
15.3
7.0

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

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 shortage of funds. However,
each economic sector engages in investment activities 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(funds 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 the increase in
financial assets and the increase in liabilities from the financial transactions aspect.

36 QUARTERLY BULLETIN / December 2013

from 59.9 trillion won during the second half of
the previous year.
〈Table 8〉 Non-financial Corporation Sector’s Funds
Shortage

(trillion won)

Funds shortage

2008

2009

2010

2011

2012

56.8

56.5

76.5

59.9

8.8

2. Households and Non-profit Institutions
Serving Households Sector
During the first half of 2013, the amount of
funds raised by households and non-profit
institutions serving households came to 16.3
trillion won, a decrease from 52.8 trillion won
in the second half of the year before.
By type of financial institution, there were
declines in fund-raising through other financial
institutions(14.7 trillion won
10.1 trillion
won), depository corporations(26.7 trillion won
6.4 trillion won), insurance companies(5.7
trillion won
3.0 trillion won) and creditspecialized institutions(3.5 trillion won
-1.5
trillion won).

〈Table 9〉

The volume of funds utilization of
households and non-profit institutions serving
households declined from 139.3 trillion won in
the second half of 2012 to stand at 74.6 trillion
won.
Looking at the pattern of funds utilized by
type of financial instrument, deposits at
financial institutions dropped from 57.2 trillion
won in the second half of the previous year to
25.2 trillion won, as long-term savings deposits
and money in trust contracted sharply, which
served to offset an increase in transferable &
short-term deposits and RPs.
Meanwhile, beneficiary certificates shifted
from net sales of 4.7 trillion won in the second
half of the previous year to net purchases of 4.5
trillion won. Equities investment turned around
from net sales of 9.3 trillion won in the second
half of the previous year to net purchases of 3.5
trillion won.
Reflecting this fund-raising and utilization
conjuncture, the fund surplus of the households
and non-profit institutions serving households
sector shrank from 86.5 trillion won in the
second half of the previous year to 58.3 trillion
won.

Fund Raising and Utilization by Households and Non-profit Institutions Serving Households
(during period, trillion won)

2009
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)
(Negotiable certificate of deposits)
(Repurchase agreements)
(Money in trust)
Insurance & pension reserves
Beneficiary certificates
Stocks
Others2)
Difference(B-A)3)

2010

2011

2012

2013.6

61.8
38.3
3.0
5.8
11.7

81.5
56.1
2.3
13.7
6.6

83.8
59.7
7.2
10.0
5.7

52.8
26.7
5.7
3.5
14.7

16.3
6.4
3.0
-1.5
10.1

145.4
91.8
55.6
32.5
-6.3
0.7
4.4
52.4
-23.2
4.1

141.8
95.6
33.8
63.0
-19.0
1.4
5.6
58.1
-31.6
1.0

138.2
79.1
12.7
47.6
-2.6
-0.2
12.8
56.6
-8.1
4.5

139.3
57.2
15.4
17.6
-0.8
-5.9
24.1
89.1
-4.7
-9.3

74.6
25.2
20.5
-5.9
-1.8
1.1
6.0
39.1
4.5
3.5

17.8

16.5

6.3

6.8

2.9

83.6

60.3

54.5

86.5

58.3

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 surpluses, negative figures represent financial deficits
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〈Table 10〉

Fund Raising and Utilization by the Government Sector
(during period, trillion won)

Fund raising(A)
(Government bonds)
(Borrowings from financial institutions)
Fund utilization(B)
Deposits at financial institutions
(Government deposits in BOK)
(Transferable & short-term deposits)
(Long-term savings deposits)
(Repurchase agreements)
(Money in trust)
Government loans
Securities
(Government & public bonds)
(Financial debentures)
(Corporate bonds)
(Stocks)
Foreign claims
Difference(B-A)

2009

2010

2011

2012

2013.6

51.9
48.9
0.7

39.6
35.0
0.8

33.6
34.5
-0.6

33.0
29.0
3.8

57.2
34.0
18.7

42.1
-4.9
-1.0
-1.1
-1.9
-3.3
2.2
12.5
24.4
12.7
-3.7
10.3
-10.6
4.7

52.3
7.0
3.5
5.4
-0.5
-1.0
3.8
18.2
15.9
-2.7
-3.7
1.8
11.3
7.8

56.9
2.0
-1.2
-2.6
3.7
0.5
3.5
14.3
35.7
9.7
-3.0
5.1
14.3
3.0

55.1
-4.9
1.5
4.5
-2.9
-1.2
-6.2
18.8
19.3
3.5
-4.9
3.2
4.5
20.2

31.2
2.5
-5.8
4.3
2.1
0.8
1.6
10.7
15.0
1.9
0.4
2.1
5.1
4.9

-9.8

12.6

23.3

22.1

-26.0

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 surpluses, negative figures represent financial deficits

3. General Government Sector

4. Rest of the World Sector

During the first half of 2013, fund-raising
performance in the general government sector
expanded from 33.0 trillion won in the latter
half of 2012 to 57.2 trillion won, owing to an
increase in borrowings from financial
institutions and a rise in the issuance of
government bonds.
The amount of funds utilized by the general
government sector shrank, owing to decreases
in the volume of overseas utilization and
securities, which sere only a partially offset by a
rise in deposits at financial institutions. As a net
result, the general government sector shifted
from a funds surplus of 22.1 trillion won in the
second half of 2012 to a funds shortage of 26.0
trillion won.

