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Current Economic and Financial Developments

Economic Developments
Economic Growth
In the second quarter of 2015, the growth
momentum of the real GDP largely slowed
down, recording a 0.3% quarter-on-quarter
increase, due mainly to a reduction in private
consumption caused by the Middle East Respiratory Syndrome (“MERS”) outbreak, despite the
larger increase in facilities investment and
exports.
Real GDP Growth Rates

Chart 1

Source : Bank of Korea⌜National Accounts⌟

Final consumption expenditure remained at
the same level as in the previous quarter.
Although government consumption recorded a
0.8% quarter-on-quarter increase as a result of
the increased expenditure for goods, private
consumption decreased by 0.2% due to the
repercussions of the MERS outbreak. Despite the

1)

(USD 100 million)
▶ Import value of transportation equipment

2015.1/4

continued soundness in durable goods market
following the previous quarter, the consumption
of quasi-durable goods, such as clothing and
bags, and leisure activity-related services shrank
due to a large decrease in the number of citizens
engaging in outdoor activities as well as in the
number of foreign tourists.
facilities investment increased by 0.5% quarter
on quarter. While the decrease in machinery
investment intensified, investment in transportation equipment increased significantly due to the
increased imports of ships and airplanes1)
Construction investment increased by 1.6%
quarter-on-quarter. The construction of residential buildings continued to expand from the previous quarter, thanks to the increasing number
of new construction projects, pre-sales and sales
transactions of those buildings2), and the construction of non-residential buildings increased
as well, thanks to the heightened demand for
commercial buildings. After recording a large
increase in the previous quarter, civil engineering dropped in the second quarter of 2015.
Investment in intellectual property products
decreased by 0.7% quarter-on-quarter due to the
sluggish nature of research and development in
the private sector.
Exports of goods and services edged up by
0.3% quarter-on-quarter due to the increased
exports of semiconductors, cellular phones, and
automobiles, while the imports of goods and
services increased only slightly by 0.9%, mainly
in crude oil and automobiles.

2/4
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Source: Korea Customs Service
2) In the second quarter of 2015, housing transactions recorded a 39.1% year-on-year increase, up from the 18.3% year-on-year increase of the first quarter of 2015.
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〈Table1〉

Growth Rates by Component of Expenditure1)
(Unit : %)

2014

2013

GDP
Final consumption expenditure

p

2015p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

2.9

3.3

1.1

0.5

0.8

0.3

0.8

0.3

2.2

2.0

0.4

-0.1

1.1

0.4

0.5

0.0

(Private consumption)

1.9

1.8

0.4

-0.4

0.8

0.5

0.6

-0.2

(Government consumption)

3.3

2.8

0.1

0.6

2.1

0.2

0.2

0.8

3.3

3.1

2.6

0.6

0.5

-2.9

4.0

0.8

Gross fixed capital formation
(Facilities)

-0.8

5.8

-1.4

1.3

0.2

4.0

0.2

0.5

(Construction)

5.5

1.0

5.3

0.5

0.9

-7.8

7.4

1.6

(Intellectual property products)

4.4

4.6

2.0

-0.1

-0.3

-0.5

2.3

-0.7

Exports of goods and services

4.3

2.8

1.4

1.3

-1.7

0.4

0.1

0.3

Imports of goods and services

1.7

2.1

-1.1

1.2

-0.7

0.7

0.6

0.9

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

By industrial sector, in the second quarter of
2015, manufacturing output recorded a 1.2%
quarter-on-quarter increase, led mainly by automobiles and cellular phones. In terms of service
output, while the finance, insurance, real estate,
and rental sectors experienced increases due to
the increase in financial and real estate transactions and good real estate pre-sales performance, wholesale and retail businesses and food
and lodging businesses remained at the same
level as that of the previous quarter due to the
aftereffects of the MERS outbreak. Despite the
sluggish civil engineering output, construction
output maintained the same level as the previous quarter thanks to the increased construction
〈Table2〉

of buildings. However, agricultural and fisheries
production plunged by 12.2% quarter-on-quarter
due to poor crop yields caused by a severe
drought, and electricity, gas, and water output
recorded the same levels as in the previous
quarter as the increased sales of industrial electricity were offset by the decrease in water and
environmental restoration businesses, such as
resource recycling services.
In the future, the Korean economy is expected to maintain its recovery trend thanks to
domestic consumption. However, it will face
considerable uncertainty along its path of
growth, given the domestic and foreign economic circumstances. Along this course of growth,

Growth Rates of Economic Activity by Sector1)
(unit: %)

2014p

2013

Agriculture, forestry & fishing
Manufacturing

2015p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

3.1

2.6

-2.2

-2.0

2.0

2.8

3.4

-12.2

3.6

4.0

2.2

1.1

-0.9

0.0

0.4

1.2

-0.3

2.2

-3.3

-1.8

3.5

4.9

-3.5

0.0

Construction

3.0

0.6

1.4

0.1

0.9

-3.0

2.0

0.0

Services

2.9

3.1

0.9

0.3

1.2

0.6

0.9

0.0

Electricity, gas & water supply

Notes : 1) Compared with the preceding period.
2) p : preliminary
Source : Bank of Korea⌜National Accounts⌟
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there will be both upward and downward risks,
with the former including the increased growth
momentum of the U.S. and the Euro zone and
declining international oil prices, and the latter
influenced by the shrinking consumer sentiment
caused by the downturns in China and emerging
commodities-exporting markets and expanded
volatilities in international financial markets.
Consumption is expected to show modest
growth momentum thanks to improved consumer sentiment. While the increase in nominal
wages and number of employees is expected to
lead to a robust upward trend in households’
real purchasing power, the surging housing market and the government’s measures to stimulate
consumption are expected to improve consumer
sentiment. However, the upward trend of consumption seems to be restrained by increased
housing costs, which are caused by rising leasehold deposits and the shrinking households’
propensity to consume due to the increasing
share of the 60-and-older population.
Chart 2

Consumer Sentiment Index

Source : Bank of Korea⌜Consumer Survey⌟

Facilities investment is expected to maintain
its current growth momentum with the receipt of
increased orders for machinery and the government’s measures for stimulating investment. The
orders received for domestic machinery, particularly IT and automobiles?which constitute a preceding index?have been increasing, and an
increase in investment is expected to be led by

the government’s expansion of its investments in
public institutions and its policy for nurturing
the service industry. However, the shrinking
investment sentiment of companies, caused by
the growing uncertainty in domestic and foreign
economic conditions, is expected to serve as a
constraint on future investment.
Chart 3
(trillion won)

Machinery Orders Received1)
(year-on-year, %)

Note : Monthly average of the year
(Figure of 2015 refers to the average from Jan. to Aug.)
Source :Statistics Korea

Construction investment is expected to maintain its upward trend owing to the booming
housing economy. The growth momentum of
the construction of buildings is expected to continue, considering the increased number of residential buildings that have commenced construction, the increased pre-sales of apartments,
and the reduction in the number of apartment
units that have not yet been pre-sold. The slump
in civil engineering is expected to make a recovery due to the government’s SOC expenditure,
based on its supplementary budget, and the
increase in the receipt of orders for civil engineering projects in the first half of 2015.
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Construction of New Buildings

Chart 4

Employment and Wages

(km2)

In the second quarter of 2015, the number of
employees (after seasonal adjustment)
decreased by 142,000 quarter-on-quarter due to
the human resources restructuring of the financial and public sectors and the aftereffects of the
MERS outbreak. However, it increased by
308,000 year-on-year, which is smaller than the
Number of Employed

Chart 5

(yoy, ten thousands)

(SA, ten thousands)

Source : Ministry of Land, Infrastructure and Transprt

Investment in intellectual property products is
expected to show a modest upward trend. R&D
investment is expected to be led by the pursuit
of long-term projects by large companies and
the hiring of research personnel, while, in terms
of investment in other intellectual property
products, there will be growing demand for software in new business areas, such as Fintech and
the Internet of Things.
〈Table 3〉

Source : Statistics Korea⌜Economically Active Population Survey⌟

Employment-related Indicators
(Unit : thousand persons, %)

2014

2013

2015

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Jul.~Aug

25,873

26,536

26,467

26,420

26,589

26,668

26,885

26,789

26,919

(Participation rate)

61.5

62.4

62.5

62.2

62.5

62.5

62.8

62.3

62.5

Unemployment level

807

937

931

964

922

928

983

1,029

980

(Unemployment rate)

<S.A.>
Labor force

3.1

3.5

3.5

3.6

3.5

3.5

3.7

3.8

3.6

1)

25,066
(385.7)

25,599
(533.0)

25,537
(223.3)

25,456
(-81.2)

25,668
(212.0)

25,740
(72.5)

25,903
(162.6)

25,760
(-142.2)

25,939
(178.4)

(Employment rate)

59.5

60.2

60.3

60.0

60.3

60.3

60.5

59.9

60.2

Employment level

<Non S.A.>
Labor force

25,873

26,536

25,945

26,767

26,810

26,622

26,356

27,140

27,184

(Participation rate)

61.5

62.4

61.3

63.1

63.0

62.4

61.5

63.2

63.1

Unemployment level

807

937

1,031

977

884

854

1,089

1,042

961

(Unemployment rate)

3.1

3.5

4.0

3.7

3.3

3.2

4.1

3.8

3.5

25,066
(385.7)

25,599
(533.0)

24,913
(729.4)

25,790
(463.7)

25,927
(516.5)

25,767
(421.9)

25,267
(353.9)

26,098
(308.1)

26,223
(291.2)

59.5

60.2

58.8

60.8

60.9

60.4

59.0

60.7

60.9

Employment level

2)

(Employment rate)

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⌟
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〈Table 4〉

Rates of Increase in Nominal Wages1)
Unit : %

2014

2013
Year

Year

3.9
3.8

(Regular payment)
(Overtime payment)
(Special payment)

2015

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

2.5

2.9

1.8

1.5

4.0

3.1

3.4

2.4

2.9

2.1

1.2

3.4

2.8

3.1

4.4

3.2

3.2

3.2

3.2

3.2

3.0

3.1

1.7

9.3

6.8

10.5

10.7

9.3

10.1

8.0

1.8

-3.7

0.4

-9.2

-9.9

2.4

0.0

0.3

6.5

0.7

2.8

0.1

-1.5

1.5

-0.5

2.9

(Manufacturing)

4.7

4.0

5.6

3.6

1.6

5.0

2.1

3.4

(Construction)

6.2

3.4

2.1

2.4

3.0

6.4

4.4

4.8

(Wholesale and retail trade)

1.5

1.2

0.4

1.9

-0.1

2.7

3.2

1.2

(Transportation)

5.5

2.7

0.2

2.4

2.5

5.5

6.1

4.9

(Accommodation and food service activities)

1.9

0.7

1.7

-1.1

0.3

1.2

3.0

4.3

(Information and communications)

2.2

-0.8

-4.2

-0.7

0.2

1.7

3.0

2.8

(Financial and insurance activities)

1.4

3.5

0.6

1.5

4.3

7.5

8.0

4.0

(Real estate activities and renting and leasing)

3.4

2.3

4.7

0.4

2.6

1.9

6.4

7.9

(Business services)

5.2

2.2

3.6

0.7

0.7

3.9

3.1

5.4

(Education)

4.4

3.5

2.5

0.4

3.9

4.1

4.0

3.1

Nominal wages of employees
Nominal wages of regular employees

Nominal wages of temporary &
daily employees

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

354,000 increase in the number of employees
recorded in the previous quarter.
By sector, the number of employees increased
by 39,000 in manufacturing, while decreasing by
30,000 in construction and 11,000 in services.
This decrease in the number of employees in
services was led mainly by the decrease of
56,000 employees in wholesale and retail businesses and the decrease of 56,000 employees in
education service businesses.
Chart 6

Number of Employed by Industry

(S.A., ten thousands)
190
185
180
175
170
165
160

Source : Statistics Korea⌜Economically Active Population Survey⌟

By labor force type, the number of wage
laborers increased by 36,000, with increases of
60,000 in regular employees and 8,000 in temporary employees, while the number of nonwage laborers decreased by 50,000, mainly due
to decreases of 44,000 in unpaid family workers
and 7,000 in self-employed workers.
The employment rate (after seasonal adjustment) decreased by 0.6%p quarter-on-quarter to
59.9%, while the unemployment rate (after seasonal adjustment) was 3.8%, recording a 0.1%p
quarter-on-quarter increase.
In July and August of 2015, the total number
of employees increased by 291,000 year-on-year,
achieving a rate of increase similar to that of the
second quarter of 2015. The number of employees is expected to show a modest upward trend
due to the continuous human resources restructuring of financial and public sectors and the
poor economic conditions.
In the second quarter of 2015, nominal wages
recorded a 3.4% year-on-year increase, marking
growth higher than the 3.1% of the previous
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quarter. The wages of regular employees
increased by 3.1%, due mainly to an 8.0%
increase in overtime pay, while the wages of
temporary workers increased by 2.9%.

Consumer Prices

Chart 7
(year-on-year, %)
Consumer Price Index

Prices
In the second quarter of 2015, consumer
prices recorded a 0.5% year-on-year increase,
continuing a mild growth similar to the 0.6% of
the previous quarter. Compared to the last
month of the previous quarter, they increased by
0.4%, mainly due to the increase in prices of
agricultural, livestock, and fisheries products
and service charges.
By product group, the prices of agricultural,
livestock, and fisheries products recorded a larger year-on-year increase than that of the previous quarter as reductions in crop yields caused
by drought led to a rise in the prices of agricultural products. The prices of industrial products
continued their decline from the previous quarter due to continuous drops in the prices of
petroleum products3). The decrease in electricity,

Source : Statistics Korea

water, and gas charges also intensified due to
further reductions in city gas charges4), while service charges recorded a 1.6% rate of increase,
the same as that of the previous quarter.
In July and August of 2015, consumer prices
recorded a 0.7% year-on-year increase, achieving growth higher than that of the previous
quarter due to a large increase in service charges
caused by an increase in transportation fares in
the Seoul Capital Area (Incheon, Seoul and
Gyeonggi-do), despite the decrease in electrici-

Rates of Increase in Consumer Prices1)2)

〈Table 5〉

(Unit : %)

2014

2013
Year
Consumer prices

Agricultural, livestock & fisheries products

Year

Ⅰ

Ⅱ

2015
Ⅲ

Ⅳ

Ⅰ

Ⅱ

Jul.~Aug

1.3

1.3

1.1

1.6

1.4

1.0

0.6

0.5

0.7

(1.1)

(0.8)

(1.0)

(0.1)

(0.3)

(-0.5)

(0.5)

(0.4)

(0.3)

-0.6

-2.7

-4.7

-2.2

-3.3

-0.3

0.3

2.1

3.6

Industrial products

0.9

1.3

1.6

2.0

1.6

-0.1

-0.4

-0.3

-0.2

Electricity·gas·water supply

4.5

3.9

5.4

4.2

3.4

2.5

-3.7

-8.0

-11.3

Services

1.5

1.6

1.3

1.6

1.7

1.6

1.6

1.6

2.0

CPI excluding agricultural products & oils

CPI excluding food & energy

1.6

2.0

1.9

2.2

2.2

1.7

2.3

2.1

2.1

(1.9)

(1.6)

(0.7)

(0.5)

(0.2)

(0.2)

(1.2)

(0.4)

(0.4)

1.5

1.7

1.5

1.8

1.9

1.4

2.3

2.2

2.5

(1.6)

(1.4)

(0.6)

(0.3)

(0.2)

(0.2)

(1.5)

(0.3)

(0.6)

Notes : 1) Compared with the same period of the previous year.
2) Figures in parentheses refer to rates of increase compared with the last month of the preceding period.
Source : Statistics Korea
⌜Consumer Price Index⌟

3)

(year-on-year, %)
▶ Rate of increase in petroleum products prices

April, 2015

May

June

July

August

-20.9

-19.3

-17.0

-17.3

-18.2

Source: Statistics Korea
4)

(month-on-month, %)
▶ Rate of increase in city gas charges for houses

Jan. 2015

March

May

-5.5(-6.1)

-8.4(-14.0)

-8.0(-20.9)

Note: 1) Figures in parentheses represent the year-on-year rate of increase/decrease
Source: Statistics Korea
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Rates of Increase in Producer Prices, Export and Import Prices1)2)

〈Table 6〉

(Unit : %)

2014

2013
Year
Producer prices

Year

Ⅰ

p

Ⅱ

2015
Ⅲ

Ⅳ

Ⅰ

p

Ⅱ

Jul.~Aug

-1.6

-0.5

-0.6

-0.1

-0.2

-1.3

-3.6

-3.6

-4.3

(-0.4)

(-2.1)

(0.4)

(-0.1)

(-0.4)

(-2.0)

(-1.3)

(0.0)

(-0.9)

Agricultural, forestry & marine products

-6.0

0.7

-1.3

1.7

-0.2

2.6

-0.2

3.7

4.9

Manufacturing products

-3.0

-2.1

-2.1

-1.5

-1.6

-3.3

-6.3

-5.9

-6.9

Electric power, gas & water supply

5.7

5.3

6.9

5.7

5.1

3.6

-4.0

-8.9

-10.4

Services

0.4

1.5

1.3

1.6

1.8

1.5

1.4

1.3

1.1

3)

Export prices

Import prices3)

-4.3

-6.0

-3.3

-8.6

-8.2

-3.6

-7.8

-3.9

-1.8

(-2.1)

(-4.4)

(0.4)

(-4.3)

(0.2)

(-0.7)

(-2.1)

(0.3)

(1.2)

-7.3

-7.5

-4.1

-7.5

-9.1

-9.5

-18.1

-15.2

-13.8

(-3.5)

(-13.0)

(0.1)

(-4.2)

(-2.5)

(-7.0)

(-4.6)

(-0.6)

(-0.8)

Notes : 1) Compared with the same period of the previous year.
2) Figures in parentheses refer to rates of increase compared with the last month of the preceding period.
3) Korean won basis.
Sources : Bank of Korea
⌜Producer Price Index⌟,⌜Export/Import Price Index⌟

ty, water and gas charges caused by the reduction in electricity charges over the summer5).
In the second quarter of 2015, the two core
inflation index, one excluding agricultural products and oils, and the other excluding food and
energy, recorded a 2.1% and 2.2% year-on-year
increase, respectively, and showed an increase
of the mid and low 2% range in July and August.
Going forward, consumer prices are expected
to continue their modest growth due to low oil
prices and the continuing demand-side downward pressure.
In the second quarter of 2015, producer prices
maintained a downward trend similar to that of
the previous quarter due to a larger decrease in
electricity, gas, and water charges caused by
reductions in city gas charges, despite the
increase in the prices of Agricultural, forestry &
marine products. In July and August of 2015,
producer prices decreased further due to the
declining international oil prices and a reduction
in electricity charges.
In the second quarter of 2015, export and

import prices (Korean won basis) showed a
decrease smaller than that of the previous quarter due to the increase in international oil prices.
In July and August, the rate of decrease was
even smaller due to a surge in won-dollar
exchange rate, despite the decrease in international oil prices.

