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Current Economic and Financial Developments

Economic Developments
Economic Growth
In the first quarter of 2016, the real GDP growth
rate recorded 0.5%, falling from 0.7% in the previous
quarter due to sluggish private consumption and
facility investment despite a boom in construction
investment.
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Construction investment increased by 6.8% on
a QoQ basis. The boom in the construction of
buildings was led largely by residential buildings,
while infrastructure construction grew by a large
margin thanks to the government’s early spending of
its fiscal budget.
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Source : Bank of Korea 「National Accounts」

<Table 1>

Final consumption expenditure increased by
0.1% on a quarter-on-quarter (QoQ) basis, while
private consumption recorded a 0.2% QoQ
decrease, caused by a significant decrease in the
consumption of durable goods, such as cars, in line
with the shrinking effects of government policies
implemented in the second half of 2015 and a
decrease in the consumption of quasi-durable goods,
such as clothing. Government consumption rose by
1.3% on a QoQ basis, driven by an increase in goods
expenditure. Facility investment recorded a 7.4%
QoQ decrease. By type of capital goods, machinery
investment decreased, due mainly to sluggish
exports and a decrease in transportation equipment
investment was caused by increased investment in
other types of transportation equipment, such as
airplanes.

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

2015 p

2014

2016 p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

I

GDP

3.3

2.6

0.8

0.4

1.2

0.7

0.5

Final consumption expenditure

2.0

2.4

0.8

0.1

1.2

1.3

0.1

(Private consumption)

1.7

2.2

0.8

-0.1

1.1

1.4

-0.2

(Government consumption)

3.0

3.4

0.5

0.9

1.3

1.0

1.3

3.4

3.8

3.1

1.0

2.2

-0.9

1.2

(Facilities)

6.0

5.3

0.5

0.8

1.8

0.5

-7.4

(Construction)

1.1

3.9

5.5

1.8

3.3

-2.4

6.8

(Intellectual property products)

5.4

1.5

1.7

-0.6

0.3

0.7

0.3

Exports of goods and services

2.0

0.8

0.6

-0.1

-0.3

2.1

-1.1

Imports of goods and services

1.5

3.2

0.9

0.4

1.4

3.2

-3.1

Gross fixed capital formation

Notes : 1) Compared with the preceding period.
2) p : preliminary
Source : Bank of Korea 「National Accounts」
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0.3% QoQ increase as government R&D shrank and
private companies made only slight increases in their
R&D in the face of the global economic downturn.
Exports of goods and services began to decline,
dropping by 1.1% on a QoQ basis, and their imports
also recorded a drop, falling by 3.1% QoQ. By
item, exports of coal, petroleum products, and
cars decreased, as did imports of machinery and
transportation equipment.
By industry, the manufacturing industry’s
contribution to GDP decreased by 0.2% on a QoQ
basis, weighted down by the sluggish production of
cars, machinery, and equipment, while the service
industries’ contribution edged up by 0.5%, led
<Chart 2>
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<Table 2>

In the future, the Korean economy is expected to
show an upward trend, but in consideration of the
anticipated corporate restructuring, sluggish global
trade, and Brexit, uncertainty over its specific growth
course seems high.
Private consumption is predicted to maintain
its recovery momentum 1 in the second quarter of
2016 thanks to continuous wage hikes and the
government’s efforts to stimulate consumption. 2
However, dampened consumer confidence 3 in
response to the pending corporate restructuring may
restrain the recovery of the Korean economy.

Composite Consumer Sentiment Index
Consumer Spending Plan Index

14.1

mainly by the finance, insurance, health, and
social welfare industries. The construction industry’s
GDP contribution grew by 4.8% thanks to a
significant increase in the construction of residential
buildings, and the agricultural, forestry, and fisheries
industries’ contribution increased by 6.5%, driven
mainly by the livestock and fisheries industries.
Meanwhile, the GDP contribution of electricity, gas,
and water supply slid by 1.8% on a QoQ basis due
to the increase in the share of low-efficiency thermal
power generation.