The volume of the rest of the world sector’s
fund-raising (increase in Korea’s external assets)
dropped to 22.6 trillion won from 49.4 trillion
won in the second half of the previous year.
Meanwhile, the scale of the rest of the world
sector’s fund utilization (increase in Korea’s
external liabilities) saw its downward pace
accelerate from a decline (net withdrawal) of 4.3
trillion won in the second half of the previous
year to a decline(net withdrawal) of 10.8 trillion
won.
The rest of the world sector saw the volume
of its fund shortage decline from 53.7 trillion
won in the second half of 2012 to 33.4 trillion
won in the first half of 2013.
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〈Table 11〉

Fund Raising and Utilization of the Rest of the World Sector
(during period, trillion won)

2009

2010

2011

2012

2013.6

Fund raising (External claims)(A)
(Overseas securities)1)
(Foreign exchange holdings)
(Foreign direct investment)
(Others)

6.3
-2.1
82.0
21.4
-99.5

20.9
1.3
31.6
26.8
-38.6

23.3
4.6
13.9
23.6
-18.7

49.4
28.7
11.5
26.6
-17.5

22.6
16.4
-1.3
11.4
-3.8

Fund utilization (External debts)(B)
(Overseas securities)2)

-37.8

-10.7

-6.5

-4.3

-10.8

11.7
2.0
17.5
31.0
-99.9

5.9
6.2
17.5
27.2
-67.5

14.7
-2.7
11.8
-7.7
-22.6

12.5
0.3
8.7
19.0
-44.8

1.4
-5.8
11.1
-11.8
-5.7

-44.1

-31.6

-29.8

-53.7

-33.4

(Trade credits)
(Domestic bonds)
(Stock investment by non-residents)
(Others)
Difference(B-A)
Notes : 1) Equity securities and debt securities
2) Debt securities held by non-residents

5. Financial Corporations Sector

A. Fund-raising
The volume of funds raised by the financial
corporations sector dropped from 275.3 trillion
won in the latter half of 2012 to 199.9 trillion
won.
Lo oking at this performance by financial
institution type, there were decreases in fundraising at insurance companies and pension funds
(99.2 trillion won 35.7 trillion won), depository
corporations (75.6 trillion won 67.5 trillion won)
and other financial intermediaries(72.1 trillion
won 56.1 trillion won).
Looking at the pattern by financial instrument,

〈Table 12〉

fund-raising through borrowings from domestic
financial institutions increased again (-13.7
trillion won 0.6 trillion won), but fund-raising
through deposits(212.8 trillion won
108.1
trillion won) and bonds(69.0 trillion won 39.0
trillion won) shrank from the second half of the
preceding year.
In the meantime, fund-raising from the rest
of the world sector saw a reduced volume of net
redemption compared to the second half of the
preceding year amid continuation of net
redemption since 2008, except 2011.

Fund Raising by the Financial Sector
(during period, trillion won)

2009

2010

2011

2012

2013.6

Fund raising

150.4

204.2

264.7

275.3

199.9

By
financial
institution type

Deposit taking inst.
(Banks)
Insurance companies and pension funds
Other financial intermediaries

-15.4
-69.1
54.1
88.0

33.9
-24.7
62.5
70.6

99.7
67.4
58.7
77.1

75.6
-13.6
99.2
72.1

67.5
8.3
35.7
56.1

By
financial
instrument

Deposits
159.7
Bonds
14.0
(Financial debentures)
4.4
(Beneficiary certificates)
-27.8
Borrowings from domestic financial institutions -23.4
Borrowings from the overseas
-78.2

205.3
9.0
5.7
-16.2
1.2
-63.7

200.2
21.3
26.4
-15.9
14.4
36.4

212.8
69.0
4.7
18.0
-13.7
-45.8

108.1
39.0
5.3
22.2
0.6
-3.3
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〈Table 13〉

Funds Utilization by the Financial Sector
(during period, trillion won)

2009

2010

2011

2012

2013.6

Fund utilization

177.3

219.4

293.3

280.3

209.8

By type of
financial
institution

Deposit taking inst.
(Banks)
(Non-banks)
Insurance companies and pension funds
Other financial intermediaries

-7.5
-70.1
62.6
50.4
97.7

35.3
-22.4
57.7
61.5
81.7

112.3
73.6
38.7
65.0
81.5

100.9
-3.6
104.6
94.7
68.6

72.1
13.1
59.0
38.2
66.9

By
financial
instrument

Deposits in financial institutions
Securities
(Financial debentures)
(Corporate bonds)
(Beneficiary certificates)
(Stocks)
Loans
Foreign claims

-20.3
120.1
-4.5
55.3
-2.2
21.5
57.6
-21.0

40.3
65.3
5.2
20.7
12.4
-14.2
105.4
-23.0

24.9
87.7
29.9
34.2
-5.8
2.9
146.9
-28.3

40.6
171.2
-0.8
23.2
26.3
23.5
60.3
-24.5

22.1
75.8
9.6
1.7
16.2
0.7
68.1
3.6

B. Funds Utilization

decreased from 158.7 trillion won in the second
half of the previous year to 84.7 trillion won.
This was attributable mainly to a decrease in
the sector’s investment in securities, centering
on commercial paper.
Viewing this by sector, funds supplied to nonfinancial corporations (72.3 trillion won 37.6
trillion won), households and non-profit
institutions serving households sector(51.5
trillion won 16.9 trillion won) and the general
government sector(34.9 trillion won
30.2
trillion won) contracted.

During the first half of 2013, the scale of
funds utilization by the financial corporations
sector narrowed from 280.3 trillion won in the
latter half of the previous year to 209.8 trillion
won.
Viewing the financial corporations sector’s
fund utilization by financial institution type, the
scale of funds utilization by depository
corporations, other financial intermediaries,
insurance companies and pension funds
contracted.
Viewing the pattern by type of financial 〈Chart 6〉 Financial Sector’s Supply of Funds to
Non-financial Sectors
instrument, the sector’s extension of loans
increased slightly, but holdings of securities
declined sharply.
Meanwhile, overseas fund utilization shifted
from net repatriation of 24.5 trillion won in the
latter half of the previous year to net investment
of 3.6 trillion won.

C. Funds Supply to Non-financial Sectors
During the first half of 2013, the volume of
funds supplied to the domestic non-financial
sectors (non-financial corporations, households
and non-profit institutions serving households,
and general government) by the financial
corporations sector excluding the Bank of Korea
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〈Table 14〉

Volume of Funds Supplied1) to Non-financial Sectors2) by the Financial Sector3)
(during period, trillion won)

2009

2010

150.7

141.5

186.9

Non-financial corporations sector
Households and non-profit institutions
serving households
Government sector

61.8

38.7

99.4

72.3

37.6

58.9

77.9

82.5

51.5

16.9

30.1

24.9

5.0

34.9

30.2

Loans
Depository corp.
Other financial inst.
Securities
Commercial paper
Corporate bonds
Government & public bonds
Stocks

78.9
50.5
28.4
71.8
-5.2
55.3
30.7
-9.1

102.1
61.2
40.9
39.4
4.9
20.7
24.9
-11.0

130.0
92.2
37.8
56.9
8.2
34.2
6.3
8.2

68.6 (43.2)
25.9
42.7
90.1 (56.8)
29.6
23.2
35.3
1.9

46.8 (55.3)
25.3
21.6
37.9 (44.7)
3.5
1.7
30.8
1.8

Funds supplied

By
Sectors

By
financial
instruments

2011

2012

2013.6

158.7 (100.0)