Real Estate Prices
In the second quarter of 2015, home sales
prices nationwide increased by 1.3% over those
of the last month of the previous quarter.
By region, home prices in the Seoul Capital
Area(Incheon, Seoul and Gyeonggi-do) recorded a larger increase due to a decrease in the
benchmark interest rates and a shift to home
sales triggered by skyrocketing jeonse (lumpsum deposit-based rental) prices. Outside the
Seoul Capital Area, home prices continued their
upward trend with a upswing in particular areas,
such as Daegu and Gwangju, where conditions

5) From July to September, electricity charges were reduced by 6.7% from June as the electricity charge imposed on houses for the third progressive level was temporarily
applied to the fourth progressive level.
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Chart 8

Buyer Superiority Index and
Seoul Apartment Transaction Volume
(Seoul metropolitan area)

Chart 9

Rates of Increase in Housing Leasehold Prices
(Seoul metropolitan area)
(%)

(%)

(Unit : 1,000)

Source : Kookmin Bank
Source: Seoul Metropolitan Government, Kookmin Bank

Rates of Increase in Consumer Prices1)

〈Table 7〉

(Unit : %)

2014

2013
Year
Housing prices
(Seoul metropolitan area)
(Non Seoul metropolitan area2))
Housing leasehold prices

Year

Ⅰ

Ⅱ

2015
Ⅲ

Ⅳ

Ⅰ

Ⅱ

Jul.~Aug

0.4

2.1

0.6

0.3

0.5

0.7

0.8

1.3

0.8

-1.4

1.3

0.3

0.1

0.4

0.5

0.7

1.3

0.9

2.7

3.5

0.9

0.7

0.8

1.1

1.2

1.8

1.1

5.7

3.8

1.4

0.7

0.7

0.9

1.2

1.6

1.0

(Seoul metropolitan area)

7.0

4.6

1.8

0.7

0.9

1.1

1.5

2.1

1.3

(Non Seoul metropolitan area2))

4.2

3.2

0.9

0.8

0.7

0.9

1.1

1.3

0.7

1.1

2.0

0.5

0.5

0.5

0.5

0.5

0.6

0.4

Land price

Notes : 1) Compared with the last month of the preceding period.
2) Five metropolitan cities(except Incheon)
Sources : Ministry of Land, Infrastructure and Transport, Kookmin Bank

were favorable for a development boom.
In July and August of 2015, home sales prices
nationwide increased by 0.8% due to the government’s loosening of related regulations, such
as those related to loan-to-value and debt-toincome ratios.
In the second quarter of 2015, jeonse prices
nationwide increased by 1.6% over those of the
last month of the previous quarter, driven primarily by the lack of jeonse supply due to landlords’ preference for monthly rental agreements
in the capital area.
In July and August of 2015, jeonse prices
nationwide increased by 1.0% before the start of
the fall moving season.
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External Transactions
In the second quarter of 2015, exports recorded a 7.2% year-on-year decrease.
By region, exports to the U.S., which had previously experienced regular increases, went into
decline, while exports to the EU and Japan continued to decrease. Exports to China and Southeast Asia showed a downward trend, and
exports to Central and South America went into
decline from growth in the previous quarter.
The decrease in exports to the U.S. was driven
by the reduction in exports of cellular phones
and steel products, while the decrease in
exports to the EU was led by decreases in cellu-

Exports by Destination and Sector1)
(customs clearance basis)

〈Table 8〉

(Unit : billion US dollars, %)

2014

2013
Year

Year

559.6

572.7

137.5

145.7

(2.1)

(2.3)

(1.6)

(6.0)

(13.3)

(-10.7)

Ⅰ

141.8

147.7

133.4

135.1

85.0

(3.2)

(3.6)

(0.9)

(-3.0)

(-7.2)

(-9.9)

(2.6)

(13.0)

(15.0)

(21.9)

(13.3)

(-1.0)

(-1.4)

(-7.2)

(-10.1)

(0.0)

(-3.5)

(-13.9)

(-22.2)

(-13.0)

(-26.9)

(-1.0)

(5.7)

(16.2)

(6.9)

(4.3)

(-4.1)

(-21.2)

(-8.5)

(-13.4)

(8.6)

(-0.4)

(2.8)

(-2.8)

(-1.7)

(0.4)

(-1.6)

(-2.7)

(-7.8)

Southeast Asia

(-0.9)

(1.2)

(4.5)

(0.5)

(1.9)

(-2.1)

(-13.3)

(-6.2)

(-3.6)

Central & South America

(-1.2)

(-1.1)

(-14.5)

(-15.5)

(13.6)

(14.6)

(18.1)

(-12.7)

(-18.8)

130.9

136.6

32.4

33.0

34.5

36.8

32.7

33.9

21.9

(8.8)

(4.4)

(7.8)

(1.2)

(3.7)

(5.2)

(1.2)

(3.0)

(-2.3)

Non-IT products

428.8

436.0

105.2

112.7

107.2

110.9

100.7

101.2

63.0

(0.3)

(1.7)

(-0.1)

(3.8)

(3.6)

(-0.4)

(-4.2)

(-10.2)

(-12.3)

Non-Ship

523.5

534.0

129.3

134.5

133.0

137.3

120.5

126.4

80.0

(2.7)

(2.0)

(2.1)

(2.3)

(3.5)

(0.2)

(-6.8)

(-6.0)

(-9.8)

U S
Japan
E U
China

IT products

Ⅱ

2015
Ⅳ

Exports

Ⅰ

Ⅲ

Ⅱ

Jul.~Aug

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

petroleum and chemical products, and exports
to Southeast Asia also decreased, particularly in
terms of petroleum products and ships.
By product group, IT product exports

lar phones and automobiles. Exports to Japan
also fell, notably due to the export performance
of petroleum and steel products. The decrease
in exports to China was driven by low exports of

Imports by Sector and Use1)
(customs clearance basis)

〈Table 9〉

2014

2013
Year

Year

515.6

525.5

132.4

131.0

(-0.8)

(1.9)

(2.0)

416.3

430.6

(1.2)

Ⅰ

132.8

129.4

111.8

110.5

73.8

(3.3)

(5.4)

(-2.8)

(-15.5)

(-15.6)

(-16.7)

107.5

107.4

106.7

109.0

98.5

95.1

63.0

(3.4)

(3.8)

(3.9)

(5.2)

(1.1)

(-8.4)

(-11.4)

(-10.7)

202.5

214.3

50.0

53.7

53.7

57.0

53.6

53.8

36.5

(4.1)

(5.8)

(4.1)

(6.9)

(6.3)

(5.8)

(7.3)

(0.2)

(3.8)

Raw materials & Fuels

313.1

311.2

82.4

77.3

79.2

72.4

58.2

56.8

37.3

(-3.7)

(-0.6)

(0.8)

(0.9)

(4.8)

(-8.6)

(-29.3)

(-26.6)

(-30.3)

Capital goods

144.3

149.0

34.9

37.6

36.4

40.1

37.4

37.3

25.2

(2.8)

(3.3)

(1.9)

(4.6)

(1.2)

(5.2)

(6.9)

(-0.7)

(5.5)

58.3

65.3

15.0

16.1

17.3

16.9

16.2

16.5

11.3

(7.5)

(12.1)

(9.7)

(12.8)

(19.0)

(7.4)

(8.1)

(2.2)

(0.1)

Non-Crude Oil

Non-Raw materials & Fuels

Consumer goods

Ⅱ

2015p
Ⅳ

Imports

Ⅰ

(Unit : billion US dollars, %)

p

Ⅲ

Ⅱ

Jul.~Aug

Note : 1) Figures in parentheses refer to rates of increase compared with the same period of the previous year(%).
Source : Korea Customs Service
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increased by 3.0%, driven by semiconductors
and cellular phones. The increase in semiconductor exports was led by the demand for memory semiconductors used in mobile devices and
the increased export of system semiconductor
packaging, while the increase in the export of
cellular phones was spurred by new product
launches.
Exports of non-IT products decreased by
10.2%, led particularly by the drops in petroleum and steel products. The decrease in the
exports of petroleum products was influenced
by declining oil prices and regular repairs of key
production facilities, while
the decline in the exports of steel products
was led by declining raw material prices and
reduced demand for steel pipes in the U.S.
In July and August of 2015, exports of both IT
products and non-IT products showed sluggish
performances, decreasing by 9.9% year-on-year.
The exports of IT products decreased by 2.3%
due to the sluggish exports of displays and cellular phones, despite the increased exports of
semiconductors. The exports of non-IT products
decreased by 12.3%, led mainly by petroleum
and steel products.
In the second quarter of 2015, imports recorded a 15.6% year-on-year decrease.
By product group, raw material imports continued their downward trend, led by crude oil
and petroleum products under the influence of
the falling oil prices, while steel materials
imports decreased due to the influx of cheap
Chinese steel products. Capital goods imports
〈Table 10〉

Exports

Chart 10
(billion US dollars)

(year-on-year, %)

Source : Korea Customs Service

also decreased, mainly centering on machinery
and semiconductor equipment, while consumer
goods imports were buoyed by durable consumer goods, such as cars.
In July and August of 2015, even though the
imports of capital goods, such as semiconductors and semiconductor equipment, began to
increase, imports recorded a 16.7% year-on-year
decrease, led by the continuous decrease in raw
materials imports caused by declining oil prices.
Meanwhile, in the second quarter of 2015, the
current account balance recorded a surplus of
USD 2.89 billion due to a larger surplus in the
goods account balance.

Current Account
(Unit : billion US dollars)

2014

2013

p

2015p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Jul.~Aug

81.1

89.2

15.2

24.2

22.6

27.2

23.5

28.9

17.8

Goods

82.8

92.7

17.7

26.4

21.7

26.8

25.3

34.9

19.0

Services

-6.5

-8.2

-3.5

-1.8

-0.9

-1.9

-5.4

-4.0

-3.3

9.1

10.2

1.9

1.3

3.1

3.8

4.8

-0.9

2.2

-4.2

-5.5

-1.0

-1.7

-1.3

-1.5

-1.2

-1.1

-0.2

Current Account

Primary Income
Secondary Income
Source : Bank of Korea⌜Balance of Payments⌟
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Financial and Foreign Exchange
Markets Developments
Financial Markets
In the third quarter of 2015, the interest rate
on treasury bonds (three-year) decreased slightly due to the strong preference for safe assets
triggered by growing uncertainty in the Chinese
economy and the poor performance of domestic
economic indexes.
Looking at the trend in more detail by period,
in early July 2015, the treasury bond (three-year)
interest rate maintained its upward trend after
the end of June 2015 due to the agreement
reached on Greece’s bailout program and the
U.S.’ promising employment index. However, it
plunged to 1.7% on July 27 due to the growing
concern over the slowdown of the domestic
economy, with the domestic GDP growth rate in
the second quarter of 2015 falling below the
estimated growth rate due to the MERS outbreak
and net selling of treasury bonds futures by foreigners increasing by a large margin 6). Afterwards, on August 5, the treasury bond (threeyear) interest rate increased to 1.79% due to a
higher-than-estimated domestic mining and
manufacturing output during June 2015 and
reductions in foreigners’ accumulated net long
position of treasury bonds futures. However, it
decreased to 1.65% on September 4 due to the
growing uncertainty in the Chinese economy
prompted by the devaluation of the Chinese
yuan by the People’s Bank of China from August
11 to 12 as well as plunges in the Chinese stock
market and poor domestic GNI in the second
quarter of 2015. The treasury bond (three-year)
interest rate bounced back as the Monetary Policy Committee of the Bank of Korea made a
unanimous decision to freeze benchmark rates
on September 11, but began to decrease due to

the continuous downward trend of Chinese
share prices, the Federal Open Market Committee (FOMC)’s decision last September to maintain policy rates at current levels, and the dovish
results of the FOMC meeting7), recording an alltime low of 1.62% on September 25.
Interest Rates

Chart 11
(%)

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

In the second quarter of 2015, the KOSPI
maintained its upward trend from the beginning
of 2015 due to the continuous quantitative easings by major countries and good performance
of domestic companies in the first quarter of
2015 on the back of low oil prices and low interest rates. However, it dropped due to the probability of the increase in the fed funds rate by end
2015, concern over Greece’s default on its debts,
and the MERS crisis, recording 2,074 as of the
end of the second quarter of 2015, which represents a 1.6% increase over that of the end of the
first quarter of 2015. The KOSDAQ soared by
14.1% from the end of the previous quarter,
recording 742, due to the government’s implementation of policies designed to nurture the
biotechnology sector and the transfer of investment demand from the KOSPI, spurred by concern over the poor performance of large KOSPIlisted companies.

6) As of July 27, 2015, the cumulative net buying of three-year treasury bond futures, 191,000 contracts, and ten-year Treasury bonds futures, 36,000 contraccts, recorded
an all-time high.
7) The FOMC meeting considered the impacts of changes in global financial and economic environments and lowered economic forecasts for 2016, with the growth rate
dropping from 2.5% to 2.3%, and the rate of increase in consumer prices decreasing from 1.8% to 1.7%.
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After July, the KOSPI declined by a large margin due to the combined influence of concern
over the stagnating Chinese economy and poor
performance of domestic companies in the second quarter of 2015, amid continuous uncertainty about whether the FRB would make a policy
rate hike. The KOSDAQ, which had maintained
its upward momentum, declined by a large margin, led mainly by biotechnology and pharmaceutical companies. As of the end of August
2015, the KOSPI dropped to 1,941, decreasing
by 6.4% from the end of the previous quarter,
while the KOSDAQ recorded 687, decreasing by
7.4% from the end of the previous quarter.
In the second quarter of 2015, corporate loans

〈Table 11〉

Chart 12

Stock Price Movements

(1980. 1. 4=100)

(1996. 7. 1=1,000)

Source : Korea Exchange

by banks increased by a large margin, led by the
growth in loans to small- and medium-sized
companies, despite the decrease in loans to
large companies following their repayment of
loans at quarter-end in order to manage their
debt ratios. In terms of direct financing by companies via financial markets, the net issuance of
corporate bonds was made due to favorable
issuance conditions, such as low interest rates,
while commercial papers shifted to a net
redemption position. The issuance of shares

Bank Lending and Corporate Funding
(Changes during the period)

(Unit : billion won)

2014

2013

2015

Year

Year

Bank loan to enterprises

34,779

51,978

16,813

15,785

10,179

9,201

15,814

12,198

6,022

(Large enterprises)

8,202

18,465

6,597

6,882

1,012

3,975

447

-4,313

729

26,577

33,513

10,217

8,903

9,167

5,226

15,368

16,510

5,293

(Small and medium enterprises)
Net CP issuance

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Ⅱ

Jul.~Aug

954

-5,046

2,045

-2,084

-1,310

-3,698

415

-634

-641

3,125

1,752

-2,579

-34

2,288

2,077

-509

3,685

228

6,489

9,622

1,270

1,698

1,315

5,339

1,374

944

1,509

13,911

38,663

158

8,313

12,381

17,811

7,788

-186

8,953

[Including mortgage loans
assigned to KFHFC]2)

23,306

37,323

-620

6,392

11,105

20,446

9,667

23,923

14,995

(Mortgage loans)

11,261

36,832

2,020

7,462

11,915

15,436

9,694

-2,935

6,407

[Including mortgage loans
assigned to KFHFC]2)

20,656

35,492

1,242

5,541

10,638

18,071

11,574

21,175

12,449

2,800

1,884

-1,832

872

481

2,364

-1,849

2,764

2,545

Net bond issuance
Equity issuance

1)

Bank loan to household

(Others incl. overdraft accounts)

Notes : 1) Sum of KOSPI and KOSDAQ markets
2) Includes KHFC Bogeumjari loans and bank loans assigned to the KHFC.
Source : Bank of Korea
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continued its growth momentum due to the
issuance of new shares by companies attempting
to improve their financial structures. On the
other hand, household loans by banks (including the assignment of mortgage loans) showed a
rate of increase higher than that of the previous
year, led mainly by housing mortgage loans, due
to the decrease in loan interest rates caused by a
policy rate drop, the increase in home sales
transactions, and the expansion of policy mortgage loans by the Korea Housing Finance Corporation.
In July and August of 2015, corporate loans by
banks maintained an upward trend due mainly
to the increase in loans to small- and mediumsized companies, including loans to entrepreneurs. In terms of financing through direct financial markets, the net issuance position of corporate bonds was reduced due to the maturation of
more corporate bonds, while commercial papers
remained at a net redemption position. Household loans by banks (including assigned mortgage loans) maintained a high rate of increase,
led by the increase in housing mortgage loans
caused by low interest rates and the increase in
home transactions and pre-sales of new homes.
Overdraft loans continued their upward trend
due to monetary demand during the holiday
season and some banks’ efforts to expand their
businesses.
Foreign Exchange Markets
In the second quarter of 2015, the Korean
won to U.S. dollar exchange rate rose overall. In
April, it declined due to the expectation of a
delay in the normalization of interest rates by
the FRB and the influx of foreign investments
into the domestic stock market. However, in
May, it increased due to a remark made by the
FRB chairman, hinting at an interest rate hike
within the year, In June, it continued to increase
due to stronger preference for safe assets as a
result of the growing concern over Greece’s
debt default. As of the end of the second quarter

of 2015, the Korean won to U.S. dollar exchange
reached KRW 1,115.5.
In July and August of 2015, the Korean won to
U.S. dollar exchange rate increased. In July, the
increase in the exchange rate was led by the
spread of risk-averse sentiment arising from the
continued uncertainty involving Greece and the
plummeting Chinese stock market, while in
August, it was influenced by the devaluation of
the Chinese yuan. As of the end of August, the
Korean won to U.S. dollar exchange recorded
1,182.5.
Chart 13