Growth Rates of Economic Activity by Sector1)

(Unit : percent)
		

2015p

2014

2016p

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

I

Agriculture, forestry & fishing

3.6

-1.5

3.7

-11.0

4.7

-2.6

6.5

Manufacturing

3.5

1.3

0.4

0.9

0.4

0.7

-0.2

Electricity, gas & water supply

2.6

6.2

-0.8

0.8

5.5

0.8

-1.8

Construction

0.8

3.0

1.8

-0.1

5.5

0.7

4.8

Services

3.3

2.8

0.7

0.2

1.1

0.7

0.5

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

1 Between April and May, the retail sales index published by Statistics Korea increased by a monthly average of 2.1%, recording a 4.6% increase on a year-onyear basis.
2 On February 3, 2016, the government extended its measure for lowering individual consumption taxes for cars, which had expired at the end of 2015, to the
end of this June.
3 The consumer confidence index entered a decline due to the effects of corporate restructuring in May, focused mainly on the shipbuilding industry, and re
mained at the same level in June as May. In particular, the Ulsan and Gyeongnam regions, which are home to a large share of the shipbuilding industry, saw
their indexes decrease by 8 points and 3 points, respectively, much higher than the nationwide average drop of 2 points.
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<Chart 4>
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Source : Statistics Korea, The Bank of Korea

<Table 3>

Employment-related Indicators

(Units : thousand persons,percent)
		

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Apr.~May.
27,051

<S.A.>
Labor force

26,536

26,913

26,845

26,806

26,946

27,055

27,192

(Participation rate)

62.4

62.6

62.7

62.4

62.5

62.7

62.8

62.4

Unemployment level

937

976

975

1,013

976

937

1,030

1,009

(Unemployment rate)

3.5

3.6

3.6

3.8

3.6

3.5

3.8

3.7

25,599

25,936

25,869

25,793

25,971

26,119

26,162

26,042

(533.0)

(336.9)

(131.5)

(-76.0)

(177.2)

(148.2)

(43.6)

(-115.3)

60.2

60.3

60.4

60.0

60.3

60.5

60.5

60.1

Employment level1)
(Employment rate)
<Non S.A.>
Labor force

26,536

26,913

26,356

27,140

27,166

26,989

26,708

27,341

(Participation rate)

62.4

62.6

61.5

63.2

63.0

62.5

61.7

63.1

Unemployment level

937

976

1,089

1,042

929

845

1,153

1,040

(Unemployment rate)

3.5

3.6

4.1

3.8

3.4

3.1

4.3

3.8

25,599

25,936

25,267

26,098

26,237

26,143

25,554

26,301

(533.0)

(336.9)

(353.9)

(308.1)

(309.8)

(375.9)

(287.2)

(256.5)

60.2

60.3

59.0

60.7

60.9

60.5

59.1

60.7

Employment level2)
(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」

While high inventories are being maintained due
to sluggish exports, leading economic indicators,
such as the Business Survey Index on the outlook
for facility investment in the manufacturing industry,
the index on pressure that companies feel to adjust
facility investment, and machinery orders received,
are declining. By industry, investment in the IT
sector’s growing OLED production will rise, while
semiconductor investment is expected to drop due

to reduced demand for personal computers. Non-IT
sectors, such as steel and machines and equipment,
are expected to experience decreases in investment
as well.
In the future, the growth momentum of
construction investment is expected to slow,
considering the smaller increase in the total area of
buildings under construction since the beginning of
Current Economic and Financial Developments 5

this year. Investment in infrastructure construction
is expected to show considerable fluctuation,
depending on the government’s spending of its SOCrelated budget.

the service industries, the number of employees
decreased by 73,000 centering mainly on the
wholesale/retail industries and personal service
industry which fell by 35,000 and 22,000 each.

Investment in intellectual property is forecasted
to maintain its modest upward momentum. In
addition, investment in other intellectual property
products is anticipated to show a continuous upward
trend, especially in terms of new industries, such
as Fintech and the Internet of Things. In contrast,
R&D investment is expected to show only a modest
increase due to the slow recovery of the global
economy.