84.7 (100.0)

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

〈Table 15〉

Main Indexes of Flow of Funds during the first half of 2013
(year-end, trillion won)

2009

2010

2011

2012

2013.6

1,963.1

2,187.9

2,302.7

2,485.4

2,549.6

Changes

265.9

224.8

114.8

182.7

64.2

Financial liabilities(B)

927.7

1,016.6

1,106.0

1,158.8

1,182.2

Changes

62.8

88.9

89.4

52.8

23.4

1,035.4

1,171.3

1,196.7

1,326.6

1,367.5

203.1

135.8

25.4

129.9

40.8

2.12

2.15

2.08

2.14

2.2

1,468.5

1,613.2

1,680.6

1,744.8

1,814.2

158.9

144.6

67.4

64.2

69.3

1,688.4

1,771.7

1,900.5

1,978.9

2,039.3

51.5

83.3

128.8

78.4

60.4

-219.8

-158.5

-219.9

-234.1

225.1

Changes

107.4

61.3

-61.4

-14.2

-8.9

Funds supplied

150.7

141.5

186.9

156.9

84.8

61.8

38.7

99.4

70.5

37.8

58.9

77.9

82.5

51.5

16.9

30.1

24.9

5.0

34.9

31.7

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

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)

Financial
corporations

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

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 equities and direct investment
4) The volume of funds supplied to domestic non-financial sectors by financial corporations excluding the Bank of Korea during period.
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Summary of Financial Stability Report

Executive Summary
The Korean financial system has generally
maintained stability. External economic
conditions have picked up in 2013, with
economic growth in the United States and some
other advanced countries slowly improving and
the international financial markets showing
overall stability. In line with this the Korean
domestic economy is improving as well, with the
economic growth rate rising for example, but
the situation of sluggishness below the potential
growth rate is continuing.
Households’debt repayment burdens have not
improved, with the ratio of debt to household
disposable income rising somewhat for instance.
Corporate financial soundness has fallen, with
loan-to-asset ratios rising and short-term
repayment capacities deteriorating amid an
expanded gap in performances between prime
and non-prime enterprises. In the banking
sector, profitability has fallen greatly due for
example to continuation of the low interest rates
environment, and asset soundness has also
deteriorated with increases in new nonperforming loans.
The volatility of financial market variables
expanded temporarily during the year, due to
risks related to the North Korean nuclear
program and to the possibility of a reduction in
quantitative easing by the US Federal Reserve,
but showed a general trend of stability. Foreign

exchange soundness sustained its favorable
situation, owing to the current account surplus,
the heightening of the nation’s external debt
repayment capacity, and so on. These changes in
macroprudential soundness conditions and the
stable state of the financial system are shown in
the Financial Stability Map. 1) The Financial
Stability Index 2) meanwhile fell from August
2012, and in 2013 has been showing fluctuations
at around the warning stage threshold level of 8.
Financial Stability Map1)2)

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

1) The Financial Stability Map presents a comprehensive picture of stability in six dimensions ? three concerning the financial system (the financial markets, banks and
foreign exchange soundness) and three on macroprudential soundness conditions (the domestic and global economies, the debt servicing capacity of the household
sector and the debt servicing capacity of the business sector). If the decile reading of a particular dimension is 5~6, this may be seen as a degree of stability in that
dimension corresponding to its average levels in the past (since 1995)
2) The Financial Stability Index (FSI) is an index created by converting a variety of different financial stability indicators into a single index, and can be used as one of the
indicators for judging overall macroprudential conditions. For further details, please refer to the April 2012 Financial Stability Report, <Box •≥-1> “Outline of Financial
Stability Index (FSI)”.
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Financial Stability Index (FSI)1)

Note : 1) The Financial Stability Index is measured based on values from 0 (min) to
100 (max). The closer it gets to 100, the higher the level of instability.
<During Asian financial crisis (Jan. 1998)=100>
Source : The Bank of Korea

this the rate of increase in household debt
declined to 1.7 %, compared to 3.8% in the
second half of 2012.
In an environment in which the overall
availability of liquidity to households is being
restrained, due to the policy measures for a soft
landing of household debt since 2011, financial
institutions’risk management is also being
strengthened, centering around middle and low
credit borrowers, and as loan repayments by
borrowers in these classes as a result continue
their household debt balances are shrinking.

Total financial sector amounts of new loans to and
loan repayments by medium credit borrowers

Household and Corporate Financial
Soundness
1⃞ The trend of increase in household debt is
slowing, under the influences for example of
the housing market slump in Seoul and its
surrounding areas and the strengthening of risk
management by financial institutions, etc.
Household mortgage loans increased by just
0.8% in the first half of 2013, and in line with

Household debt amount1), and rate of increase2)
in home mortgage loans

Source : NICE

Due to continuation of the economic slump the
business environment of self-employed business
owners, most of whom are in the medium
income/medium credit class, is worsening, and
on top of this the financial burdens due to the
rise in leasehold deposit prices are also being
concentrated on the medium income/medium
credit classes. Due to this, improvements in these
classes’income-expenditure conditions have been
limited, and this appears to be causing a slump
in consumption spending as well.

Notes : 1) Based on household credit
2) Compared to the previous half-year ends
Source : The Bank of Korea
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Rates of increase in consumption expenditure1),
by monthly income range

As leasehold demand increases, under the
influence for example of the slump in the sales
market, loans for leasehold deposits are
increasing due to the steep upward trend of
leasehold deposit prices, and tenants’ debt
burdens are becoming larger. A trend of
homeowners using the increased leasehold
deposit moneys to repay their own debts is also
appearing, and an effect of their debt burdens
being shifted to tenants is also appearing in
places.
Loan-to-income ratio1) of leasehold deposit
loan borrowers

Note : 1) Year-on-year (based on real amounts)
Source: Statistics Korea

96.1

As the imbalances between the supply and
demand of housing market by residential type
(sales, leasehold deposit, monthly rent, etc.)
worsen, various aspects of potential risks related
to them are emerging. In the sales market first,
as the sluggishness in the large-size housing
market continues the financial risk of owners of
high priced, large-scale housing in the Seoul
metropolitan area are not being resolved.