Exchange Rate Trend of Korean Won

(Won)

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

In the second quarter of 2015, the Korean
won to 100 Japanese yen exchange rate
decreased slightly. In April, it declined due to
improved investment sentiment for emerging
economies, but the exchange rate decrease was
mitigated by Governor Kuroda’s remark against
the weak yen and stronger risk-averse sentiment
triggered by the concern over Greece’s default.
As of the end of the second quarter of 2015, 100
Japanese yen was valued at KRW 917.2.
In July and August of 2015, the Korean won to
100 Japanese yen exchange rate rose due to the
increased preference for safe assets led by the
concern over a further downturn in the Chinese
economy. As of the end of August, it recorded
KRW 970.1.
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Analysis of Consumption Volatility in Korea:
During the Asian Currency Crisis and Global Financial Crisis
Bahng, Hong Kee*, Ahn, Jihoon**, Han, Chaesoo***
Major macroeconomic variables generally fluctuate around the long-term economic growth
trend, depending for example upon changes in economic conditions and the incidence of various
shocks. Volatility of this type widens at times and narrows at other times depending upon
changes in economic conditions and the characteristics of economic shocks. In Korea, consumption volatility increased significantly in the period just before and after the Asian Currency Crisis.
During these periods there emerged the so-called consumption volatility puzzle, in which consumption volatility exceeded GDP volatility. However, consumption volatility has gradually
decreased since then and so far another consumption volatility puzzle has not taken shape.
From the perspective of traditional macroeconomic theory, volatility of consumption exceeding
that of GDP is an extraordinary phenomenon. For a rational consumer whose decisions are made
based on the permanent income hypothesis, there exist incentives for consumption smoothing
for lifetime utility maximization, in response to income changes by period. In addition, compared
with other categories of expenditure such as investment, consumption, which amounts to half of
GDP, generally moves more stably and its volatility remains less than income volatility.
In this paper, we examine through the analysis of models based on recent macroeconomic theories what caused the consumption volatility puzzles to arise in a concentrated form during the
periods just before and after the Asian Currency Crisis but not thereafter including the Global
Financial Crisis. In addition, the trend of consumption volatility since 2000 is analyzed, by reflecting other domestic economic conditions such as trend in Korean asset prices.
First, according to our analysis using a productivity shock model, productivity shocks during the
Asian Currency Crisis are assessed as having had greater permanence than those during the
Global Financial Crisis. Households, the agents of consumption, are seen to have responded
more sensitively to productivity shocks resulting from the eruption of a crisis and to a consequent
decrease in income during the Asian Currency Crisis. Meanwhile, Korea’s real interest rate rose
greatly during the Asian Currency Crisis, with risk premiums increasing in line chiefly with a rise
in default risks, whereas they rose only slightly during the Global Financial Crisis. This implies that
changes in the real interest rate during the Asian Currency Crisis had a great influence on the
intertemporal choices of households in terms of consumption and savings. The evidence suggests that the response of consumption differed between the two crisis periods, because, whereas the Global Financial Crisis was mostly an external disruption stemming from the US and other
parts of the world, the Asian Currency Crisis was caused by the vulnerability of the domestic
banking sector and had highly negative influences on the real economy in the course of the crisis
and the restructuring of the financial and corporate sectors thereafter.
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Meanwhile, apart from these two crisis periods, consumption temporarily rose at a faster pace
than income in the early 2000s, which seems to have been influenced by a sharp run-up in real
estate prices at the time. This means that sudden changes in real estate prices caused households to intuitively change their expected permanent income (capital gains), and borrowing conditions, thus inducing higher levels of volatility than actual income volatility. In addition, consumption volatility has subsided significantly up until the present day since the Global Financial
Crisis, and this volatility decline seems to have centered on older age groups. This is analyzed as
being partially due to the increased supply of labor by members of this age group and their consequently increased wage income.
According to the results of the analysis based on recent theory, the nature of economic shocks
the Korean economy faced during the two crisis periods differed. However, in order to discuss
the fundamental differences between the shocks, there is a need for additional research on the
fundamental frictions in the economy represented by these shocks suggested in theory. Specifically, there is a need for a greater in-depth understanding of the structural factors in the economy which initiate a sudden fall in the growth trend or influence the risk premium. Furthermore, it
is also necessary to make policy efforts to facilitate the securitization of property assets, in order
to mitigate households’ exposure to changes in asset price trends.

. Introduction
. Empirical Observation of Consumption Volatility Trends
. Consumption Volatility Puzzle: A Theoretical Analysis
. Conclusion

■ The contents of this paper represent the personal opinions of the authors and do not necessarily reflect the official view of the Bank of Korea. Any report/citation of
this paper should specify the names of the authors.

* Economist, Overall Research and Forecasting Team, Research Department (Tel : +82-2-759-4195, e-mail : eddie118@bok.or.kr)
** Junior Economist, Press Officer (Tel : +82-2-759-4135, e-mail : jihoon@bok.or.kr)
*** Junior Economist, Industry and Economic Structure Analysis Team, Research Department (Tel : +82-2-759-4456, e-mail : chaesoo@bok.or.kr)
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I. Introduction
Major macroeconomic variables generally
fluctuate with long-term economic growth, for
example, depending on changes in economic
conditions and the occurrence of particular
shocks. Volatility of this type increases at times
and narrows at others depending on the type of
changes in economic conditions and the characteristics of the economic shocks. In Korea, consumption volatility increased significantly in the
periods leading up to and immediately following
the Asian Currency Crisis. During these periods,
there emerged the so-called consumption
volatility puzzle1), in which consumption volatility exceeded GDP volatility. Afterwards, consumption volatility increased temporarily during
the Global Financial Crisis, but has gradually
decreased since then. So far, another consumption volatility puzzle has not been observed.
From the perspective of traditional macroeconomic theory, consumption volatility puzzle is a
particularly extraordinary phenomenon. For a
rational consumer, whose decisions are made
based on the permanent income hypothesis,
there exist incentives to engage in consumption
smoothing in order to achieve lifetime utility
maximization, in response to income changes by
period. In addition, compared to other categories of expenditure, such as investment, consumption, which amounts to half of the GDP,
generally moves in a more stable manner, and
its volatility remains less than GDP volatility.
In this paper, by analyzing models based on
recent macroeconomic theories, we identify
what caused the consumption volatility puzzle
to arise in such a concentrated form during the
periods immediately prior to and following the
Asian Currency Crisis but not thereafter. In addition, we analyze and draw relevant implications
from the trend of consumption volatility since

2000 by reflecting other economic conditions,
such as the trend in Korean asset prices. First, in
Section II, we examine Korea’s consumption
volatility trend along with GDP volatility. In Section III, we outline the results of recent studies
on consumption volatility and, against such theoretical background, analyze the causes of
Korea’s consumption volatility puzzle. Lastly, in
Section IV, we present the comprehensive
results of our analysis and relevant implications.

II. Empirical Observation of
Consumption Volatility Trends
1. Consumption Volatility Trends in Korea
The volatility of private consumption under
Korea’s national accounts (hereinafter referred
to as “consumption volatility”) has increased
since the Asian Currency Crisis in the late 1990s.
If we divide the entire period following the first
quarter of 1970 into three periods, i.e. the 1970s,
the time before the Asian Currency Crisis, and
the time after the Asian Currency Crisis, and take
a look at each period, consumption volatility,
which had stood at the low level of 1.35% prior
to the Asian Currency Crisis, jumped to 3.65%
due to effects, such as increased cyclical volatility, caused by the occurrence of the Crisis. GDP
volatility had shown a downward trend during
the period leading up to the Asian Currency Crisis, but it increased in the aftermath of the Crisis.
During the period following the Asian Currency
Crisis, when GDP volatility was much smaller
than consumption volatility, the relative volatility
of consumption exceeded a value of 1, and thus
the consumption volatility puzzle was observed.
On the other hand, if we look at the cyclical
components of consumption and GDP presented by Figure 1, the consumption volatility puz-

1) “Consumption volatility puzzle” refers to the phenomenon where the standard deviation of the cyclical component of private consumption under national accounts
exceeds that of the cyclical component of the GDP during the same period.
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Relative Volatility1) of Consumption

Table 1

(%, percentage)

Entire period
(1970.Q1~2014.Q3)

1970s
(1970.Q1~1979.Q4)

Before the Asian
Currency Crisis
(1980.Q1~1995.Q4)

After the Asian
Currency Crisis
(1996.Q1~2014.Q3)

Consumption Volatility (A)

2.67

1.99

1.35

3.65

GDP Volatility (B)

2.44

3.01

2.03

2.36

Relative Volatility of
Consumption (A/B)

1.09

0.66

0.67

1.55

Note: 1) Standard deviation of cyclical component derived using Hodrick-Prescott filter

zle, where consumption volatility greatly
exceeds GDP volatility, was observed in a concentrated form immediately before and following the Asian Currency Crisis.
Figure 1

Cyclical Components of GDP and
Consumption1)

Note: 1) Derived using Hodrick-Prescott filter

Next, we divide the period after the Asian
Currency Crisis into two periods: the period
Table 2

from first quarter of 1996 to the fourth quarter of
2005, which includes the Asian Currency Crisis,
and the period from the first quarter of 2006 to
the third quarter of 2014, which encompasses
the Global Financial Crisis. And we use these
two periods to examine the cyclical components. While the consumption volatility puzzle
was observed during the period including the
Asian Currency Crisis, consumption volatility
decreased significantly during the period including the Global Financial Crisis, falling below the
GDP volatility in an environment of overall low
cyclical component, which was caused by the
reduced global cyclical component, continuous
decline in the trend rate of growth, and other
factors. Given the absence of the consumption
volatility puzzle during the recent Global Financial Crisis, the occurrence of the puzzle during
the Asian Currency Crisis implies that the phenomenon was precipitated by particular changes

Relative Volatility1) of Consumption during the Asian Currency Crisis and the Global Financial Crisis
Before the Asian
Currency Crisis

Period including the Asian
Currency Crisis

Period including the Global
Financial Crisis

(1980.Q1~1995.Q4)

(1996.Q1~2005.Q4)

(2006.Q1~2014.Q3)

Consumption Volatility (A)

1.35

4.86

1.29

GDP Volatility (B)

2.03

3.02

1.35

Relative Volatility of Consumption (A/B)

0.67

1.61

0.96

Note: 1) Standard deviation of cyclical component derived using the Hodrick-Prescott filter
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drastic changes during the period including the
Crisis.

in the economic conditions and the characteristics of the economic shocks at the time of the
Asian Currency Crisis.
Table 3

Volatility of Cyclical Component of GDP and Consumption by Series1)
(%, percentage)

Entire period
(1980.Q1~2014.Q3)

Before the Asian
Currency Crisis
(1980.Q1~1995.Q4)

Period including the Asian Period including the Global
Currency Crisis
Financial Crisis
(1996.Q1~2005.Q4)
(2006.Q1~2014.Q3)

Long-term cycle series (A)

0.49

0.52

0.54

0.23

Business cycle series (C)

2.22

1.96

2.86

1.58

[GDP]

[Consumption]
Long-term cycle series (B)

0.66

0.48

1.00

0.17

Business cycle series (D)

2.81

1.45

4.52

1.52

Relative volatility of
consumption (B/A)

1.35

0.92

1.85

0.74

Relative volatility of
consumption (D/C)

1.27

0.74

1.58

0.96

Note: 1) Standard deviation of cyclic variance extracted using the bandpass filter

Next, to examine consumption and GDP
volatility, we use a bandpass filter 2) that can
extract periodicities by differentiating business
cycle series from long-term cycle series, unlike
the Hodrick-Prescott filter, which can extract
only business cycle series. First of all, the volatility of business cycle series showed similar
movement to that extracted by the HodrickPrescott filter. In other words, the consumption
volatility puzzle occurred in concentrated form
during the period including the Asian Currency
Crisis but has not been observed since the period including the Global Financial Crisis. On the
other hand, the volatility of long-term cyclical
series of both consumption and GDP reached
peaks during the period including the Asian Currency Crisis, but has been substantially reduced
ever since. Specifically, the volatility of the longterm cyclical series of consumption soared to 1%
during the period including the Asian Currency
Crisis, nearly twice as much as that before the
Crisis, and then dropped to 0.17%, which indicates that the consumption trend underwent

2. Volatility Trend by Types of
Consumption in Korea
Consumption volatility by types of goods and
services has varied with the business cycles.
Generally, durable goods and quasi-durable
goods, which generate continuous utility even
after the time of their consumption, have features similar to those of investment as well as
higher unit prices of their consumption expenditures. The consumption volatility of such
durable and quasi-durable goods fluctuates significantly, exceeding GDP volatility. In contrast,
non-durable goods and services, which generate
all of their utility at the time of their consumption, feature very low volatility. The volatility of
the consumption of non-durable goods and services, which accounts for 80% of private consumption under Korea’s national accounts, falls
below the GDP volatility. Thus, the consumption
volatility puzzle is not generally observed.
When we examine the consumption volatility
by types of goods and services of two periods,

2) Unlike the HP filter, which is basically a high-pass filter, a bandpass filter can decompose the time series by cyclical series, which includes a low-pass method for extracting long-term cycles lasting more than 32 quarters, a bandpass method for extracting business cycles lasting between six quarters and 32 quarters, and a high-pass
method for extracting short-term cycles lasting six quarters or less. For details, refer to Baxter and King (1999).
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Table 4

Relative Volatility of Consumption by Types of Goods and Services1)
(%, percentage)

Before the Asian Currency Crisis
(1980.Q1~1995.Q4)

Consumption Volatility (A)

Period including the Asian
Currency Crisis
(1996.Q1~2005.Q4)

Period including the Global
Financial Crisis
(2006.Q1~2014.Q3)

1.35

4.86

1.29

Durable Goods’ Volatility (B)

6.30

13.92

5.15

Volatility of Quasi-durable Goods (C)

4.10

9.59

2.87

Volatility of Non-durable Goods (D)

1.14

3.41

1.25

Services Volatility (E)

1.60

2.99

0.68

GDP Volatility (F)

2.03

3.02

1.35

Relative Volatility of Consumption (A/F)

0.67

1.61

0.96

Relative Volatility of Durable Goods (B/F)

3.10

4.61

3.81

Relative Volatility of Quasi-durable Goods (C/F) 2.02

3.18

2.13

Relative Volatility of Non-durable Goods (D/F)

0.56

1.13

0.93

Relative Volatility of Services (E/F)

0.79

0.99

0.50

Note: 1) Standard deviation of cyclical component extracted using HP filter

one including the Asian Currency Crisis and the
other including the Global Financial Crisis, a distinct feature emerges: the consumption volatility
of durable and quasi-durable goods as well as
the consumption volatility of non-durable goods
and services reaches or exceeds the GDP volatility in the period including the Asian Currency
Crisis, during which the consumption volatility
puzzle is observed. However, in the period
including the Global Financial Crisis, the consumption volatility of non-durable goods and
services falls below the GDP volatility again.
Thus, the consumption volatility puzzle does not
re-emerge.

3. Comparison of Consumption Volatility
Trends of Selected Economics
The consumption volatility puzzle is not confined to Korea. The trends of consumption and
GDP volatility by country presented by Table 5
below indicate that the puzzle is mainly
observed in developing countries, and does not
generally appear in advanced countries.
An examination of the cyclical series of consumption and GDP volatility by major countries,
using a bandpass filter, also indicates a distinct
difference between advanced and developing
countries. Developing countries have overall
high cyclical volatility, with the long-term cyclical series volatility of their consumption and
GDP greatly exceeding that of the consumption
and GDP of advanced countries. The cause of
such a large difference in cyclical volatility
between advanced and developing countries is
believed to be that, while advanced countries
experience comparatively smaller cyclical fluctuations along their stable growth trend, developing countries display significant volatility not
only in their cyclical fluctuations but also in their
growth trends themselves.
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Table 5

Comparison of Relative Volatility of Consumption of Selected Economies1)
(%, percentage)

GDP Volatility
(Averages of Developing Economies)

Relative Volatility of Consumption

Pertinent Periods

2.95

1.42

Argentina

3.68

1.38

1993Q1 - 2002Q4

Brazil

1.98

2.01

1991Q1 - 2002Q1

Israel

1.95

1.60

1980Q1 - 2003Q1

Korea

2.51

1.23

1979Q4 - 2003Q2

Malaysia

3.10

1.70

1991Q1 - 2003Q1

Mexico

2.48

1.24

1980Q1 - 2003Q1

Thailand

4.35

1.09

1993Q1 - 2003Q1

Turkey

3.57

1.09

1987Q1 - 2003Q2

1.43

0.88

(Averages of Advanced Economies)
Australia

1.39

0.69

1979Q1 - 2003Q2

Austria

0.89

0.87

1988Q1 - 2003Q2

Belgium

1.02

0.81

1980Q1 - 2003Q2

Canada

1.64

0.77

1981Q1 - 2003Q2

Finland

2.18

0.94

1979Q4 - 2003Q2

Netherlands

1.20

1.07

1979Q4 - 2003Q2

New Zealand

1.56

0.90

1987Q2 - 2003Q2

Sweden

1.52

0.97

1980Q1 - 2003Q1

Note: 1) Standard deviation of cyclical component extracted using the HP filter
Source: Aguiar and Gopinath (2007)

Table 6

Volatility of Cyclical Components in GDP and Consumption by Country and Series
(%, percentage)

Canada

Australia

Netherlands

Mexico

Argentina

Malaysia

[GDP]
Trend series

0.39

0.31

0.28

0.48

0.78

0.78

Cyclical series (A)

1.54

1.41

0.99

2.06

3.03

4.04

Non-stationary series

0.29

0.39

0.40

0.69

0.77

0.59

Trend series

0.30

0.20

0.31

0.67

1.08

1.46

Cyclical series (B)

1.10

0.90

1.05

2.62

3.25

6.44

Non-stationary series

0.35

0.41

0.43

0.84

0.85

1.56

Relative volatility of consumption (B/A)

0.71

0.64

1.06

1.27

1.07

1.59

[Consumption]

Note: 1) Standard deviation of cyclical component extracted using the BP filter
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Ⅲ. Consumption Volatility Puzzle:
A Theoretical Analysis
1. Theoretical Background
From the perspective of traditional macroeconomic theory, a consumption volatility puzzle,
where consumption volatility exceeds GDP
volatility, is an extraordinary phenomenon. For a
rational household, i.e. an agent of consumption, whose decisions are made based on the
3)
permanent income hypothesis , there exist
incentives to engage in consumption smoothing
in order to achieve lifetime utility maximization
in response to income changes by period. To
deal with increases or decreases in income
caused by business cycles, a household attempts
to minimize the change in utility during each
period by spreading out its consumption by
means of saving and borrowing against future
uncertainties. In other words, from a theoretical
perspective, it is generally recognized that consumption volatility falls below GDP volatility.
However, the phenomenon of excessive consumption volatility has been observed mainly in
developing countries, leading academia to coin
the term “consumption volatility puzzle.”
Figure 2

Consumption Smoothing

periods of drastic economic change, such as
economic crises, and presented various findings
regarding the phenomenon. Aguiar and
Gopinath (2007) show that when underlying
productivity shocks causing income changes had
a strong permanent feature, consumption
responded to such shocks to a greater extent
than the GDP did, causing the puzzle to emerge.
In addition, Neumeyer and Perri (2005) show
that when the real interest rate faced by economic agents possessed high volatility and was
countercyclical, the puzzle manifested.
The macroeconomic models suggested by the
two studies to explain the puzzle have the following assumptions in common. First, they
assume a neoclassical growth model and are
also based on a real business cycle theory that
claims business cycle fluctuations are caused by
supply-side productivity shocks along the longterm growth trend via capital accumulation. Second, they assume small, open economies, considering that the subjects of their analyses are
developing countries. They also assume that as
the model economies are small, they act as
price-takers4), which cannot affect the prevailing
interest rates on the international financial markets for such economies. Finally, they add
exogenous shocks, which is consistent with the
stylized empirical facts of developing countries.
Their approaches assume additional exogenous
shocks, such as trend growth shocks and interest
rate shocks in addition to temporal productivity
shocks, which are generally assumed in a standard real business cycle model.
(1) Trend Growth Shock Causing
Permanent Income Changes

Several studies have addressed the fact that
the puzzle has been observed mainly in developing countries, which have often experienced

Aguiar and Gopinath (2007) pointed out that
developing countries are characterized by sudden regime changes caused by political instabili-

3) This is a hypothesis of M. Friedman (1957), the gist of which is that an individual’s current (or at some other specified point of time) consumption is determined not by
the individual’s current (or at some other specified point of time) income but by the individual’s permanent income, and is based on the following two assumptions:
① If an individual’s utility is determined by a standard utility function, there exist incentives to make the expected marginal utility of consumption the same during each
period in order to achieve lifetime utility maximization;
② An individual has the technology to replace resources available for consumption by period via savings or borrowings.
4) Accordingly, the models suggested by the two studies have the characteristics of a partial equilibrium model, not of a general equilibrium model.
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ty, among other reasons, and that macroeconomic policy changes result from such regime
changes, such as changes in financial, monetary,
and trade policies. They then argue that trend
growth shocks were the main cause of the cyclical fluctuations of developing countries, unlike
advanced countries, which showed stable
growth trends. Based on empirical evidence, as
shown above, they adopted the permanent
income hypothesis and demonstrated that if an
underlying productivity shock causing income
changes of households, which are the agents of
consumption, had a strong permanent feature,
consumption volatility could exceed GDP
volatility. Intuitively, if a household expects
income to permanently increase (or decrease),
such a household has an incentive to pursue
consumption smoothing in response to the
increase (or decrease) in expected permanent
income, and thus adjusts current consumption
by engaging in immediate borrowing (or saving). Furthermore, households in a small, open
economy engage in borrowing and saving via
bonds transactions on international financial
markets.
Figure 3

Change in Consumption Due to Trend
Growth Shock

a Cobb-Douglas function, as shown in Equation
1. In this equation, total-factor productivity is
assumed to be a temporary shock and follows
the first-order autoregressive process (AR[1]
process) shown in Equation 2. In addition,
labor-augmented productivity, which determines
the productivity level of unit labor, is defined in
Equation 3 and 4. According to the above productivity shock model, while the income level
represented by the real GDP increases/decreases temporarily in response to changes in the
total-productivity factor, the income level permanently increases/decreases5) in response to
changes in labor-augmented productivity.
Equation 1 - Production technology:

Y : real GDP, e2 : total-factor productivity,
K : capital input, N : labor input,
Г: labor-augmented productivity,
α: labor share of output, t : time variable
Equation 2 - Total-factor productivity:

ρZ : autocorrelation coefficient (|ρZ|< 1)
εZ : productivity shock through period t ~
2
i.i.d. N(0,σ
Z )
Equation 3 - Level of labor augmented
productivity:
Equation 4 - Change in labor augmented
productivity:

Aguiar and Gopinath (2007) developed a
trend growth shock model, which is a key factor
in explaining the consumption volatility puzzle,
as follows. Production technology is defined via

ρg: autocorrelation coefficient (|ρ
g|< 1),
μ
g: long-term average growth rate,
g
ε
: productivity (increase rate) shock during
2
period t ~ i.i.d. N(0,σ
Z )

5) The rate of change in GDP temporarily increases or decreases in response to changes in labor-augmented productivity.
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We divided productivity shocks into trend
shocks, which have a permanent feature, and
transitory shocks, and observed consumption’s
responses to each type of shock using the model
established by Aguiar and Gopinath (2007). Figure 4 describes consumption’s responses to each
type of shock as the deviations from the stationary-state trend of the model. The ratio of consumption to GDP appeared to decline in
response to transitory productivity shocks
because the increase in consumption was smaller than that of the GDP in response to such
shocks. This is due to the tendency of households, the agents of consumption, to consume
only a portion of temporary income gains while
saving the remaining portion of the gains against
future uncertainties. In contrast, the ratio of consumption to GDP increased in response to trend
growth shocks because households immediately
adjusted their consumption in response to permanent income gains, resulting in an increase of
consumption greater than that of the current
GDP. In short, countries under economic conditions characterized by trend growth shocks, not
by transitory shocks, may experience the consumption volatility puzzle.
Figure 4

Comparative Response of Consumption-toGDP Ratio to Productivity Shocks1)

(2) Interest Rate Shock Due to Risk
Premium Changes
Neumeyer and Perri (2005) observed that,
unlike in advanced countries, the interest rates
faced by developing countries in international
financial markets possess significant volatility
and show an inverse relationship with business
cycles, and argued that the shocks caused by
interest rate fluctuations are a main cause of
intensifying business cycle fluctuations. Based
on this empirical evidence, they show that,
depending on the economic conditions of a
developing country, changes in risk premiums
reflecting default risk have a significant impact
on interest rates and further serve as additional
shocks to economic agents, causing consumption volatility to exceed GDP volatility. Specifically, in the event of a contraction in the domestic economy, the rise in interest rates caused by
the risk premium deteriorates borrowing conditions, causing the production activities of enterprises to become sluggish6) and further reducing
consumption. Moreover, the increase in interest
rates reduces consumption further by enhancing
households’ incentives to save or deteriorating
their borrowing terms and conditions. Figure 5
shows the responses of major economic variFigure 5

Response of Model Variables to Interest
Rate Shock1)

Note: 1) Deviation (%) from the ratio of consumption to GDP trend
Source: Author’s calculation based on Aguiar and Gopinath (2007)
Note: 1) Deviations (%) of the trends of all variables
Source: Author’s calculation based on Neumeyer and Perri (2005)

6) Neumeyer and Perri (2005) established a model that shows interest rate increases lead to shrinking labor demand by assuming that enterprises borrow wages for employees as working capital before the commencement of their production activities.
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ables to interest rate shocks. Specifically, it can
be verified that under the assumptions of the
model, consumption is more sensitive to interest
rate shocks than the GDP.
(3) Asset Price Changes
Assets (real estate properties) influence consumption via prices changes, as they serve not
only as a source of households’ capital gains but
also as the collateral for households’ loans. As
summarized in Table 7, Case et al. (2005) conducted a regression analysis on the consumption
difference equation using panel data of 14 major
countries during various periods from 1975 to
1999 and estimated the elasticity of household
consumption to housing prices to be 0.13~0.15.7)
Similarly, the channel by which asset prices
affect consumption can be identified based on
the insight provided by the studies by Aguiar
and Gopinath (2007) and Neumeyer and Perri
(2005). If households perceive a rapid change in
asset prices as a structural change affecting their
expected permanent income (capital gains),
such households will adjust their current consumption to achieve consumption smoothing.
Intuitively, the channel by which asset prices
affect consumption volatility is similar to the
channel by which a change in permanent
income (labor income) resulting from the effects
of a trend growth shock affects consumption
volatility. In addition to the channel by which
asset prices affect permanent income, a change
in the ability of households to provide collateral
might have an impact on borrowing constraints,
thus leading to consumption changes. The channel is intuitively similar to the channel by which
a change in borrowing conditions due to interest
rate shocks affects consumption volatility8).

Regression Results9)

Table 7
Dependent
variables
△log(Inct)

Change in real consumption per capita (△log(Ct))

0.266***

0.239***

0.254***

(4.06)

(3.49)

(3.34)

-0.008

-0.010*

-0.007

(-1.37)

(-1.67)

(-0.97)

0.128***

0.147***

0.141***

(6.21)

(6.56)

(6.37)

Inclusion of
country specific
time trends

×

○

×

Inclusion of
an annual
fixed effect

×

×

○

0.3943

0.4346

0.4807

△log(Stock t)

△log(Hous t)

R2

Source: Case et al.(2005)

2. The Case for Korea
(1) Trend Growth Shock
As shown in Figure 6, Korea’s long-term
trend growth path showed a sharp downturn
before and after the Asian Currency Crisis, but
experienced a comparatively smaller downturn
during the Global Financial Crisis. The downturn
in the GDP trend during the Asian Currency Crisis implies that the shocks from the Crisis and
the changes in the economic structure in
response to such shocks played the role of a
negative trend growth shock. However, we
understand that the change in the GDP trend
before and after the Global Financial Crisis also
served as a negative trend growth shock, but its
impacts were smaller than those at the time of
the Asian Currency Crisis.10)
The trend of the proportion of households by
income level (in terms of real income of more
than two urban workers) after the 1990s, based
on the Household Income and Expenditure Survey published by Statistics Korea, shows that the

7) Recently, Iacoviello et al. (2010) presented a research result showing that the co-movement of housing prices and consumption is mainly caused by common factors,
such as preferences, interest rates, and productivity, which cause the two variables to change together.
8) Using the UK’s family expenditure surveys, Campbell et al. (2007) shows that the consumption responses of economic agents to housing prices had a significant level of
heterogeneity. Specifically, the positive effect of housing prices on consumption was the greatest for elderly home owners but was not significant among non-home
owners in younger age brackets.
9) Case et al. (2005) defined the following regression equation to conduct an empirical analysis on the relationship between housing prices and consumption:
△log(Ct)=β1△log(Inct)+β1△log(Stockt)+β1△log(Houset)+vt+εt
C: real consumption per capita, Inc: real consumption per capita, Stock: real stock assets per capita, House: real estate property per capita v: fixed effects, ε: error term
10) According to Bai and Perron (2003), we verified the presence of multiple structural breaks in the GPD growth rates during the period from the first quarter of 1971 to
the fourth quarter of 2013 and got a result showing that a significant structural change took place in the fourth quarter of 1996.
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Long-term GDP Trend

Figure 6
log(GDP)

(year-on-year, %)
20
10
0
-10

proportion of households with household heads
earning a monthly income of less than KRW 2
million increased dramatically during the Asian
Currency Crisis, indicating that a major negative
income shock had occurred. This proportion,
which had declined to around 20% after the
1990s, soared to nearly 40% due to the outbreak
of the Crisis. In contrast, during the Global
Financial Crisis, the proportion of households by
income level underwent few dramatic changes,
indicating that the negative income shock that
had occurred at that time was smaller than the
one during the Asian Currency Crisis.
Figure 7
60

Proportion of Households by
Income Bracket1)

the consumption volatility puzzle only occurred
during the former incident and not during the
latter. To corroborate the explanatory power of
the trend growth shock theory in terms of the
Korean economy, we conducted a quantitative
analysis using an economic model suggested by
Aguiar and Gopinath (2007).
The model is defined as a real business cycle
model based on a single-good, single-asset,
small, open economy, which is further based on
a neo-classical growth model. Productivity
shocks, which are a basic factor in the real business cycle model, were divided into and modeled as transitory shocks and permanent trend
growth shocks. The production technology and
shocks that are affected by productivity shocks
were introduced in Equations 1, 2, 3, and 4.
What requires attention here is that as the stochastic realization of the rate of increase/decrease in
labor-augmented productivity permanently
changes the level of labor-augmented productivity, and that the real GDP follows a non-stationary process, which implies stochastic trend
growth. The detrended series of all economic
variables to which the real GDP’s nonstationarity
is transmitted is defined by Equation 5.
Equation 5 - Definition of Detrended Series:

(%)

50

ˇ
χt : related economic variable,

40

χ
t : detrended economic variable,
Гt-1 : level of labor-augmented productivity

30
20
10
0
Note: 1) Based on real income of more than two urban workers
Source: Statistics Korea, Household Trend Surveys

Accordingly, it can be said that households,
the agents of consumption, perceived a more
permanent feature of the income shock that
occurred during the Asian Currency Crisis than
the one that occurred during the Global Financial Crisis, demonstrating that a trend growth
shock can serve as a basis for explaining why

The utility enjoyed by households through
consumption and leisure activities during particular periods is defined as a Cobb-Douglas function, expressed by Equation 6. In addition, the
resource constraint equation, which denotes the
constraints on resources available for consumption, investment, and savings during particular
periods, is defined by Equation 7. The adjustment to capital stock input follows a capital
investment process, as defined by Equation 8,
which assumes that capital adjustment costs,
expressed in the form of a quadratic equation,
are included.
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Equation 6 - Utility Function:

u t : utility during particular periods,
Ct : real consumption,
γ: contribution of consumption to utility
(γ∈[0,1]), σ: risk aversion
Equation 7 - Resource Constraint:

δ: capital depreciation rate (δ∈ [0,1]),
ф : capital adjustment cost coefficient,
q t : price of asset (bond) with maturity
period of t +1
Equation 8 - Capital Accumulation Process:

On the other hand, households are assumed
to transact one-period and risk-free bonds with
international capital markets. The households in
a small, open economy become price-takers,
simply accepting the bond prices set by international capital markets. The bond interest rates,
which are inverse series of bond prices, are
assumed by the model to be adjusted by the
debt level of the domestic economy, in addition
to the benchmark interest rates in international
capital markets, and are defined in Equation 9.
Equation 9 - Bond Price Formula:

rt : bond interest rates in international capital
markets,
ψ: elasticity of interest rates to debt level,
b : debt level in a detrended steady state
The lifetime utility maximization of households, as defined in the above equation, can be

recursively expressed by a detrended Bellman
equation, as indicated in Equation 10. The
Resource Constraint Equation of this optimizaˇ
tion is given as Equation 11. Accordingly,
if the
ˇ
initial values of the capital stock (K 0) and debt
level (B 0) are given, the equilibrium of the
model economy is defined by the first-order
conditions of the optimization, as expressed by
Equation 10, subject to the resource constraints
of Equation 11. The approximate values of the
derived equilibrium condition equation are
sought through a log-linearization of the equilibrium condition equation with a focus on the stationary state of the model economy.11)
Equation 10 - Bellman Equation:

Equation 11 - Resource Constraint:

To conduct a quantitative analysis using the
model, we set the values of parameters related
to the model’s preferences, production technology, and others to the values provided by Table
8, based on the real business cycle model of a
small, open economy, to suit the situation of the
Korean economy.12) We observed how the Relative volatility of consumption changes as the
standard deviation (σz) of shocks in labor-augmented productivity increases while fixing the
standard deviation of shocks in total-factor productivity (σg).
The result of our quantitative analysis shows
that the consumption volatility puzzle occurred
due to the increasing effects of permanent productivity shocks in the model economy. We verified that the increase in the standard deviation

11) For a detailed log-linearization of the equilibrium condition equation of the model, refer to Appendix 1.
12) For details of how the parameters were set, refer to Appendix 2.
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(2) Interest Rates Shocks

Benchmark Parameters

Table 8
Time discount rate

β

0.975

Risk aversion

σ

2

Contribution of consumption to utility

γ

0.36

Ratio of labor to GDP

α

0.64

Capital depreciation rate

δ

0.05

Capital adjustment cost co-efficient

ф

4.0

Steady state debt ratio

b

0.1

Elasticity of interest rates to debt level

ψ

0.001

of shocks in labor-augmented productivity
caused the increase in GDP volatility. However,
with consumption volatility expanding more
rapidly than GDP volatility, the puzzle manifested with the standard deviation of shocks in
labor-augmented productivity, which grew to
become 2.25 times greater than that of shocks in
total-factor productivity. Therefore, based on the
productivity shock theory of Aguiar and
Gopinath (2007), we conclude that permanent
productivity shocks occurred at a magnitude
2.25 times greater than the transitory shocks in
the Korean economy during the Asian Currency
Crisis, which caused the puzzle to emerge, while
permanent productivity shocks occurred at a
comparatively weaker magnitude during the
Global Financial Crisis.
Figure 8

As shown in Figure 9, interest rates soared in
Korea due to increased risk premiums, as well
as other factors, during the Asian Currency Crisis. In contrast, a comparatively smaller increase
in interest rates was observed during the Global
Financial Crisis. The interest rate trend during
the Asian Currency Crisis implies that the surge
in interest rates coupled with the negative
effects of the Crisis on the economy deteriorated
the borrowing conditions of households and
thus served as a shock that significantly reduced
consumption. In contrast, our understanding is
that the effects of the Global Financial Crisis
themselves were a major cause of the decrease
in consumption, and that the impact of interest
rates on consumption was relatively small.
Figure 9

Domestic Interest Rates

(%)

Relative Consumption Volatility
in the Model Economy

Comparative consumption volatility

Based on the interest rate shock theory suggested by Neumeyer and Perri (2005), we charted the trends of risk premiums, which have
been pointed to as a major cause of interest rate
changes at the outset of the Asian Currency Crisis. To this end, we added a risk premium com(σg/σz)

GDP and Consumption Volatility in the Model Economy

Figure 9
σg
=1
σz

σg
=1.5
σz

σg
=2
σz

σg
=2.5
σz

σg
=3
σz

σg
=3.5
σz

σ
g
=4
σz

Consumption
Volatility (A)

0.6537

0.8698

1.1034

1.3454

1.5920

1.8414

2.0925

GDP Volatility (B)

0.9304

1.0242

1.1426

1.2788

1.4278

1.5859

1.7506

Relative
Volatility (A/B)

0.7025

0.8493

0.9657

1.0521

1.1151

1.1611

1.1953
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ponent to a standard Fisher equation, as shown
in Equation 10. In this equation, we replaced
domestic quarterly nominal interest rates and
expected inflation rates with an average of the
inflation rates during immediately preceding
four quarters, and also replaced ex-ante real
interest rates with real GDP growth rates13).