Note : 1) Based on nine domestic banks
Source : The Bank of Korea

Home mortgage borrowers’ loan-to-income ratios1),
by region

In the rental market, the rental prices for
officetels and commercial-use real estate is
falling. Should the business environment for
self-employed business owners (tenants)
working for example in the wholesale & retail
and restaurant industries slump in the future,
the financial soundness of self-employed
business owners (landlords) in the real estate
leasing industry, who must depend on monthly
rental fees received from their tenants, would
also decline concurrently.

Note : 1) Based on nine domestic banks
Source : The Bank of Korea
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Rates of increase1) in housing and commercial-use
real estate prices

stemming from their principal and interest
repayment burdens are rising, under the
influence of the economic slump and the
decline in housing prices.
Delinquency rates of self-employed business owners
with multiple loans1)

Note : 1) H1 2013 basis (commercial-use real estate based on Seoul)
Source : Korea Appraisal Board

As of end-March 2013 the household debt of
self-employed business owners is in the trend of
increase, and with the proportion of their realestate collateralized loans being high, on top of
the high proportion of them who are in the high
age group, self-employed business owners are
vulnerable to a decline in real estate prices. In
line with this, the credit risks of multiple
borrower self-employed business owners
Household loans1) of self-employed business owners
and of other borrowers, by loan type

Note : 1) End-March 2013 basis
Source : The Bank of Korea

Note : 1) Loans taken out from both banks and non-bank financial institutions
Source : The Bank of Korea

2⃞ In the corporate sector, profitability is
maintaining a level similar to that of the year
before, but with borrowings-to-total assets ratios
increasing and short-term repayment capacities
falling, financial structure stability has
worsened.
Operating income-to-sales ratios1)2), by company size

Notes : 1) Operating income / Sales
2) Based on first half of each year
Source : The Bank of Korea
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Borrowings-to-total assets ratios1), by company size

Cash flow coverage ratios of top 10 and
other enterprises1)
<Top 10 enterprises>

<Enterprises outside top 10>

Notes : 1) Based on first half of each year
Note : 1) Borrowings / Total assets
Source : The Bank of Korea

The polarization of performances among
enterprises is intensifying, as the operating
income-to-sales ratios of the top 10 corporations
rise while those of enterprises outside this group
are declining. In reflection of this the cash flows
generated through business activities at the top
10 corporations are very favorable, while other
enterprises’ capacities to repay their short-term
borrowings and cover interest expenses are
falling.

Concerns related to the liquidity risks of some
large enterprises are rising. In the case of large
enterprises with debt ratios in excess of 200%,
the proportions in their total borrowings of
short-term loans with remaining maturities of
one-year or less are becoming large, and their
liquidity ratios are not reaching 100%.
Distribution of proportions of short-term borrowings
of excessively indebted enterprises1)2)

Top 101) and other companies operating
income-to-sales ratios2)

Proportions of short-term borrowing
Notes : 1) Based on large enterprises with debt-to-capital ratios above 200%
2) End-June 2013 basis
Source : The Bank of Korea

Notes : 1) Based on sales in H1 2013
2) Based on first half of each year
Source : The Bank of Korea
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Excessively indebted enterprise1) liquidity and
cashable assets-to-short term borrowings ratios2)
<Liquidity ratio>

<Cashable assets /
Short-term borrowings>

Financial System Stability Assessment
3⃞ Overall financial soundness in the banking
sector is declining, with profitability falling
under the influence of a reduction in the loanto-deposit interest rate spread, and asset
soundness deteriorating due to increases in new
non-performing loans.
Commercial banks net profit and
substandard-and-below loan ratio

Notes : 1) Based on large enterprises with debt-to-capital ratios above 200%
2) End-June 2013 basis
Source : The Bank of Korea

The slump in corporate investment is
continuing, with negative rates of facilities
investment persisting since 2011, and there are
worries about declines in enterprise
competitiveness as a result. The contraction in
corporate investment cause the worsening of
companies’performances, which can give rise to
a vicious cycle shrinking investment even more
and in the long run damage the economy’s
potential of growth .
Rate of investment increase1), and ratio of
investment to GDP

Source : Commercial banks’ business reports

With the loan-to-deposit interest rate spread
shrinking together with the falling market rates
due to continuation of the low interest rate
environment since the global financial crisis, the
amount of interest income is diminishing. On
the funding side, the proportion of domestic
banks’low cost deposits is low, and on the fund
operation side, the diversification of products
and across regions have been sluggish, with
these reflections, it appears difficult for bank
profitability to improve in a short period of
time.

Note : 1) Year-on-year
Source : The Bank of Korea
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Correlations between bank loan-to-deposit
rate spread1) and market rate2)

Notes : 1) Based on deposit bank balances
2) CD (91-day) yield
Source : The Bank of Korea

Domestic and major country bank proportions of
low cost deposits1), non-interest income and
foreign income2)

Proportions of non-prime and unsecured loans to
large enterprises

Sources : Commercial banks’ business reports

The fact that the rate of lending increase is
slowing, in line with banks’ recent emphasis on
risk management in their business strategies, is
from the medium- to long-term perspective also
weakening the foundation for bank profit
creation centering around interest income. In
particular, should the contraction in lending
increase continue, in conditions where the loanto-deposit interest rate spread is shrinking under
the impact of the decline in market rates, bank
profitability can worsen greatly.
Commercial bank rates of loan and deposit increase1)

Notes : 1) (Demand deposits + Savings deposits) / Total deposits
2) Three-year averages (2010~2012)

The increase in borrower credit risk centering
around large enterprises can work as a factor
limiting banks’ profitability. Among loans to
large corporations, the share of those made to
non-prime enterprises is rising, and with the
proportion of non-secured loans also very high
there is a possibility of credit risk emerging
additionally going forward.
Note : 1) Year-on-year
Sources : Commercial banks’ business reports
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4⃞ In the non-bank financial sector, amid a
slowing of the trend of high growth seen until
now, the trend of decline in financial soundness
has continued, with profitability and asset
soundness both for example worsening. The
rates of increase in total assets at mutual credit
cooperatives, insurance companies and creditspecialized financial institutions for example
have been falling, due to the delay in economic
recovery, the narrowing of their interest rate
spreads against those of banks, and so on.