Figure 10

Estimated Risk Premiums

Equation 12 - Modified Fisher Equation:
i : nominal market interest rate,
r : ex ante real interest rate,
πe: expected inflation rate,
rp : risk premium
As shown in Figure 10, risk premiums showed
stable movement until the mid-1990s and then
soared at the time of the Asian Currency Crisis,
serving as a major cause of the changes in
domestic interest rates. Afterwards, the risk premiums dropped significantly, but then increased
slightly due to the effects of the Global Financial
Crisis. However, the magnitude of this increase
was minimal compared to the increase that
occurred during the Asian Currency Crisis. The
risk premium trends imply that interest rate
changes had major impacts on households’
intertemporal choice of consumption and savings during the Asian Currency Crisis, while they
had comparatively smaller impacts during the
Global Financial Crisis.
Our former analysis on trend growth shocks
also shows that the economic shocks that
occurred during the Asian Currency Crisis were
of a greater magnitude than those during the
Global Financial Crisis. In addition, the effects of
risk premiums, determined based on the interest
rate shock theory, are estimated to have been
greater during the Asian Currency Crisis than
during the Global Financial Crisis. Therefore, we
conclude that the reason the features of perma-

nent shocks and the trends of real interest rates
differed during the two crises is that the Asian
Currency Crisis was a financial crisis that broke
out mainly due to Korea’s vulnerable banking
sector, while the Global Financial Crisis was a
demand shock that arose from the international
sector.14)
(3) The Roles of Asset Prices
A. Increased Consumption Volatility in the
early 2000s
The Korean economy experienced a drastic
fluctuation in real estate prices immediately
prior to and following the Asian Currency Crisis.
As shown in Figures 11 and 12, the real estate
prices, which had plunged due to the effects of
the Asian Currency Crisis, rebounded in the
2000s due to declines in the expected return
rates of financial assets and growing household
loans, resulting from the persistently low interest
rates. In contrast, a drastic fluctuation in real
estate prices was not observed during the Global
Financial Crisis, but real estate prices have stag-

13) We drew similar conclusions when we used marginal production of capital, estimated based on GDP and capital stock data.
14) For your reference, Iceland, which endured a financial crisis, witnessed the occurrence of a consumption volatility puzzle, with the comparative volatility of consumption
reaching a value of 1.3 during the period from the first quarter of 2007 to the fourth quarter of 2011, while Greece, Italy, and Spain, which experienced the European
Debt Crisis, also witnessed the puzzle, with their comparative volatilities recording 1.41, 1.29, and 1.82, respectively, during the period from the first quarter of 2010 to
the fourth quarter of 2014.
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Chart 11

Nationwide Housing Price Index1)

(2013.3=100)

(year-on-year, %)

Note: 1) Annual average of housing price index
Source: Kookmin Bank

nated and declined ever since.
A large fluctuation in real estate prices may
change the expected permanent income (capital
gains) and borrowing conditions of households,
which own such assets, and is thus likely to
increase consumption volatility. As illustrated in
Figure 13, during the Asian Currency Crisis,
when housing prices plunged, and in the early
2000s, when they surged, consumption volatility
appeared to exceed GDP volatility to a significant degree. Specifically, in the early 2000s,
when GDP volatility stabilized as the shocks

Seoul Housing Price Index1)

(2013.3=100)

(year-on-year, %)

Note: 1) Annual average of housing price index
Source: Kookmin Bank

caused by the Crisis disappeared, consumption
volatility greatly exceeded GDP volatility. After
the mid-2000s, as housing prices maintained a
gentle upward trend, consumption volatility fell
below GDP volatility despite the occurrence of
the Global Financial Crisis. And until recently,
consumption volatility has remained low.
To empirically corroborate the effects of real
estate prices on consumption, Hui-Don Kang
(2006) conducted a vector autoregressive
(“VAR”) analysis15) that took into account real
estate prices, consumption, call interest rates,

Volatilities of Housing Prices, GDP and Private Consumption1)

Figure 13

(year-on-year, %)

Chart 12

(Standard deviation of cyclical components during
immediately preceding eight quarters)

(Standard deviation of cyclical components during immediately
preceding eight quarters)

Note: 1) Measuring volatility based on the standard deviation of cyclical components during immediately preceding eight quarters
Sources: Bank of Korea, Kookmin Bank

15) Hui-Don Kang (2006) analyzed the effects of real estate prices on household consumption using a recursive VAR model comprising call interest rates, consumption, real
estate prices, and consumer prices. And the variables in this model were set in the order of: call interest rates, consumption, real estate prices, and consumer prices. For
more details, refer to Hui-Don Kang (2006).
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Response of Consumption to Housing Price Shocks1)

Figure 14
1.2

(Direct Response)

(Accumulated Response)

0.8

0.4

0.0

-0.4

-0.8
Note: 1) The VAR model was established for the period before the Asian Currency Crisis, from 1991 to 1997, and the period after the Crisis,
from 1998 to 2005.
Source: Hui-Don Kang (2006)

and consumer prices. As shown in Figure 14
below, the impact of real estate prices on consumption appeared to be significantly larger
after the Asian Currency Crisis. Specifically, the
impact of the accumulated responses of consumption on real estate prices show that the initial effects of the shock in real estate prices disappeared after the 11th quarter before the Asian
Currency Crisis but persisted for long after the
Crisis. Based on this empirical analysis, Hui-Don
Kang (2006) established a dynamic stochastic
general equilibrium model that reflected the
roles of real estate properties as investment
properties as well as collateral for borrowing for
households and companies, and theoretically
analyzed the relationship between real estate
prices and economic variables.
B. Reduced Consumption Volatility after the
Global Financial Crisis

As shown in Figure 13, our analysis reveals
that the recent significant decrease in consumption volatility is attributable to the effects of asset
prices. It appears that people aged 50 or older in
possession of a larger proportion of real estate

properties have increased their labor supply,
contributing to the significant reduction in consumption volatility.
People aged 50 or older possess more, and a
larger proportion of, real estate properties than
other age groups. As illustrated in Figure 15, the
values of real estate properties owned by people
aged 50 or older are higher than those owned
by other age groups, with the proportion of real
estate properties to total assets exceeding 70%.
On the other hand, consumption volatility by
age bracket, shown in Figure 16, illustrates that
the consumption volatility of people aged 50 or
older is higher than that of other age groups.
Specifically, the consumption volatility of people
aged 60 or older reaches 10.4%, double that of
people in their forties, whose consumption
volatility is the lowest.
After the Global Financial Crisis, people aged
50 or older, whose life expectancy was continuing to increase, appeared to expand their labor
supply significantly while suffering the stagnation or decline in the prices of their real estate
properties. 16) The changes in the number of
employees by age bracket and by period, as
illustrated by Figure 17, indicate that the num-

16) People aged 55 to 64 in the U.S. at the time of the Global Financial Crisis were reported to have significantly increased their participation rate in economic activities
while suffering declines in the prices of their assets, such as decreases in real estate and stock prices (Daly et al., 2009).
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Figure 15

Changes in the Number of Persons
Employed by Age Bracket1)

(KRW tens of millions)

Notes: 1) Nominal values
2) Proportion of real estate properties to total assets
3) Based on the age bracket of the household head in 2013
Source: Survey of Household Finances and Living Conditions by the Bank of
Korea and Statistics Korea

bers of employees in their fifties and aged 60 or
older increased by 277,000 and 150,000, respectively, during the period from 2009 to 2013, after
the Global Financial Crisis, leading to an
increase in the total number of employees.
These increases in the numbers of employees
led to increases in the earned income of people
aged 40 or older. Specifically, the annual average earned income of households with household heads aged 60 or older increased by 5.1%
during the period from 2009 to 2013, far exceeding 2.8%, the annual average rate of increase for
all age groups.
The trend of comparative consumption
volatility among those in higher age brackets

Figure 17

Changes in the Number of Persons
Employed by Age Bracket1)

(Annual average changes, 10,000 people)

Note: 1) Changes in the annual average number of employees during the
specified periods
Source: Statistics Korea

Figure 16 Consumption Volatility1) by Age Bracket2)
(Standard deviations of the year-on-year rate of increase of household
consumption during the period from the first quarter of 1990 to the
fourth quarter of 2013.)

Notes: 1) Standard deviation of the year-on-year rate of increase of
household consumption during the period from the first quarter
of 1990 to the fourth quarter of 2013.
2) Based on the age bracket of household heads who are urban
workers
Source: Household Income and Expenditure Survey by Statistics Korea

shows that their relative volatility, particularly
that of people aged 60 or older, dropped more
dramatically after the mid-2000s than that of
other age groups, especially when compared to
the early 2000s, following the Asian Currency
Crisis. Table 10 indicates that while the comparative consumption volatility of all age groups
decreased after the mid-2000s, the comparative
consumption volatility of people aged 60 or
older appeared to drop considerably. The trends
of GDP and consumption volatility reveal that
the consumption volatility of all age groups
declined to more or less similar levels after the
mid-2000s, especially compared to the early
2000s, following the Asian Currency Crisis. The

Figure 18

Changes in Average Earned Income1)
by Age Bracket2)

(Annual average changes, 10,000 people)

Note: 1) Annual average rates of increase during the specified periods
2) Based on the age of household heads who are urban workers
Source: Household Income and Expenditure Survey by Statistics Korea
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GDP1) and Consumption Volatility2) by Age Bracket3)

Figure 10
Entire Period
(1990.Q1~2013.Q4)

Before the Asian
Currency Crisis
(1990.Q1~1995.Q4)

Period including the
Asian Currency
Crisis (A)
(1996.Q1~2005.Q4)

Period including the
Global Financial
Crisis (B)
(2006.Q1~2013.Q4)

B/A (%)

All age groups

5.9

3.1

7.5

3.0

40.0

Up to 39

6.8

5.0

8.4

4.2

50.0

40~49

5.1

4.1

6.5

3.5

53.8

50~59

7.9

5.3

9.3

4.8

51.6

14.2

19.8

12.0

9.7

80.8

All age groups

6.3

3.1

8.3

2.7

32.5

Up to 39

6.7

3.8

8.6

3.4

39.5

40~49

5.6

3.3

7.5

2.9

38.7

50~59

7.4

5.3

9.5

4.0

42.1

10.4

14.5

11.3

4.5

39.8

[GDP Volatility (C)]

60 or older
[Consumption Volatility (D)]

60 or older

[Comparative Consumption Volatility (D/C)]
All age groups

1.07

0.99

1.10

0.90

81.8

Up to 39

0.99

0.76

1.02

0.83

81.4

40~49

1.09

0.82

1.15

0.83

72.2

50~59

0.93

1.00

1.02

0.84

82.4

60 or older

0.73

0.73

0.94

0.46

48.9

Notes: 1) Based on earned income
2) Standard deviations of the year-on-year rates of increase in household income and consumption
3) Based on the age of household heads who are urban workers
Source: Household Income and Expenditure Survey by Statistics Korea

overall decline in consumption volatility seems
to be attributable to the recent reduction in business cycle volatility across the entire economy
despite the occurrence of the Global Financial
Crisis. After the mid-2000s, GDP volatility
decreased to half of the level it maintained during the previous periods, while the GDP volatility of people aged 60 or older remained high. As
explained earlier, the latter phenomenon was a
result of the increase in labor supply of older
people (aged 50 or older) causing a drastic
increase in earned income, specifically among
people aged 60 or older. Accordingly, as people
aged 60 or older maintained a higher level of
GDP volatility than other age groups, their comparative consumption volatility dropped significantly. In short, and as examined earlier, the reason the consumption volatility puzzle did not
manifest during the period including the Global
Financial Crisis is that the reduction in the com-

34 QUARTERLY BULLETIN / Septmber 2015

parative consumption volatility of middle-aged
people, particularly those aged 60 or older,
helped suppress its emergence.

. Conclusion
The analysis carried out in this paper on consumption volatility in Korea shows that during
the Asian Currency Crisis, which brought abrupt
changes in economic conditions, the consumption volatility puzzle manifested due to productivity shocks with permanent features and interest rates shocks with high volatilities and countercyclical features. In addition, asset price
changes are estimated to have contributed both
to the increase of consumption volatility in the
early 2000s, after the Asian Currency Crisis, as
well as to the decrease of consumption volatility
since the Global Financial Crisis.
Recent theories in the international macro-

economics literature were employed to find the
reasons behind the appearance of the puzzle in
concentrated form during the Asian Currency
Crisis as well as its absence during the Global
Financial Crisis. The results of the analyses indicate that economic shocks that occurred during
the two crises in Korea differed in nature. However, in order to discuss the fundamental differences between the shocks, there is a need for
additional research on the fundamental frictions
in the economy represented by these shocks
suggested in theory. Specifically, there is a need
for a greater in-depth understanding of the structural factors in the economy which initiate a sudden fall in the growth trend or influence the risk
premium.
Furthermore, the analyses show that asset
price changes have had an impact on consumption volatility in Korea as well. The surge in real
estate prices in the early 2000s, after the Asian
Currency Crisis, appeared to cause consumption
volatility to increase. This surge can be interpreted as having influenced the expected permanent
income of households, the agents of consumption, while relaxing borrowing conditions due to
increased collateral value, all of which caused
greater consumption volatility. As excessive consumption volatility reduces households’ welfare
and large changes in asset prices lead to drastic
reductions in consumption, it is necessary to
make policy efforts to facilitate the securitization
of these assets as a measure of mitigating the
exposure of households to changes in asset
prices.
The consumption volatility trend by age
bracket shows that, after the Global Financial
Crisis, people aged 60 or older experienced a
comparatively greater reduction in consumption
volatility, which we believe was caused by
increases in their earned income as they
increased their labor supply. This increase in
labor supply, to a certain degree, can be seen as
the individual effort of the elderly to prepare for
their uncertain future. Accordingly, we believe it
is necessary to consider various means through
which the government can help people aged 50
or older make systematic preparations for the

future. In this context, as we expect people in
this age bracket to continue to work more, the
government should strengthen its job creation
policies geared toward this age bracket for the
purpose of stable income generation.
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Appendix 1
Log-linearization of Equilibrium Conditions for the Trend Growth Shock Model
(1) Optimization Problem

(2) First-order conditions

(3) Envelope conditions
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(4) Substituting the envelope conditions into the first-order conditions

(5) Steady-state equations
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(6) The log-linearized model
(First-order conditions)

(Resource constraint)

(Labor hour constraint)

(Bond price equation)

(Net exports equation)
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Appendix 2
Setting the Parameters of the Trend Growth Shock Model
(1) Setting the parameters of the model
□ The parameters of the model were set to achieve steady-state equilibrium in a model economy with imperfect trend growth shocks, as observed in the real macroeconomic data.
* The period for the model economy is one quarter.
• Solving the maximization problem of the model economy by means of dynamic programming
and adopting a method of moments to compare the theoretical moment calculated based on
dynamic programming with observations based on the data.
(Preferences)
• The time discount rate (β) is set at β=0.975, considering the capital accumulation rate (K/Y)
and international interest rates (r *), and risk aversion to consumption (σ) is set at σ=2, the
standard value for a small, open economic model, according to Aguiar and Gopinath (2007)

– )
• The contribution of consumption to utility (γ), which determines the average labor hour (H
in the model economy, is set at γ=0.36.
(Production)
• The share of labor to output (α) is set at α=0.64, based on the Bank of Korea’s Dynamic Stochastic General Equilibrium Model, which uses statistics on Korea’s national accounts, while
the depreciation rate of capital stock (δ) is set at δ=0.05, in line with the economy’s investment rate (I/Y).
• The capital adjustment cost co-efficient (ф) is set at ф= 4.0, in line with the relative volatility
of investment (σ(I)/σ(Y)).
(Others)
• The debt ratio in a steady state (b) is set at b=0.1, in line with the country’s debt ratio (B/Y),
while the elasticity of interest rates to the debt level (ψ) is set at ψ=0.001, according to SchmittGrohe and Uribe (2003).
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Payments and Settlements in the First Half of 2015

I. Overview

. Retail Payment System Trends

Payments and settlements are divided into
retail settlements, which are used as a means of
payment for financial customers, and large-value
settlements, which represent fund transfers
among financial institutions.
In the first half of 2015, the daily average
value of settlements via payment instruments
other than cash amounted to KRW 338 trillion,
recording an 11% year-on-year increase, which
is higher than the 0.2% year-on-year rate of
increase recorded in the first half of 2014. Retail
settlements amounted to KRW 74.5 trillion,
recording a 9.2% year-on-year increase, while
large-value settlements processed via BOK
Wire+ amounted to KRW 263.7 trillion, increasing by 11.5% year-on-year.
Payment and Settlement Value by
Payment Instrument
(daily average)

Table 1

(trillion won, year on year %)

2014

2015

Yearly

1st Half

% change

68.2

70.4

74.5

9.2

Checks and Bills

24.0

24.4

23.7

-1.1

1)

42.5

44.2

48.9

15.0

Payment Cards2)

1.7

1.7

1.8

7.7

Large-value payments 236.6

243.9

263.7

11.5

Total

314.3

338.1

11.0

Fund Transfers

304.7

In the first half of 2015, the daily average
value of checks and bills cleared amounted to
KRW 24 trillion, recording a 1.1% year-on-year
decrease due to the increased use of KRW
50,000-denominated banknotes and reduced
issuance of call promissory notes by financial
investment companies.

Note : 1) Includes Giro system, E - banking system, Interbank shared network,
CD system, CMS system, Local bank shared system, E - commerce system
2) Credit cards (except cash advance), Debit cards, Check cards,
Pre - paid cards, IC debit cards, E - money

Checks and Bills Cleared
(daily average, value basis)

Table 2

(billion won, year on year %)

2015

2014
1st Half
Cashier’s Checks

Yearly

1st Half

% change

2,570

2,514

2,629

2.3

(100,000 won denomination) 102

94

80

-21.7

19,398

18,659

-1.3

Promissory Notes, etc.

18,909

(Promissory Notes)

5,633

5,283

3,391

-39.8

(Current Account Checks) 12,756

13,469

14,250

11.7

(E-Bills)

361

495

881

143.8

1)

2,485

2,501

2,422

-2.5

23,963

24,414

23,709

-1.1

Others
Total

1st Half
Retail payment

1. Checks and Bills

Note : 1) Includes Postal money orders, notices for call fund settlement,
receipts for principal of securities, etc
Source : KFTC

The downward trend in the use of KRW
100,000 cashier’s checks accelerated due to the
diversification of payment instruments, more
prevalent use of cards, and increased use of
KRW 50,000-denominated banknotes, with the
year-on-year rate of decrease accelerating from
15.0% in the first half of 2014 to 21.7% in the first
half of 2015.
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〈Figure 1〉

(%)

Percentage Share of 100,000 won
Denomination Cashier’s Checks in All
Cleared Cashier’s Checks

The decrease in the settlement value of
cleared promissory notes was caused by the
reduced issuance of call promissory notes,
which was due to the decrease in call money
borrowing by financial investment companies
and the increase in automatic repayments of call
loans1) via BOK Wire+.

2. Funds Transfers
In the first half of 2015, the settlement value
of funds transfers among financial institutions
amounted to a daily average of KRW 49 trillion,
increasing at a rate of 15.0%, which is up from
the 8.0% recorded in the first half of 2014, mainly due to the rapid increase in the use of electronic payment instruments, such as Internet
banking, mobile banking, and firm banking.
Specifically, mobile banking maintained high
growth trend due to increased mobile banking
users, which is a result of the higher penetration
rate of smart phones. However, as mobile banking was mainly used for relatively small funds
transfers, the settlement value of funds via
mobile banking was comparatively smaller than
that of funds made via Internet banking.
Table 3

Value of Payments via Fund Transfers1)
(daily average)
(trillion won, %)

2014
1st Half

〈Figure 2〉

Settlement of Promissory Notes and
Financial Investment Companies’ Call
Money Borrowing
(daily average)

(trillion won)

(trillion won)

Electronic Banking System

36.3

2015

Yearly
37.8

1st Half
42.1

% change
15.8

(Internet banking)

17.9

18.4

19.6

9.5

(Firm banking)

14.7

15.6

18.1

23.1

(Mobile banking)

0.2

0.2

0.2

43.7

Giro credit transfer

1.0

1.0

1.0

0.4

CMS system

0.4

0.4

0.4

2.4

IFT system, etc.2)

4.8

5.0

5.4

13.1

42.5

44.2

48.9

15.0

Total

Notes: 1) Excludes BOK - Wire+
2) Includes CD system, Local bank shared system, E - commerce system,
and EFTPOS system
Source: KFTC

1) Since the implementation and deployment of comprehensive call settlement system, as part of the BOK-Wire+ system, in 2010, financial investment companies are
increasingly opting to electronically repay their call money, rather than issue promissory notes (% share of repayments over BOK-Wire+ in all call money repayments
made by financial investment companies: 39.6% in 2012 →47.7% in 2013 →51.6% in 2014 →54.6% in 1st 2015).
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〈Figure 3〉

3. Payment Cards
In the first half of 2015, the daily average settlement value of payment cards amounted to
KRW 1.8 trillion, recording a 7.7% year-on-year
increase.
Table 4

Use of Credit and Check Cards
(daily average)

(hundred billion won)

Use of Payment Cards1)
(daily average)
(billion won, year on year %)

2015

2014
1st Half

Yearly

1st Half

% change

Credit cards2)

1,383

1,416

1,462

5.7

Individuals

1,026

1,055

1,076

4.9

356

360

385

8.0

Check cards

Corporations

300

312

352

17.1

Prepaid cards3)

2.8

2.7

2.3

-16.3

Debit cards

0.0

0.0

0.0

-29.6

IC debit cards
Total

0.2

0.3

0.4

97.0

1,686

1,730

1,816

7.7

Notes: (1) Based on transaction authorizations
(2) Excludes cash advances
(3) Includes only cards issued by stand - alone payment card companies,
and by banks and bank subsidiaries that issue payment cards
Sources: Stand - alone payment card companies, banks and bank subsidiaries
issuing payment cards, KFTC

The value of settlements via IC debit cards3)
increased as the number of merchant stores
accepting IC debit cards expanded due to the
low 1.0% franchise fee rate. Meanwhile, the
value of settlements via pre-paid cards and debit
cards decreased.
〈Figure 4〉

Use of IC Debit Cards and Debit cards
(daily average)

(hundred million won)

By card type, check cards maintained a twodigit growth trend, recording a 17.1% year-onyear increase, due to the comparatively higher
tax benefits granted for their use2).
Meanwhile, the value of settlements via credit
cards recorded a 5.7% year-on-year increase,
due to the increase in sales via home shopping
channels and the Internet.

113.43 million check cards were issued as of
the end of June 2015, surpassing the 92.29 million credit cards that were issued in the same
period.

2) In 2015, the tax deduction rate for credit cards was 15% while the rate for debit cards was 30% plus an additional 10% (which was applicable when the value of settlements via debit cards increased during the second half of 2014 and the first half of 2015, compared to 2013).
3) The Korea Financial Telecommunications and Clearing Institute and domestic banks cooperated on the development of a system that enabled cash cards which previously
could only be used at CD/ATMs, to be used at merchant stores equipped with terminals for IC cash cards, with the operation of the system commencing in November
2012.
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〈Figure 5〉
(million)

Issuance Numbers of Credit Cards and
Check Cards1)
(as of year - end)

trend, recording a 104.6% year-on-year increase
due to the prevalence in the use of smart
phones and the expanded issuance of application-based cards. The number of applicationbased cards, suitable for use in mobile environments, grew at a rapid pace, while the number
of IC chip-based mobile cards decreased.
〈Figure 7〉Settlement Value by Types of Mobile Cards
(daily average)
(billion won)

As credit cards (for purchases of individual
goods and services) and check cards were
increasingly used in livelihood-related lines of
business (supermarket, convenience store,
restaurant), the settlement value of credit and
check cards per transaction remained small,
amounting to KRW 45,295 and KRW 25,223 in
the first half of 2015, down by KRW 2,140 and
KRW 1,208 on a year-on-year basis, respectively.
〈Figure 6〉Average Value per Settlement1)
(ten thousands won)

Meanwhile, the overseas use of credit cards
recorded a 21.7% year-on-year increase due to
an increase in the tax exemption limit4) as well
as in the number of Korean nationals traveling
overseas5), greatly surpassing the 5.4% rate of
increase in the domestic use of credit cards.
〈Figure 8〉
(billion of won, %)

Value of Credit Cards Use at
Domestic and Overseas
(daily average)

50
40
30
20
10
Note: 1) Individual’s purchases of goods and services

0
-10

In the first half of 2015, the settlement value
of mobile cards showed a continuing upward

-20

4) The limit was raised from USD 400 to USD 600 in September 2014.
5) According to the Korea Culture and Tourism Institute, the number of Korean nationals traveling overseas increased from 7.23 million in 2013 H1 to 7.61 million in 2014
H1 and to 9.15 million in 2015 H1.
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. Large-value Payment Trends
Large-value settlements are made via BOK
Wire+ and include funds transfers among financial institutions, such as call money transfers,
transfers of large funds among general customers, net settlements via retail payment systems, and funds transfers between the Bank of
Korea (“BOK”) and institutions participating in
BOK Wire+, such as treasury fund transfers.
In the first half of 2015, KRW-denominated
funds settled via BOK-Wire+ amounted to a
daily average of KRW 264 trillion, up from the
KRW 237 million recorded in the first half of
2014. The year-on-year rate of increase rose
from 0.2% in the first half of 2014 to 11.5% in the
first half of 2015 due to the increase in the settlements of securities funds, such as repurchase
agreements (RP) among institutions, despite the
decrease in call money transfers.
〈Figure 9〉

Payment via BOK-Wire+
(daily average)

(trillion won)

(thousands of transaction)

Payments via BOK - Wire+
(daily average)

Table 5

(trillion won, year on year %)

2014

2015

1st Half

Yearly

1st Half

Funds transfers
among participants

% change

222.7

230.3

247.9

11.3

(Call money)

44.6

43.9

31.6

-29.2

(Securities funds)

88.3

93.5

110.2

24.9

(FX funds)

15.4

14.9

17.6

13.9

(Customer funds Transfer1))

33.7

35.1

39.7

17.9

(Net settlements)

13.5

14.2

16.3

20.5

(Others)

27.1

28.7

32.5

19.7

Fund transfers between
13.9
BOK and participants2)

13.6

15.8

13.5

243.9

263.7

11.5

Total funds transfer in
domestic currency

236.6

Notes : 1) Large value funds that corporate send to receiver by using
BOK-Wire+ participants
2) Transactions including government and public bonds,
Treasury funds transfers, and BOK loans

Call money transfers recorded a 29.2% yearon-year decrease due to the decrease in call
money transactions by financial investment companies, which was caused by a cap on call
money loans made to those companies6).
〈Figure 10〉
(trillion won)

Call Money Funds Transfers1)
(daily average)
(trillion won)

Note : 1) Based on Settlement data of the BOK-Wire+ Settlement system

The value of securities funds transfers recorded a 24.9% year-on-year increase, mainly centering on institutional RP transfers.

6) According to the “Measures to Improve the Short-Term Funds Market” implemented by the government and the BOK to ameliorate the concentration in call markets,
the limit on call money loans made to financial investment companies was reduced from 25% of those companies’ equity to 5% in steps. Starting from 2015, financial
investment companies other than dealers specializing in treasury bonds and financial investment companies subject to open market operations of the BOK were excluded from participating in call money.
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〈Figure 11〉

Securities Funds Transfers
(daily average)

(trillion won)

(trillion won)

50
45

ticipants in retail settlement systems recorded a
20.5% year-on-year increase, with most of that
growth occurring in net settlements via the
Interbank Funds Transfer System.

40

〈Figure 13〉

35
30

Net Funds Transfers
(daily average)

(trillion won)

(%)

25
20
15
10
5
0
Source: Bank of Korea

The value of foreign exchange funds transfers7) recorded a 13.9% year-on-year increase
thanks to the 18% increase in general funds
transfers, despite the 6.7% decrease in funds
transfers via the Continuous Linked Settlement
(CLS) System.
〈Figure 12〉

Foreign Exchange Funds Transfers
(daily average)

(trillion won)
20

15

Meanwhile, the daily average value of funds
transfers between the BOK and participants of
BOK-Wire+, such as government bonds and
treasury payments and receipts, amounted to
KRW 15.8 trillion, recording a 13.5% year-onyear increase.
Table 6

10

Funds Transfers between
Participants and BOK
(daily average)
(trillion won, year on year %)

2014
1st Half

5

0

The amounts receivable and payable among
financial institutions arising from the use of noncash payment instruments by financial customers8) are netted and settled via BOK Wire+ at
a designated time on the following business day.
In first half of 2015, net settlements among par-

2015

Yearly

1st Half

% change

Government and Public
Bond Trading1)

8.1

8.0

9.0

12.0

Treasury Payments
and Receipts

4.9

4.7

5.5

12.0

BOK Loans

0.9

0.9

1.2

34.9

13.9

13.6

15.8

13.5

Total

Note: 1) Includes funds related to the issuance and redemption of Treasury and
Monetary Stabilization bonds, RPs and interest payments
Source: Bank of Korea

7) When a settlement transaction is made in a foreign currency through a foreign exchange bank, using the CLS System, the transfer of Korean-won funds is processed
over BOK-Wire+. The CLS System, as it is inter-linked to the systems of central banks across the world, handles the payment of sold currencies and receipt of bought currencies in real time.
8) Retail payments are processed via the Check Clearing System, Giro System, and Interbank Funds Transfer System, which are operated by the KFTC, and individual card
settlement systems operated by each credit card company. The Check Clearing System deals with checks and bills, the Giro System handles Giro payments, and the
Interbank Funds Transfer System accommodates electronic financial payments, funds transfers to other banks, and funds transfers via CD and CMS.
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IV. Actions Taken for Payment and
Settlement Systems
In the first half of 2015, the BOK conducted
oversight activities related to payment and settlement systems by implementing on-site inspections and joint examinations and providing recommendations for improvements.

rent status of settlement risk, liquidity management, and the establishment and operation of
business continuity plans, and instructed the
institutions to carry out improvements.

The BOK carried inspection on the stability of
the Chinese Yuan Clearing System. Upon the
occurrence of delays in settlements via the
Chinese Yuan Clearing System in December
2014, the BOK promptly conducted an on-site
inspection of the system and recommended
measures for future improvement. In addition,
the BOK held a consultative meeting on the current status of the operation of the Chinese Yuan
Clearing System with financial institutions in
order to help secure a stable foundation for the
system and stimulate its use.
Meanwhile, as IT technologies have recently
been utilized in all payment and settlement systems, IT system failures of FMI operators and
participating institutions are more likely to disrupt the smooth operation of the whole payment and settlement systems. Therefore, the
BOK investigated the current status of occurrences of IT related management risks, such as
computer failure, and examined measures for
improvements and for future oversight of IT
related management risks.
In addition, the BOK and Financial
Supervisory Commission conducted joint investigations of two domestic banks and two financial
investment companies, looking into their compliance with guidelines for the settlements of
BOK-Wire+ participants and regulations related
to funds transfers. They also evaluated the cur-
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Financial Stability Overview

The financial soundness of households and corporations has declined somewhat, but financial
institutions’ capital adequacy, foreign exchange
soundness, etc. are maintaining generally favorable pictures. In the household sector, first, while
income conditions are not improving greatly the
amount of household debt has risen substantially
owing for example to an increase in housing transactions. In the corporate sector the slumps in
growth and profitability have continued, with sales
decreasing and operating income-to-sales ratios
falling.

Figure 1

Financial Stability Map1)2)

Period analyzed for H2 2014 Financial Stbility Report
Period analyzed for H1 2015 Financial Stbility Report
Financial market
stability
10
Deterioration
Corporate financial
soundness

5
Bank soundness
0
Improvement

Household financial
soundness

Non-bank financial
institution soundness

Foreign exchange soundness

Improvements in profitability at banks have
been insufficient, but capital adequacy is good and
growth has improved slightly. Profitability, asset
soundness and growth at non-bank financial institutions have also shown improvements. In the
financial markets, the volatility of interest and
exchange rates has expanded but the trend of stability has continued overall, with the stock market
showing robustness for example. The improvements in foreign exchange soundness have persisted, with net external assets increasing and the proportion of short-term external debt contracting.
These changes in the financial stability situation
are reflected in the Financial Stability Map1)2), comparing the present time with the period analyzed in
the Financial Stability Report for the second half of
2014. The Financial Stability Index (FSI)3), which
indicates the situation related to financial stability,
has also been below the “Warning” stage threshold
(8) since 2013, and as of April 2015 was showing a
level of 3.5.

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

Figure 2

Financial Stability Index (FSI)1)

80

80

60

60

40

40

20

20

0

0

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

1) The Financial Stability Map presents a comprehensive picture of stability in six dimensions - two concerning macroprudential soundness conditions (the financial soundness of the household and corporate sectors) and four concerning the financial system (banks, non-bank financial institutions, the financial markets and foreign exchange
soundness). If the decile reading of a particular dimension is from 5 to 6, then this may be seen as a degree of stability in that dimension corresponding to its average levels in the past (since 1995).
2) Beginning from this H1 2015 Financial Stability Report, the financial market infrastructure is being included as a sector related to financial system stability. Since this is a
sector connected with the financial substructure, however, including the payment and settlement system for example, it has not been included in the Financial Stability
Map.
3) 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. Here the optimum critical threshold Warning and Crisis stages are calculated on the basis of the “noise-to-signal
ratio” approach, at 8 and 22 respectively. For details refer to the April 2012 Financial Stability Report, <Box IV-1>「Outline of Financial Stability Index (FSI)」.
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Korea’s Financial Stability Situation
1⃞ Household financial soundness has been
declining, on an expansion in the quantity of
household debt for example. With its rate of
increase (household credit statistics basis) having
grown rapidly since August 2014, household debt
totaled 1,099 trillion won as of the end of March
2015, higher by a considerable 7.3% year-on-year.
Together with this, as the rate of increase in disposable income is also showing sluggishness the
household debt-to-disposable income ratio, at
138.1% (estimated) at the end of March 2015, had
climbed a substantial 2.7% points compared to the
end of September 2014 (135.4%).
Figure 3

(%)

assets-to-financial liabilities ratio (226.7% as of endMarch 2015) has meanwhile maintained a relatively
satisfactory picture, as the rate of increase in financial assets has continually exceeded that in financial
liabilities.