Non-bank financial institution’s
substandard-and-below loan ratios, by financial sector

Non-bank financial institution rates of asset growth,
by financial sector

Sources : Financial institutions’ business reports

Non-bank financial institution’s net incomes1)

2012.H1
2013.H1

Sources : Financial institutions’ business reports

Asset soundness has deteriorated, centering
around mutual credit cooperatives and creditspecialized financial institutions, and
profitability in most sectors has been showing
declines.
Note : 1) Total net income, by financial sector
Sources : Financial institutions’ business reports

Capital adequacy has declined at securities and
insurance companies, but in the non-bank
financial sector as a whole is exceeding the
supervisory standards.
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Non-bank financial institution’s capital
adequacy ratios1)

Yields on core revenue sources1) of profit
(%, bp)

Note : 1) Source accounting for largest proportion of profits in each sector
Sources : Financial institutions’ business reports

Lo oking at the individual sectors, the
profitabilities of securities and credit card
companies are worsening greatly. On top of the
intensified competition among companies in
these sectors, this is a result mainly of the

accelerating increase in their marketing costs
under the impact of financial consumer
protection policies, while yields on their core
sources of revenue have fallen.
During the past credit card crisis (2003) and the
global financial crisis (2008), financial system
unrest began surfacing due to the liquidity risks
of securities and credit card companies. And given
the fact that the mutual interconnectedness
between these companies and other financial
institutions has been rising recently, if the trend
of deteriorating profitability in these sectors

Returns on assets1) in comparison before
global financial crisis

Proportions of interconnectedness1)
across financial sectors2)

Note : 1) Insurance companies’risk-based capital ratio (supervisory standard 100%),
securities companies’net capital ratio(150%), mutual credit cooperatives’net
capital ratio (2%, community credit cooperatives 4%), credit finance
companies’adjusted-capital ratio (7%, credit card companies 8%), mutual
savings banks’BIS capital ratio (5%, companies with assets over 2 trillion
won 6%)
Sources : Financial institutions’ business reports

Note : 1) Level during July 2012 ~ June 2013 compared to base level (2007=100)
Sources : Financial institutions’ business reports

Notes : 1) Amount of interconnectedness / Total amount of funding
2) As of end-June 2013
Sources : Estimates using flow of funds statistics, Korea Securities Depository data, etc.

should intensify it can work as a factor causing
financial system stability to decline. Indeed, as
of end-June 2013 credit card companies were
raising 96.8% of their funds, and securities
companies transacting 61.6% of their funds,
with other financial institutions.
A look as well at the financial sector Interfinancial Linkage Map, based on the wholesale
funding exposures, shows as of end-June 2013
the amount of funds raised by credit-specialized
financial institutions through securities
companies, at 46.9 trillion won, accounting for
39.2% of their total funding amount.
Inter-financial Linkage Map1)

47.7
46.9

Interest rate, stock price and FX volatility1)

Note : 1) Daily volatility calculated using exponential weighted moving average
(EWMA) method
Source : The Bank of Korea

about a reduction in QE by the Fed, and so on.
The amount of A grade and below corporate
bond issuance has fallen greatly, and credit
spreads across different credit grades have also
expanded.
Current status of corporate bond issuance1)2)

Notes : 1) Based on interconnectedness across financial sectors (excluding public sector)
of wholesale funding (corporate bonds, CDs, CP, RPs, etc.)
2) credit card companies + hire-purchase finance companies + leasing companies
+ new technology companies
3) numbers in parentheses refer to total amount of funding
4) As of end-June 2013
Sources : Estimates using flow of funds statistics, Korea Securities Depository data, etc.

5⃞ Volatility in the domestic financial markets
expanded temporarily in 2013, owing for
example to North Korean nuclear risk and to
the concerns about a reduction in quantitative
easing by the US Federal Reserve, but the
markets maintained stability overall.
Corporate bond issuance conditions have
worsened considerably, however, centering
around non-prime enterprises °™ impacted by
the insolvency of the STX Group, the liquidity
crisis at the Dongyang Group, the concerns

Notes : 1) Including issuance of financial holding companies
2) 2012 based on monthly average
Sources : Korea Securities Depository, The Bank of Korea
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Corporate bond interest rate spreads1),
and spread across grades

external conditions, by the stable basic
economic environment due to continuation of
the current account surplus, by the effects of the
macroprudential measuress in the foreign
exchange sector, and so on. The trend of
increase in net external assets has been
sustained, and with the ratios of short-term
foreign external debt to foreign exchange
reserves and of short-term to total external debt
declining, for example, the external debt
repayment capacity has risen.
Foreign exchange reserves and net external assets

Note : 1) Three-year maturity basis
Source : Korea Financial Investment Association

With a large amount of corporate bonds of
companies in vulnerable industries such as
shipbuilding, construction and shipping
reaching maturity by the first half of 2014, and
A grade or below bonds making up the greater
part of them, there are potential conversion
issuance risks at these companies.
Current status1) of corporate bonds maturing in
vulnerable industries2)

Source : The Bank of Korea

External debt repayment and liquidity indicators

Notes : 1) Total amount of loans maturing between October 2013 ~ June 2014
2) Based on the construction, shipbuilding and shipping industries
Sources : Korea Securities Depository, The Bank of Korea

6⃞ Foreign exchange soundness has sustained its
favorable conditions, affected by the improved
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Source : The Bank of Korea

Spreads on domestic banks’short-term foreign
currency borrowings did increase temporarily,
owing for example to concerns about a
reduction in quantitative easing by the US Fed,
but as they immediately fell again domestic
banks’ foreign currency borrowing conditions
have also maintained their favorable situation.
Domestic bank foreign currency borrowing
roll-over ratio1) and spread on short-term borrowings

Meanwhile, looking as well at the results of
stress tests conducted assuming the global
financial crisis scenario, Korean banking sector
resiliencies to foreign currency liquidity shocks
covering a variety of time periods (7 days, 1
month, 3 months, 6 months and 1 year) all
appear to have risen greatly compared to before
the global financial crisis.
There is potential for the volatility of foreigners’
investment funds to expand, centering around
stock investment funds, owing to the possibility
of a reduction in the US Fed’s quantitative
easing and the financial unease in some
emerging market countries.
Foreigner securities investment fund flow volatility1)

Note : 1) Total amount of newly extended loans during period / Total amount of loans
maturing during period
Sources : The Bank of Korea