Figure 4

Household debt repayment expenditure1)to-disposable income and household
expenditure2)-to-income3) ratios

(%)

(%)

Amount and rate of increase1) of household
debt2), and household debt-to-disposable
income3) ratio
(100 trillion won, %)
Notes: 1) Amounts of loan principal and interest repayment, credit card settlement
costs, etc.
2) Consumption and non-consumption (taxes, pension / insurance payments,
interest costs, etc.) expenditures
3) Earned income, business income, property income, transfer income, etc.
Source: Statistics Korea

Notes: 1) Year-on-year, end-period basis
2) Household credit statistics basis
3) Disposable income for Q1 2015 estimated using household disposable
income-to-gross national income ratio (average over immediately preceding three years)
Source: The Bank of Korea

2⃞ The slumps in growth and profitability in the
corporate sector have continued. With the rate of
sales growth recording a more negative figure (1.5%) than that (-0.1%) in 2009 just after the global
financial crisis, the stagnation in corporate growth
has worsened. The operating income-to-sales ratio
also stood at 4.3% in 2014, down by 0.4% point
Figure 5

Corporate growth and profitability

(%)

The ratio of household debt repayment expenditures to disposable income stood at 37.7% in the
fourth quarter of 2014, having risen by 1.1% points
year-on-year, as loan principal repayments had
increased on an expansion in the proportion of
amortizing loans. The household expenditure-toincome ratio on the other hand recorded 76.6% in
the fourth quarter of 2014 and 77.5% in the first
quarter of 2015, lower by 1.3% and 1.8% points
respectively year-on-year in line with the slowdown in consumption. The household financial

(%)

Note: 1) Year-on-year
Source: The Bank of Korea
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Figure 6

(%)

Distributions of indicators related to
corporate financial structure soundness
(%)

(%)

(%)

Notes: 1) Operating income / Interest expenses
2) (Cash flow from business operations + Interest expenses) / (Short-term borrowings + Interest expenses)
Source: The Bank of Korea

Regarding the individual industry debt ratios,
meanwhile, they have fallen in most industries with
the exceptions of shipbuilding and construction.
The only ones with debt ratios above 200% are the
shipping (510.5%) and construction (200.7%)
industries.
3⃞ Bank soundness has remained generally satisfactory. Growth has expanded as loan assets have
increased steadily since the third quarter of 2014,
and with the substandard-and-below loan ratio
falling, on disposals of bad loans for example, asset
soundness has also sustained a trend of improvement.
Figure 8

from 2013 (4.7%), as profitability fell again although
it had shown signs of slight improvement in 2013.
The favorable picture of financial structure stability has however continued, thanks to debt adjustments, to the securing of capital, etc. The percentage of corporations with interest and cash flow coverage ratios below 100% has climbed slightly, but
the share of those with debt ratios of 200% and
above (2013 15.6% → 2014 13.9%) has fallen, and
the borrowings-to-total assets ratio (2013 25.8% →
2014 25.3%) has also become lower.
Figure 7

Changes in debt ratios, by industry1)

(%, %p)

(%, %p)

(%)
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(%)

Note: 1) Year-on-year
Sources: Commercial banks’ business reports

Figure 9
(%)

Note: 1) Debt ratios in 2014 – those in 2013
Source: The Bank of Korea

Commercial bank substandard-and-below
loan ratio, and rate of total asset increase1)

Loan-to-deposit spread, net interest
margin, ROA and structural profitability1)2)
(%)

Notes: 1) (Interest income + Fee income + Trust account income - Operating expenses) /
Total assets
2) Annualized rates
Sources: The Bank of Korea, Commercial banks’ business reports

Profitability has however fallen to a small extent,
on a drop in interest income due to the narrowing
of the loan-to-deposit interest rate spread. With the
continual declines in this spread and in the net
interest margin, structural profitability (indicative of
banks’ capacities to generate sustainable profits) fell
from 0.98% in the third quarter of 2014 to 0.89% in
the first quarter of 2015. The return on assets (ROA)
did however rise slightly in the first quarter of 2015,
on one-off factors such as income from sales of
securities.
Capital soundness has remained satisfactory. At
14.73% as of the first quarter of 2015 the BIS total
capital ratio has dropped a bit from its 15.29% third
quarter of 2014 figure, as credit risk-weighted assets
have increased, but is greatly exceeding the minimum Basel III capital adequacy ratio standard
(8.0%).
Figure 10

Commercial bank BIS total capital
and Tier 1 capital ratios1)2)

(%)

(%)

Figure 11
(%)

Non-bank financial institution rates of
total asset growth, by financial sector1)
(%)

(%)

(%)

Notes:1) Excluding increases due to new market entries (NongHyup Life Insurance,
NongHyup Property & Casualty Insurance, KB Kookmin Card, Woori Card
and Hana Card) and accounts receivable of securities companies (compared to the previous year)
Source: The Bank of Korea

banks as well in line with increases in their loans
since their restructurings undertaken to this time.
Profitability is still at a low level but has shown
trends of overall improvement. Net incomes have
risen, on securities companies’ increases in bondrelated profits, insurance companies’ higher investment operating profits, credit-specialized financial
companies’ gains from sales of equity, etc. Mutual
savings banks have reversed to a net income surplus for the first time since 2011, owing to declines
in their provisions for credit losses for example.
Figure 12 Non-bank financial institution net incomes
(trillion won)

(trillion won)

Notes: 1) End-period basis
2) Basel II basis before Q3 2013, and Basel III basis after Q4 2013
Sources: Commercial banks’ business reports

4⃞ With their paces of growth in asset size accelerating, non-bank financial institutions’4) soundness,
including profitability, asset soundness, capital adequacy, etc., has on the whole improved. Rates of
total asset growth have shown increases in all nonbank financial sectors, and total assets have
reversed to an upward trend at mutual savings
Sources: Financial institutions’ business reports

4) Covering insurance companies (life and non-life insurance companies), mutual credit cooperatives (agricultural, fisheries and forestry cooperatives, credit unions and community credit cooperatives), securities companies, credit-specialized financial companies (credit card companies engaging in the credit card business only, leasing companies, installment financing companies and venture financing companies), and mutual savings banks.

Financial Stability Overview 51

Capital adequacy, which indicates institutions’
loss absorption capacities, has maintained satisfactory levels exceeding the financial supervisory standards by large extents in most non-bank financial
sectors.
Figure 13

Non-bank financial institution capital
adequacy ratios1)

(%)

(%)

The Treasury bond (3-year) yield had fallen earlier in 2015, affected for example by the cuts in the
BOK Base Rate, but it has reversed to an increase
since mid-April on the sharp jumps in long-term
interest rates in major countries due to the easing of
deflation concerns.
Figure 15

Korea and U.S. Treasury bond yields,
and BOK Base Rate

(%)

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

5⃞ The domestic financial markets have sustained their trends of overall stability, with stock
prices having risen greatly for instance, although
interest and exchange rate volatilities in response to
changes in global financial market conditions and
Figure 14 Interest rate, stock price and FX volatilities1)
(%)

(%)

Sources: Korea Financial Investment Association, Bloomberg

While the won / U.S. dollar exchange rate has
shown a generally upward trend, influenced by the
global strengthening of the dollar, the won / yen
rate has in contrast fallen considerably on the Bank
of Japan’s decision to carry out additional quantitative easing.
Figure 16 Won / USD and won / yen exchange rates
(won/USD, won/100yen)

(won/USD, won/100yen)

(%)

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

in monetary policy-related expectations have
expanded.
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Stock prices (KOSPI) have risen to a large extent
in 2015, owing for example to continued net purchases by foreigners in line with the weakening

expectations of an early interest rate hike by the
U.S. Federal Reserve.
Figure 17

Figure 19

External payment capacity
and liquidity indicators

(100 million dollars)

(%)

KOSPI and global stock prices

(1980.1.4 = 100)

(2010.1.4 = 100)

Source: The Bank of Korea

Figure 20
Source: Bloomberg

Domestic bank borrowing spreads1)
and CDS premium

(bp)

(bp)

6⃞ Foreign exchange soundness, encompassing
the external payment capacity, the foreign currency
liquidity situation, etc., has sustained its satisfactory
conditions. While net external assets have
increased, the external payment capacity has maintained soundness as the total external debt-to-nominal GDP ratio and the proportion of short-term in
total external debt have both fallen.
Figure 18

External assets in debt instruments
and external debt

(100 million dollars)

Note: 1) Borrowing spreads based on LIBOR (nine domestic banks basis); calculated by
amount-weighted averaging
Source: The Bank of Korea

(100 million dollars)

Foreigners’ securities investment funds had
shown trends of outflows from EMEs and inflows
to advanced countries from October 2014. There

Figure 21 Net foreign investor securities fund inflows1)
(100 million dollars)

(100 million dollars)

Stock funds
Bond funds

Sources: Korea Financial Investment Association, Bloomberg

Domestic banks’ foreign currency funding conditions are also favorable. Their foreign currency borrowing spreads and their CDS premiums have for
example sustained their low levels.
Note: 1) Cumulative sums of monthly net inflows since January 2013
Source: The Bank of Korea
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has however been a shift back to net inflows to
EMEs since February 2015 - on the weakening
expectations of an early interest rate hike by the
U.S. Fed, on the expansion in quantitative easing
by the European Central Bank, and so on.
7⃞ Settlement risks in the major payment and settlement systems have been managed stably. The
proportion of settlements carried out between
16:00 and the 17:30 closing time of BOK-Wire+, the
large-value payment system, has risen, owing to an
increase in intra-institutional RP transactions for
example, but since the fourth quarter of 2014 there
has been only one case of BOK-Wire+ operating
hours extension owing to reasons such as computer failures.
Figure 22 Large-value payment system risk indicators
(%)

(number)

Figure 23
(%)

Retail and foreign exchange settlement
system risk indicators
(number)

Note: 1) Proportion of total foreign exchange transactions settled through CLS system
Source: The Bank of Korea

The securities settlement systems run by the
Korea Exchange and the Korea Securities Depository have been operated stably as well, with a declining percentage of settlement fund payments made
after the deadlines in the exchange-traded markets
for example.
Figure 24 Securities settlement system risk indicators
(%)

(number)

Note: 1) Amount of settlement made at 16:00 and after / Total settlement amount
Source: The Bank of Korea

The retail payment systems operated by the
Korea Financial Telecommunications & Clearings
Institute have shown trends of stabilization, as the
number of cases of participants’ net debit cap utilization rates exceeding the 70% warning level has
fallen greatly in 2015. The foreign exchange settlement system has also been operated smoothly,
with the proportion of total foreign currency settlements carried out via payment-versus-payment
through the CLS system maintaining a high level in
the 70% range, owing for example to new participation in the system by some branches of foreign
banks.
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Notes: 1) Exchange-traded stocks 16:00, exchange-traded government bonds 17:00
2) Proportions of total OTC bond and inter-institutional RP transaction settlement
amounts not settled through securities delivery-versus-payment (DvP) system
Sources: The Bank of Korea, Korea Securities Depository

Analysis of Financial Stability Issues
1⃞ The results of an assessment of Korean
household sector default risk, based on the Survey
of Household Finances and Living Conditions
(November 2014), show that the default risks of the
vulnerable groups have increased but the effects of
household sector defaults on financial institution
solvency have diminished. Notably, as the default
risk rose in 2014 driven by the vulnerable groups
(households with low incomes, low levels of asset
holdings, temporary employment, and monthly
rental living accommodations), which borrow
mostly small-value loans, the number of households at risk increased slightly compared to 2013
but the amount of their debts owed (so-called
‘debts at risk’) appear to have fallen somewhat.
The results of stress testing 5) to analyze the
effects of macroeconomic shocks on household
sector default risk show that, in stress scenarios of
interest rate increases and housing price declines,
not only do the default risks of the low-income
households rise, but those of households holding
high levels of assets, self-employed business owners, and households residing in their own homes
Figure 25
(10 thousand households)

increase as well. The levels of default risk of both
high-income households and households with high
asset holdings are low, but their shock absorption
capacities appear to vary. While the shock absorption capacities of high-income households are satisfactory, those of households with high asset holdings are in contrast analyzed as relatively vulnerable. These results suggest that, in addition to the
macroeconomic analysis of household debt, a
detailed monitoring of households’ default risks in
line with their individual characteristics is also
required.
Figure 26

Results of stress testing on
household sector

(%)

(%p)

(%)

(%p)

(%)

(%p)

(%)

(%p)

Households at-risk and debt at-risk
(%)

(trillion won)

(%)

Sources: The Bank of Korea, Statistics Korea (Survey of Household Finances and Living
Conditions)

2⃞ Although the slumps in corporate growth and
profitability have been continuing recently, firms’
financial structure stability has improved as their
debt ratios are falling. We examine the background
behind this situation by dividing up and analyzing
the changes in corporate debt ratios since the global financial crisis, in accordance with the types of
changes in the debt and equity involved. We find as

5) Stress testing is a method of analysis that measures the potential vulnerabilities to extreme but plausible events and assesses their effects on macroeconomic and financial
stability. But in cases of stress testing of new risk factors that have not been experienced in the past, or of risk factors whose quantitative assessments are difficult, modeling related to matters such as setting the critical thresholds is not easy, and because the possibility of risk occurrence could thus be underestimated a more conservative
approach is necessary in setting the scenarios and the model parameters.
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a result that the decline in corporate debt ratios has
been led more by increases in equity than by
reductions in debt, as the proportion of firms
whose equities have increased since the global
financial crisis (76.5%) greatly exceeds that of those
whose debts have decreased (32.8%).
Figure 27

Figure 28

(%,times)

Main indicators1) of firms with increased
and decreased debt ratios, by types of
changes in debt and equity
(%,times)

(%,times)

(%,times)

Proportions of firms,
by types of changes in debt and equity

Debt ratio increase(ⓐ+ⓑ+ⓒ)=44.7%
Debt ratio decrease(ⓓ+ⓔ+ⓕ)=55.3%

Notes: 1) 2009~2014 averages
2) Operating income / Sales
3) Operating income / Interest expenses
Source: KIS-Value

Notes: 1) Rate of increase in debt > Rate of increase in equity
2) Increase in debt & Decrease in equity
3) Rate of decrease in debt < Rate of decrease in equity
4) Rate of decrease in debt > Rate of decrease in equity
5) Decrease in debt & Increase in equity
6) Rate of increase in debt < Rate of increase in equity

Based on their relative growths and profitabilities, we divide companies up into high- and lowperforming ones, and then try to analyze them
based upon the types of changes seen in their
debts and equities. We find on the one hand that
the firms at which both their debts and their equities have risen (ⓐ and ⓓ) are mainly high-performing ones, while in the same context those that have
seen declines in both debt and equity (ⓒ and ⓕ)
are primarily low-performing. And in the case of
ⓑ-type firms, whose equities have fallen amid
increases in their debts, with the proportion of marginal companies among them exceeding 30% it is
analyzed that they include many low-performing
companies that are continuing to survive through
increases in debt.
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The fact that the decline in debt ratios since the
global financial crisis has been driven by increases
in equity shows that the possibility of a trend of
「contraction in corporate borrowings → investment
decline」is not large. There will however be a need
to bear in mind the probability of an increasing
number of marginal and other firms continuing to
survive through expansions in their debts, on the
back of the low interest rate conditions since the
global crisis.
3⃞ Amid the sustained low interest rate conditions, fund inflows to financial investment products
are expanding as investors’ search for yield intensifies.
The funds flowing into financial investment
products are invested again in many products such
as stocks, bonds, derivatives, bank deposits, etc.,
and in this process work as a factor causing the
interlinkages among financial institutions to deepen. Securities companies are for example allocating
their funds raised through issuance of structured
notes in bank deposits (28.0%), corporate bonds
(37.3%), and other products.
Given all of this, should the uncertainties in the
financial markets grow there will be a probability of
financial stability deteriorating - on increases not

Figure 29

Amounts of major financial
investment products

(%)

(trillion won)

「bond price declines → investment losses on financial investment products → redemptions of investment funds → acceleration of interest rate
increases」
. Therefore, while on the one hand the
inherent risks and returns of the various financial
investment products will need to be accurately
identified and managed, monitoring will also have
to be strengthened related to financial institutions’
funding and asset allocations through financial
investment products.
Figure 30

Expected channels of systemic risk
triggered by financial investment
products

Sources: Korea Financial Investment Association, Korea Securities Depository

only in investor losses but also in liquidity risks at
the financial institution issuers of these products.

Surge in
interest rates

Bond price
decline

Table 1

Financial investment product
asset management structure1)
Funds
MMfs Other2)

Amount
(trillion won)

(interest rate increase)

MMFs outflows
(market value < book value)

Reduced supply of
short-term funds

struc- specific
Retail
tured money
RPs
notes in trust

292.8

80.4

201.2

75.6

Deposits, etc.3)

16.4

2.1

28.0

29.4

–

Wholesale funding4)

36.0

2.3

–

41.9

–

Treasury bonds

5)

23.9

11.9

19.7

1.0

46.6

6)

21.6

15.3

37.3

6.4

53.4

Stocks

–

27.6

1.9

Structured notes

–

3.5

–

(CP, RPs, etc.)

Derivatives

–

3.1

Real estate

–

Other

2.1

Structured note
losses

1.7

–
–

6.5

–

–

12.7

–

–

–

21.5

6.6

9.3

–

Notes: 1) End-2014 basis
2) Stock-type, bond-type, mixed-type, etc.
3) Cash and deposits, due, etc.
4) RPs, CP, call loans, etc.
5) Treasury bonds, MSBs, etc.
6) Financial bonds, corporate bonds, ABS, etc.
Sources: Financial institutions’ business reports, Korea Financial Investment Association, Korea Securities Depository, etc.