Foreign currency fund excess and shortages
in stress test results

Note : 1) Twelve-month moving averages of standard deviations of monthly net
inflow amounts
Source : The Bank of Korea

Future Policy Tasks

Note : 1) Based on 53 foreign exchange banks

7⃞ Economic conditions domestically and
abroad have been gradually improving in 2013,
but with the weakness of the domestic economic
recovery household and enterprise financial
soundness is still not improving. Financial
institutions’ loss absorption capacities appear to
be declining, as their profitability and asset
soundness deteriorate. To maintain financial
system stability, emphasis therefore needs to be
devoted to the following policy efforts:
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8⃞ The Bank of Korea plans to conduct its
monetary and credit policy so as to ke ep
consumer price inflation stable within the
inflation target range (2.5~3.5%) over a
medium-term horizon, while ensuring that the
growth potential is not eroded. Together with
this it will strengthen its analysis for the
preemptive identification of systemic risk, while
carrying out close checking as well in regard to
the effects at the time of the US Fed’s reduction
in quantitative easing, for example the
possibility of an expansion in capital flow
volatility.
9⃞ Efforts should be strengthened for the
improvement of household financial soundness.
While on the one hand constantly endeavoring
to turn the rental demand to purchase demand,
through alleviating expectations of housing
price decline, it must on the other hand push
ahead actively with policies to resolve the
supply-demand imbalances in the leasehold
deposit and monthly rental markets. Along with
this it will have to work continually to secure the
substantialization and effectiveness of its
financial inclusion policies for the vulnerable
groups.
[10] Efforts are necessary to engineer a soft
landing of self-employed business owner debt.
Examination is ne eded of extending the
maturities of self-employed business owners’
loans and modifying the regulations related to
their real estate-collateralized loans. Along with
this, the stability of self-employed business
owners must be heightened, through for
example the encouragement of voluntary
organization and collaboration among them.
Incentives for retirees to enter private business
also need to be restrained going forward,
through arranging the basis for retire es’
reemployment, revitalization of the annuity
market including the reverse mortgage system,
etc.
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[11] There is a need to push swiftly ahead with
the restructuring of insolvent enterprises.
Insolvent enterprises must be strictly sorted, and
those incapable of revival aggressively
liquidated while those for which resuscitation is
possible are given swift support for revival, on
the precondition of their own self-rescue efforts.
Along with this, diverse measures will have to
be sought to promote facilities investment, so as
to boost companies’ competitiveness and secure
the growth potential of the Korean economy.
[12] Diverse efforts will have to be strengthened
for corporate bond market normalization. The
conversion issuance of corporate bonds will
have to be supported in the short term through
utilization for example of a P-CBO system, and
in the medium to long term, efforts for
expansion of the demand base and the
improvement of infrastructure should be made.
There is also a need, in order to secure credit
rating reliability, for reexamining the real
suitability of the regulations related to the credit
evaluation market on the one hand, while also
considering the expansion of credit rating
market opening.
[13] Increases in financial institutions’ profitability
and boosting of their loss absorption capacities
must be promoted. Banks’ core sources of
revenue will have to be expanded, for example
by the discovering of promising SMEs, while the
bases for their non-interest income, in the client
asset management area, will have to be
strengthened. Asset soundness will have to be
raised, through the sales and write-offs of bad
loans, while capital expansion and additional
loan loss reserve accumulation will have to be
pushed ahead with in preparation against any
future deterioration in asset soundness.
[14] Monitoring and analysis will have to be
strengthened related to the potential risks
stemming from the worsening of non-bank

financial institution profitability. Non-bank
financial institutions’profitability has recently
be en deteriorating. Moreover, the mutual
interlinkages among non-bank financial
institutions, and their linkages with banks as
well are deepening, through shadow banking
products for example. And there is hence a
need to further strengthen monitoring and
analysis related to non-bank financial
institutions’financial soundness, and to their
financing and fund operation behaviors.
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Appendices

Monetary Policy Decision

Monetary Policy in October 2013
The Monetary Policy Committee of the Bank
of Korea decided today to leave the Base Rate
unchanged at 2.50% for the intermeeting period.
Based on currently available information, the
Committee considers that the economic recovery
in the US has been sustained and that the sluggishness of economic activities in the euro area
appears to be easing, while the trends of economic growth in emerging market countries,
above all China, have shown signs of recovery
to some extent. The Committee forecasts that the
global economy will sustain its modest recovery
going forward, but judges that the heightening
of uncertainties surrounding the US government budget bill and debt ceiling increase, and
the likelihood of changes in global financial
market conditions related to QE tapering by the
US Federal Reserve are acting as downside risks
to growth.
In Korea, the Committee appraises the moderate economic growth to be continuing, with
exports showing buoyancy and domestic
demand also improving. On the employment
front, the scale of increase in the number of
persons employed has expanded in line with
increases in the 50-and-above age group and the
service sector. The Committee expects that the
domestic economy will maintain a negative output gap for a considerable time going forward,
although it forecasts that the gap will narrow.
Consumer price inflation fell from 1.3% the
previous month to 0.8% in September, due
mainly to declines in the prices of agricultural
and petroleum products, but core inflation
excluding agricultural and petroleum product
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prices rose from 1.3% to 1.6%. The Committee
forecasts that, despite increases in some public
utility fees, inflation will remain low for the
time being, owing primarily to the inflation
reducing effects of policies such as free childcare provision and to the downward stabilization of international agricultural prices. As for
the housing market, the scale of decline in sales
prices in Seoul and its surrounding areas narrowed while the uptrend of those in the rest of
the country continued. The increase in leasehold-deposit prices in Seoul and its surrounding
areas meanwhile accelerated, and the uptrend
in these prices in the rest of the country continued.
The domestic financial markets have shown
generally stable movements, due in large part to
the scale of QE in the US remaining
unchanged. Stock prices have risen substantially
and the Korean won has appreciated, driven
mainly by net inflows of foreigners’ stock
investment funds. Long-term market interest
rates have fallen slightly in line with those in
major economies.
Looking ahead, while paying close attention
to developments in and the influences of external risk factors, and monitoring the effects of
the Base Rate cut and of the government’s economic policies including the supplementary
budget, the Committee will conduct monetary
policy so as to keep consumer price inflation
within the inflation target range over a medium-term horizon while ensuring that the growth
potential is not eroded due to the continuation
of slow growth.

Monetary Policy in November 2013
The Monetary Policy Committee of the Bank
of Korea decided today to leave the Base Rate
unchanged at 2.50% for the intermeeting period.
Based on currently available information the
Committee considers that the trend of economic
recovery in the US has been maintained despite
the temporary slowdowns in improvement of
some economic indicators, and that the sluggishness of economic activities in the euro area
appears to have continued to ease, albeit weakly,
while the trends of economic growth in emerging market countries, above all China, have continued to show signs of recovering. The Committee forecasts that the global economy will
sustain its modest recovery going forward, but
judges that the likelihood of changes in global
financial market conditions related to QE tapering by the US Federal Reserve, and the continued uncertainties surrounding the US government’s budget bill and the increase in its debt
ceiling pose downside risks to growth.
In Korea, indicators related to domestic
demand slumped temporarily, but as exports
have sustained their buoyancy the Committee
appraises the economic recovery to have continued in line with the trend of growth. On the
employment front, the scale of increase in the
number of persons employed has expanded, led
by increases in the 50-and-above age group and
the service sector. The Committee expects that
the domestic economy will maintain a negative
output gap for a considerable time going forward, although it forecasts that the gap will narrow.

that inflation will remain low for the time
being, owing primarily to the inflation reducing
effects of policies such as free childcare provision and to the downward stabilization of
international agricultural prices. As for the
housing market, sales prices in Seoul and its
surrounding areas turned upward while the
uptrend of those in the rest of the country
increased slightly. Leasehold-deposit prices sustained their high rate of increase of the previous
month in Seoul and its surrounding areas, and
their uptrend in the rest of the country accelerated.
The domestic financial markets have moved
mainly in response to the reaching of agreement in the US fiscal negotiations and to
changes in the expectations of a delay in QE
tapering. Stock prices have fallen again, after
having risen substantially, in line with shifts in
the flows of foreigners’ stock investment funds,
and the Korean won has depreciated recently,
after having sustained a trend of appreciation
due to continuation of the current account surplus. Long-term market interest rates have risen,
after fluctuating within a narrow range.
Looking ahead, while paying close attention
to developments in and the influences of external risk factors, and monitoring the effects of
the Base Rate cut and of the government’s economic policies including the supplementary
budget, the Committee will conduct monetary
policy so as to keep consumer price inflation
within the inflation target range over a medium-term horizon while ensuring that the growth
potential is not eroded due to the continuation
of slow growth.

Consumer price inflation fell slightly from
0.8% the previous month to 0.7% in October, due
mainly to expansions in the extents of decline
in the prices of agricultural and petroleum
products, but core inflation excluding agricultural and petroleum product prices was 1.6% as
in the previous month. The Committee forecasts

Appendices 59

Monetary Policy in December 2013
The Monetary Policy Committee of the Bank
of Korea decided today to leave the Base Rate
unchanged at 2.50% for the intermeeting period.
Based on currently available information the
Committee considers that the trend of economic
recovery in the US has been sustained and that
the sluggishness of economic activities in the
euro area appears to have continued to ease,
while economic growth trends in emerging market countries, above all China, have been maintained. The Committee forecasts that the global
economy will sustain its modest recovery going
forward, but judges that the likeliho od of
changes in global financial market conditions
related to QE tapering by the US Federal
Reserve, and the continued US fiscal uncertainties remain as downside risks to growth.
In Korea, the Committee appraises the economic recovery to be continuing in line with the
trend of growth, as domestic demand and
exports have both increased. On the employment front, the scale of increase in the number
of persons employed has expanded substantially
in line with increases in the 50-and-above age
group and in the service sector. The Committee
expects that the domestic economy will maintain
a negative output gap for a considerable time
going forward, although it forecasts that the gap
will narrow.
Consumer price inflation rose from 0.7% the
previous month to 0.9% in November, due
mainly to the slower downward trends in the
prices of agricultural and petroleum products,
increases in the prices of some industrial goods
and the hike in electricity charges. Core inflation
excluding agricultural and petroleum product
prices also rose from 1.6% to 1.8%. The Committee forecasts that, due largely to the stability of
international agricultural prices, inflation will
remain low for the time being, but that it will
be higher than its current level. As for the hous-

60 QUARTERLY BULLETIN / December 2013

ing market, sales prices in Seoul and its surrounding areas maintained their level of the
previous month while the uptrend of those in
the rest of the country increased slightly. The
rise in leasehold-deposit prices slowed in Seoul
and its surrounding areas, while the uptrend in
the rest of the country kept to its pace of the
previous month.
In the domestic financial markets, stock
prices have fallen substantially and long-term
market interest rates have risen, affected by
expectations of the US Federal Reserve’s QE
tapering. The Korean won has strengthened
while fluctuating in line with the influences of
the continued current account surplus and outflows of foreigners’ securities investment funds.
Looking ahead, while paying close attention
to developments in and the influences of external risk factors, and monitoring the effects of
the Base Rate cut and of the government’s economic policies including the supplementary
budget, the Committee will conduct monetary
policy so as to keep consumer price inflation
within the inflation target range over a medium-term horizon while ensuring that the growth
potential is not eroded due to the continuation
of slow growth.

Organization of the Bank of Korea
(As of December 2013)

MONETARY POLICY COMMITTEE

GOVERNOR

SENIOR DEPUTYGOVERNOR

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

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
•Gangwon

AUDIT
DEPARTMENT

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

•New York
•Frankfurt
•Tokyo
•London
•Beijing
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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 :

Objectives of Monetary Policy
Monetary Policy Framework
Monetary Policy Committee
Monetary Policy Decisions
Monetary Policy

Monetary Policy Instruments
Monetary Policy Transmission Mechanism
Monetary Policy Reports
Monetary Policy since the Global Financial Turmoil

Financial Stability
Payment Systems
FX & Int'l Relations
Recent Papers & Publications
By subject
Research Papers

Periodicals
Books
BOK Working Papers

Currency

Other Papers

Press Releases
Governor’s Message
Introduction
Organization
Function
About BOK

Releases & Publications
The Bank of Korea Act
Location
The Bank of Korea CI
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Monthly
Quarterly
Semiannual
Annual