Especially, in a case where interest rates are rising
rapidly the possibility will have to be watched for
of the formation of a feedback cycle like that of

Reduced supply in
bond market

Reduced deposits2)

Stock price
declines
Equity fund
losses

Proportions (%)

10.3

Bond sales

<Investment losses>
Bond fund1)
losses

83.2

Corporate bonds

Worsening financial
institution profits
(drops in prices of
bonds held)

Real estate and
other asset price
declines

Real estate,
special asset
fund losses

Notes: 1) Including same types of specific moneys in trust as the respective fund categories
2) Considering only effects occurring in process of financial investment product
fund management

4⃞ On the foundation of Korea’s abundant foreign currency liquidity due to its current account
surplus, the external assets in debt instruments of
the non-bank sector including private enterprises
have increased significantly since 2012. Entering
2015, notably, in terms of the balance of its external
assets minus its external liabilities the sector saw a
reversal of status to that of a net creditor.
This expansion in overseas investment by the
non-bank sector has contributed to foreign
exchange market stability, including the easing of
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Figure 31

External assets of non-bank sector

(100 million dollars)

(100 million dollars)

Figure 32

Dollar funding costs1)
(%p)

(%p)

Source: The Bank of Korea
Note: 1) Premium that must be paid to secure dollar funds in foreign exchange swap
market (Dollar funding interest rate inherent in swap rate - Libor)
Source: Bloomberg

exchange rate volatility.
It is necessary to note, however, that the
increased overseas investment by the non-bank
sector may give rise to potential risks on the sector’s balance sheets and in Korea’s foreign currency
fund market.
First, the Fed rate hikes and subsequent rises in
global interest rates can cause losses on the overseas securities investments by the non-bank sector,
especially those in long-term bonds.
Next, the hedging activities in the non-bank sector for purposes of avoiding exchange rate risks in
these overseas investments could raise the costs of
dollar funding through increased demand for foreign currency especially if the foreign currency
funding situation worsens.
Furthermore, investors’6) hedging through FX
swap and FX forward contracts may result in shortterm external debt rising, as it did right before the
global financial crisis. In Korea the contract counterparts tend to enter sell&buy swap positions by
borrowing foreign currency funds from the international financial markets.

Figure 33

Shipbuilding company’s overseas orders,
and residents’ overseas securities
investment and external debt

(100 million dollars)

(100 million dollars)

Amount of shipbuilding company orders + Overseas securities investment (RHS)
Short-term external debt (LHS)

Source: The Bank of Korea

6) Among institutional investors in Korea, both the National Pension Fund and insurance companies are hedging mostly 100% of their funds invested in international debt
securities against foreign exchange risk, while asset management companies are hedging about 80% of their funds operated overseas.
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Appendices

Monetary Policy Decision

Monetary Policy in July 9, 2015

The Monetary Policy Committee of the Bank of
Korea decided today to leave the Base Rate
unchanged at 1.50% for the intermeeting period.
Based on currently available information the
Committee considers that the trend of economic
recovery in the US has grown evident again, and
that the improvements in the euro area have
continued as well. In emerging market countries
including China the trends of slowing growth
have continued. The Committee forecasts that
the global economy will sustain its modest
recovery going forward, centering around
advanced economies such as the US, but judges
that the possibility exists of its being affected by
the heightened international financial market
volatility due to the situation in Greece, by
changes in the monetary policies of major countries and by the weakening of economic growth
in emerging market countries.
Looking at the Korean economy, amid continued sluggishness in exports the Committee
notes that, under the influence of the Middle
East Respiratory Syndrome (MERS) outbreak for
example, consumption has declined significantly
and the sentiments of economic agents have
worsened. On the employment front, the unemployment rate has risen due mainly to an expansion in job search activities, but the employment-to-population ratio has also increased as
the number of persons employed has grown.
The Committee forecasts that the domestic economy will show a trend of recovery going forward, owing chiefly to the expansionary macroeconomic policies and to the subsiding of the
shock from the MERS outbreak, but judges the
uncertainties surrounding the growth path to be
high.
Consumer price inflation rose from 0.5% the
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month before to 0.7% in June, due mainly to
increases in prices of agricultural, livestock and
fisheries products and to a narrowing of the
extent of decline in petroleum product prices.
Core inflation excluding agricultural and petroleum product prices fell slightly to 2.0%, from
2.1% in May. Looking ahead the Committee forecasts that inflation will continue at a low level,
due mainly to the effects of the low oil prices. In
the housing market, the upward trends of sales
and leasehold deposit prices have continued in
both Seoul and its surrounding areas and the
rest of the country.
In the domestic financial markets, influenced
mostly by the situation in Greece, stock prices
have fallen and the Korean won has depreciated
against both the US dollar and the Japanese yen.
Long-term market interest rates have risen, in
response mainly to expectations of a policy rate
hike by the US Federal Reserve and of an
increased volume of Korean Treasury bond
issuance. Bank household lending has sustained
a trend of increase at a level substantially
exceeding that of recent years, led by mortgage
loans.
Looking ahead, while working to sustain the
recovery of economic growth, the Committee
will conduct monetary policy so as to maintain
price stability over a medium-term horizon and
pay attention to financial stability. In this process
it will closely monitor the trend of increase in
household debt and external risk factors such as
the situation in Greece and shifts in major countries’ monetary policies, as well as the trends of
capital flows.

Monetary Policy in August 13, 2015

The Monetary Policy Committee of the Bank of
Korea decided today to leave the Base Rate
unchanged at 1.50% 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 improvements in the euro area have continued as well. Economic growth in emerging market countries including China has meanwhile
continued to slow. The Committee forecasts that
the global economy will sustain its modest
recovery going forward, centering around
advanced economies such as the US, but judges
that the possibility exists of its being affected by
heightened international financial market volatility due to a shift in the US Federal Reserve’s
monetary policy and to the devaluation of the
Chinese yuan, and by the weakening of economic growth in emerging market countries.
Looking at the Korean economy, exports have
continued their trend of decline but consumption and the sentiments of economic agents,
after having contracted due mainly to the shock
from the Middle East Respiratory Syndrome
(MERS) outbreak, appear to have improved. On
the employment front, the employment-to-population ratio in July maintained the same level as
that during July of last year, but the trend of
increase in the number of persons employed
slowed and, due mainly to an expansion in job
search activities, the unemployment rate rose
compared to that in July last year. The Committee forecasts that the domestic economy will
show a trend of recovery going forward, owing
chiefly to the expansionary macroeconomic
policies and to the ending of the MERS outbreak, but judges the uncertainties surrounding
the growth path to be high.

June. Looking ahead the Committee forecasts
that inflation will continue at a low level, due
mainly to the effects of the low oil prices. In the
housing market, the upward trends of sales and
leasehold deposit prices have continued in both
Seoul and its surrounding areas and the rest of
the country.
In the domestic financial markets, influenced
mostly by expectations of a policy rate hike by
the US Federal Reserve and by the devaluation
of the Chinese yuan, stock prices have fallen
and the Korean won has depreciated sharply
against both the US dollar and the Japanese yen.
Long-term market interest rates have fallen
slightly, in response mainly to interest rate
movements in major countries. Bank household
lending has sustained a trend of increase at a
level substantially exceeding that of recent
years, led by mortgage loans.
Looking ahead, while working to sustain the
recovery of economic growth, the Committee
will conduct monetary policy so as to maintain
price stability over a medium-term horizon and
pay attention to financial stability. In this process
it will closely monitor the trend of increase in
household debt and external risk factors such as
any shift in the US Federal Reserve’s monetary
policy and the financial instabilities in some
emerging economies, as well as the trends of
capital flows.

Despite cuts in electricity fees, consumer price
inflation registered 0.7% in July, the same as in
June, in line mainly with expansions in the
extents of increase in service prices. Core inflation excluding agricultural and petroleum product prices was 2.0% in July, also the same as in
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Monetary Policy in September 9, 2015

The Monetary Policy Board of the Bank of Korea
decided today to leave the Base Rate unchanged
at 1.50% for the intermeeting period.
Based on currently available information the
Board considers that the trend of economic
recovery in the US has been sustained, and that
the improvements in the euro area have continued as well. Economic growth in emerging market countries including China has meanwhile
continued to slow. The Board forecasts that the
global economy will maintain its recovery going
forward, albeit at a moderate pace, centering
around advanced economies such as the US, but
judges that the possibility exists of its being
affected by heightened international financial
market volatility, due to the instabilities in the
Chinese financial and foreign exchange markets
and to a shift in the US Federal Reserve’s monetary policy, and by the weakening of economic
growth in emerging market countries.
Looking at the Korean economy, although the
recovery in domestic demand activities such as
consumption and investment has continued, the
trend of declining exports has persisted while
the improvement in economic agents’ sentiments has been inadequate. On the employment
front, as the trend of increase in the number of
persons employed slowed in August, owing
mainly to a base effect, the employment-to-population ratio decreased while the unemployment
rate rose compared to those in August of last
year. The Board forecasts that the domestic
economy will show a trend of recovery going
forward, but in view of external economic conditions judges the uncertainties surrounding the
growth path to have increased.
Despite declines in petroleum product prices,
consumer price inflation registered 0.7% in
August, the same as in July, in line mainly with
expansions in the extents of increase in prices of
other industrial products. Core inflation excluding agricultural and petroleum product prices
rose slightly to 2.1%, from 2.0% in July. Looking
ahead the Board forecasts that inflation will con-
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tinue at a low level, due mainly to the effects of
the low oil prices. In the housing market, the
upward trends of sales and leasehold deposit
prices have continued in both Seoul and its surrounding areas and the rest of the country.
In the domestic financial markets, stock prices
have fallen and the Korean won has depreciated
against both the US dollar and the Japanese yen,
as securities investment funds of foreigners have
flowed out due to factors such as the instabilities
in the Chinese financial and foreign exchange
markets. Long-term market interest rates have
fallen, influenced mainly by investor preference
for safe assets. Bank household lending has sustained a trend of increase at a level substantially
exceeding that of recent years, led by mortgage
loans.
Looking ahead, while working to sustain the
recovery of economic growth, the Board will
conduct monetary policy so as to maintain price
stability over a medium-term horizon and pay
attention to financial stability. In this process it
will closely monitor the trend of increase in
household debt and external risk factors such as
any shift in the US Federal Reserve’s monetary
policy and the financial instabilities in emerging
market countries including China, as well as the
trends of capital flows.

Organization of the Bank of Korea
(As of February 2015)

MONETARY POLICY COMMITTEE

GOVERNOR

SENIOR DEPUTY GOVERNOR

AUDITOR

DEPUTY GOVERNORS(5)

DEPARTMENTS
IN HEAD OFFICE (15)

•Planning & Coordination
Department
•Communications
Department
•Information Technology
Department
•Personnel & Administration
Department
•The Bank of Korea
Academy
•Research Department
•Economic Statistics
Department

DOMESTIC
BRANCHES (16)

•Financial Stability
Department
•Monetary Policy
Department
•Financial Markets
Department
•Payment & Settlement
Systems Department
•Currency Department
•International Department
•Reserve 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
Currency
Recent Papers & Publications
FX & Int'l Relations
Research Papers

By subject
Periodicals
Books
BOK Working Papers
Other Papers

News & Events
Governor’s Message
Introduction
Vision and Strategic Priorities
Organization
About BOK

Function
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*

Annual Report

Annually

English

P, O

Financial Statement Analysis

Annually

English

O

Financial Markets 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 Regional Economic Report(BOK Golden Book)

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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Titles of Articles Appearing in Monthly Bulletin*
June 2013 ~ August 2015

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
◇⃞ Relationship between Financial Stability and Banking Sector External Debt in Emerging
Market Countries
◇⃞ The Retail Payment System and the Role of the Central Bank
◇⃞ The Current World Economic movements and Future Outlook
August 2013
◇⃞ Analysis of Exchange Rate Pass-through into Export Prices: A Cost Side Approach
◇⃞ Impact on Financial Stability of Changes in the Pattern of Credit-specialized Financial
Companies’ Fund Raising and Fund Operations
◇⃞ 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
October 2013
◇⃞ Analysis of Inter- industry Labor Mobility and Implications
◇⃞ Flow of Funds in the First Half of 2013
November 2013
◇⃞ Results of the Reconstruction of the VAR Model Block of the BOK’s
Macroeconomic Modeling System
◇⃞ Financial Statement Analysis for 2012
December 2013
◇⃞ Estimation of Korea’s Money Demand Function Considering the Asymmetry
of the Exchange Rate Effect
◇⃞ Foreign Currency Liquidity Stress Test model of the Banking System
◇⃞ Bank Credit Reception Trends in 2013

* Published in Korean and English(Summary only)

Appendices 67

January 2014
◇⃞ Korea’s FCI Development, and an Evaluation of its Usefulness
◇⃞ Analysis of Factors Causing Changes in US Unemployment Rate since the Financial Crisis
◇⃞ World Economic Development and Outlook in 2013
◇⃞ Analysis of Price Trends in 2013
◇⃞ Financial and Foreign Exchange Trends in 2013
February 2014
◇⃞ Results of BOKGPM Development
◇⃞ Details of the Modifications to Major Finance-related Laws in 2013
March 2014
◇⃞ Analysis of Usefulness of Payment and Settlement Statistics as Real Economic Indicators
◇⃞ Payment and Settlement Trends in 2013
◇⃞ Analysis of Korea’s Economy Using the 2010 base - year Inter-Industry Relations Table
April 2014
◇⃞ Estimation of Financially Neutral Potential GDP and GDP Gap
◇⃞ National Accounts in 2013
May 2014
◇⃞ Report on Construction of New BOK-DSGE Model for Economic Forecasting and Policy
Analysis
◇⃞ Flow of Funds in 2013
June 2014
◇⃞ Linkages Running Between the Business Cycle, Lending, and Movements in Housing Prices
◇⃞ Bank Credit Reception Trends in the Second Half of 2013
July 2014
◇⃞ Analysis of Changes in the Transmission of the Policy Rate to the Bank Lending Rates
Following Shifts in Lending Market Conditions
◇⃞ The Current World Economic Movements and Future Outlook
August 2014
◇⃞ Influence of Exchange Rate Volatility Shocks on the Korean Economy
◇⃞ Payment and Settlement Trends in the First Half of 2014
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September 2014
◇⃞ Analysis of the Effects of Global Factors’ Transmission to Domestic Inflation
◇⃞ Balance of Payments in the First Half of 2014
October 2014
◇⃞ FDP Forecast Using Forecast Combination Using Monthly Data
◇⃞ Flow of Funds in the First Half Half of 2014(preliminary)
November 2014
◇⃞ Effect of Exchang Rate Fluctuation on Domestic Service Prices
◇⃞ Bank Credit Reception Trends in the First Half of 2014
December 2014
◇⃞ Analysis of Canses of widening Income Gap between Househads and Corporations
◇⃞ Analysis of Changes in Interconnectedness between Korean and VS Tern Structures before
and After the Global Financial Crisis
◇⃞ Financial Statement Analysis for 2013
January 2015
◇⃞ Assessment of Shadow Banking Situation in Korea Through Analysis of Pro-cyclicality
◇⃞ World Economic Development and Outlook in 2013
◇⃞ Price Trends in 2014 and Price Change Factors
◇⃞ Financial and Foreign Exchange Trends in 2014
February 2015
◇⃞ Effects of Domestic R&D Expenditure on Manufacturing Productivity, Investment and
Employment
◇⃞ Details of the Modification to Major Finance - related Laws in 2014
March 2015
◇⃞ Analysis of Consumption Volatility in Korea
◇⃞ Balance of Payments in 2014(Preliminary)
◇⃞ Payment and Settlement Trends in 2014
April 2015
◇⃞ Analysis of Use of Payment Instruments and Factors in Choosing them
◇⃞ Trends in Credit to Households in 2014
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May 2015
◇⃞ Effects on Consumption and Income Distribution of the Rise in Monthly Housing

Expenses in the Housing Market

◇⃞ National Accounts in 2014
◇⃞ Flow of Funds in 2014

June 2015
◇⃞ Factors behind Lackluster Recoveries in the Employment-to-population Ratios of Major

Countries and Their Prospects

July 2015
◇⃞ Analysis of Determinants of Exchange Rate Pass-Through on Export prices in Korea
◇⃞ Effects of the Development of Information & Communication Technology on Labor

Demand

August 2015
◇⃞ Background Analysis of Household Consumption Slump after Global Financial Crisis
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Titles of Articles Appearing in Quarterly Bulletin
June 2011 ~ June 2015

June 2011
◇⃞ Governor’
s Address upon the Bank of Korea’
s 61th Anniversary
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in 2010
◇⃞ The Structure of the Korean Economy : Analyzing the 2009 Input-Output Tables
◇⃞ Policy Responses to Moderate Capital Flow Volatility
September 2011
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions(Jul.~Sep.)
◇⃞ Financial Statement Analysis for 2010
◇⃞ Payment and Settlement Trends in the First Half of 2011
December 2011
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions(Oct.~Dec.)
◇⃞ Summary of Financial Stability Report
◇⃞ Flow of Funds in the First Half of 2011
March 2012
◇⃞ Current Economic and Financial Movements
◇⃞ Monetary Policy Decisions(Jan.~Mar.)
◇⃞ Major Contents and Significance of the 8th Bank of Korea Act Revision
◇⃞ Analysis of Price Trends in 2011
◇⃞ Payment and Settlement Trends in 2011
June 2012
◇⃞ Current Economic and Financial Movement
◇⃞ Analysis of the Knock-on Effects of Individual Factors Driving Change in Oil Prices and
Re-building the BOK’s Model of the Global Economy(BOKGM)
◇⃞ Flow of Funds in 2011
◇⃞ Summary of Financial Stability Report
◇⃞ Monetary Policy Decisions(Apr.~Jun.)
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September 2012
◇⃞ Current Economic and Financial Movements
◇⃞ Analysis of the Effects of Total Factor Productivity on Employment
◇⃞ Payment and Settlement Trends in the First Half of 2012
◇⃞ Monetary Policy Decisions(Jul.~Sep.)
December 2012
◇⃞ Current Economic and Financial Movements
◇⃞ The Impact of Uncertainty on Economic Growth in Korea
◇⃞ Flow of Funds in the First Half of 2012(preliminary)
◇⃞ Summary of Financial Stability Report
March 2013
◇⃞ Current Economic and Financial Movements
◇⃞ Korea’s Capital Flow pattern after Capital Liberalization
◇⃞ Analysis of Price Trends in 2012
◇⃞ Payment and Settlement Trends in 2012
June 2013
◇⃞ Current Economic and Financial Movements
◇⃞ The Current Status of Korea’s Household Income and Its Implications
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