List of Publications
Periodical
Frequency

Language

Dissemination
Type*

The Bank of Korea

Annually

English

P, O

Annual Report

Annually

English

P, O

Financial Statement Analysis

Annually

English

O

Financial System in Korea

Annually

English

O

The Korean Economy

Annually

English

O

Annual Report on the Payment and Settlement Systems

Annually

English

O

Monetary Policy Report

Semiannually

English

P, O

Financial Stability Report

Semiannually

English

P, O

Economic Papers

Semiannually

English

P, O

Inflation Report

Semiannually

Korean

P, O

Quarterly Bulletin

Quarterly

English

P, O

Economic Analysis

Quarterly

English

P, O

BOK Economic Outlook

Quarterly

Korean

P, O

Monthly Bulletin

Monthly

Korean

P, O

BOK Working Papers

Occasionally

Korean

P, O

BOK Economic Brief

Occasionally

Korean

O

BOK Economic Review

Occasionally

Korean

P, O

BOK Issue Note

Occasionally

Korean

P, O

Monetary Policy in Korea

Occasionally

English

O

Title

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

Contents

Frequency

Dissemination
Type*

Monthly Statistical
Monthly Statistical Bulletin
Bulletin

Major national economic statistics covering money and banking, prices,
balance of payments, foreign trade, industry, employment, national
accounts, etc.

Monthly

P, B

Economic Statistics Yearbook

Statistics included in the Monthly Statistical Bulletin and others

Annually

P, B

Principal Economic Indicators

Principal indicators and the statistics included in the Monthly Statistical
Bulletin

Semimonthly

B

Money & Banking Statistics

Statistics on monetary aggregates(M1, M2, M3, etc.), the principal
accounts of CBs & SBs and other financial institutions, capital market
trends, principal interest rates, etc.

Monthly

B

Regional Financial Statistics

Statistics on the issuance and withdrawal of banknotes and coin by
the BOK’s branches, the deposits and loans of the BOK, CBs & SBs,
other financial institutions by province, etc.

Monthly

B

Balance of Payments

Current account, capital account, financial accounts, exports & imports
by type of goods, indexes of foreign trade and terms of trade, etc.

Monthly

B

Price Statistics Summary

Brief review of price movements, statistical compilation procedures
and statistics on the producer price index for 923 commodities, and
export and import price indexes for 227 and 222 goods.

Every 5 years

P, B

Brief analysis of price movements and statistics on producer price index,
export price index, import price index, prices of major world trade
commodities, etc.

Monthly

B

Outline of compilation method, inter-industrial structure of the Korean
economy, transactions tables, input coefficients matrices, production
inducements coefficients matrices, supporting tables

Every 5 years

B, C

Principal indicators of national accounts, consolidated accounts for the
nation, income accounts by institutional sector, capital finance account
by institutional sector, supporting tables

Annually

P, B, C

Gross domestic product by kind of economic activity, expenditure on
gross domestic product

Quarterly

P, B

Financial Statement Analysis

Summary of survey results, description of survey methods, explanation
of company accounts and financial analysis ratios, statistics of
estimated balance sheets, income statements, statistics of cost of
goods manufactured, funds flow statements and financial ratios, series
of major countries’ financial analysis ratios, etc.

Annually

P, B

Flow of Funds

Financial surpluses and deficits by economic sector, fund raising and
investment by non-financial sectors, the financial sector’s sources and
uses of funds, accumulation of financial assets

Quarterly

P, B

Title

Monthly Prices

Input-Output Tables

National Accounts

Gross Domestic Product

* Notes ∶P : printed publication,
B : on-line database system (ECOS, accessible via the Bank of Korea’s Web Site),
C : CD-ROM
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List of the Bank of Korea Working Papers*
Serial No.

Title

2010-1

Japanese Income Gap : Current Status and Its Implication

2010-2

In the Post Crisis Debate about the FRB’s Position

2010-3

The Major Contents of U.S. Reforming Financial Acts and Forecast

2010-4

The Implications of the cases of Sovereign Debt Default
for the Southern Europe’s Financial Crisis

2010-5

The Current Status and Implication of the Business in low income groups
(BOP: Base of the Economic Pyramid)

2010-6

Policy Implications of the IT Industry-oriented Growth

2010-7

The Major Contents of Wall Street Reform and Consumer Protection Act

2011-1

Business Succession in Japan : Present Practice and Its Implication

2011-2

Korean Overseas Construction : Current Status and Challenges

2011-3

The Arrival of“the Period of Displaced Elderly”in Japan and Policy in Response

2011-4

Analysis of supply chain in manufacturing industries

* Published in Korean only.

List of the Bank of Korea Economic Brief*
Title

Serial No.
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*
January2013 ~ December 2013

January 2013
◇⃞ Testing Uncovered Interest Parity in Korea and Its Implications
◇⃞ Price Trends in 2012
◇⃞ Financial and Foreign Exchange Market Trend in 2012
February 2013
◇⃞ Analysis and Implication of Relationship between Trade Finance and Exports
◇⃞ Details of Major Revisions of Financial Legislation in 2011
March 2013
◇⃞ Analysis of Relationship between Current Uncertainty and Consumption
◇⃞ Analysis and Implications of Industry specific Factors Causing Changes in Production since the
Global Financial Crisis
◇⃞ Payment and Settlement Trends in 2012
◇⃞ Balance of Payments in 2012
April 2013
◇⃞ Uncertainty of GDP Gap Estimation and Moneytary Policy
◇⃞ National Accounts in 2012
May 2013
◇⃞ Analysis of FDI Flows to Major Asian Emerging Market Countries
◇⃞ Flow of Funds in 2012
June 2013
◇⃞ Report on the Construction of a Fiscal Model Based on the Bank Quarterly Macro-econometric
Model (BOK12)
◇⃞ 2012 International Investment Position by Region and Currency
July 2013
◇⃞ Impact on Financial Stability of Changes in the Pattern of Credit-specialized Financial
Companies’ Fund Raising and Fund Operations
◇⃞ The Retail Payment System and the Role of the Central Bank
◇⃞ The Current World Economic movements and Future Outlook

* Published in Korean and English(Summary only)
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August 2013
◇⃞ Analysis of Exchange Rate Pass-through into Export Prices: A Cost Side Approach
◇⃞ Relationship between Financial Stability and Banking Sector External Debt in Emerging
Market Countries
◇⃞ Payment and Settlement Trends in the First Half of 2012
September 2013
◇⃞ Impact of Inflation on Real Investment
◇⃞ Balance of Payments in the First Half of 2013
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Titles of Articles Appearing in Quarterly Bulletin
September 2010 ~ September 2013

September 2010
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Statements
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