By type of worker, the number of wage laborers
fell by 43,000, driven by a decline of 154,000 in
temporary employees while the number of non-wage
laborers increased by 11,000, centering mainly on
the self-employed, which rose by 11,000.
The employment rate (after seasonal adjustment)
stood at 60.5%, which is the same level as in the
previous quarter, and the unemployment rate (after
seasonal adjustment) was 3.8%, having increased by
0.3%p on a QoQ basis.

Employment and Wages
In the first quarter of 2016, the number of
employees (after seasonal adjustment) increased by a
mere 44,000 due to the slow recovery of the Korean
economy, showing a much smaller increase than the
148,000 recorded in the fourth quarter of 2015. On a
year-on-year (YoY) basis, the number of employees
rose by 287,000, which is slightly lower than the
average annual increase over the past 10 years,
which stands at 302,000.

<Chart 6>
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By industry, the number of employees increased
by 22,000 in the agricultural, forestry, and fisheries
industries, by 19,000 in the construction industry,
and by 12,000 in the manufacturing industries. In
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Source : Statistics KoreaEconomically Active Population Survey

In April and May of 2016, the total number of
employees increased by 257,000 on a YoY basis.
In the future, the workforce growth momentum is
expected to be restrained by reduced demand for
new employees due to the implementation of fullscale restructuring and persistently sluggish exports.
In the first quarter of 2016, nominal wages rose by
5.3% on a YoY basis, exceeding the 3.4% increase
in the previous quarter. The wages of regular
employees recorded a 5.3% increase, led mainly by
special bonuses(11.9%), while those of temporary
laborers increased by 2.1%.

<Table 4>

Rates of Increase in Nominal Wages1)

(Unit : percent)
		

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

I

Nominal wages of employees

2.5

3.5

3.1

3.4

3.8

3.4

5.3

Nominal wages of
regular employees

2.4

3.3

2.8

3.1

3.7

3.6

5.3

(Regular payment)

3.2

3.3

3.0

3.1

3.3

3.9

3.9

(Overtime payment)

9.3

7.4

10.1

8.0

6.8

5.0

4.6

(Special payment)

-3.7

1.6

0.0

0.3

4.3

1.5

11.9

0.7

2.7

-0.5

2.9

4.3

3.9

2.1

(Manufacturing)

4.0

3.2

2.1

3.4

3.3

3.8

6.0

(Construction)

3.4

3.8

4.4

4.8

3.3

2.5

4.4

(Wholesale and retail trade)

1.2

2.7

3.2

1.2

2.3

3.6

5.9

(Transportation)

2.7

5.3

6.1

4.9

6.8

3.3

7.2

(Accommodation and food service activities)

0.7

2.2

3.0

4.3

0.5

1.3

2.3

(Information and communications)

-0.8

2.7

3.0

2.8

1.7

3.5

5.2

(Financial and insurance activities)

3.5

4.9

8.0

4.0

5.2

2.0

4.8

(Real estate activities and renting and leasing)

2.3

6.7

6.4

7.9

7.8

4.5

4.7

(Business services)

2.2

4.1

3.1

5.4

4.1

3.7

3.6

(Education)

3.5

3.2

4.0

3.1

4.4

0.9

2.1

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」

Prices
Consumer prices rose by 1.0% year-on-year (YoY)
in the first quarter of 2016 and 0.9% YoY in April
and May of 2016. Inflation remained low mainly due
to the effects of lower oil prices compared with the
same period in 2015.
By product, agricultural and marine product prices
recorded 4.5% YoY increases in the first quarter of
2016 and 3.4% YoY increases in April and May of
2016. This is largely because agricultural product
prices rose sharply, due to cold wave and heavy
snow at the end of January 2016. The prices of
industrial products overall fell slightly, even though
the effect of petroleum price fall was reduced.
This is mainly caused by the dissipative effect of
last year’s increase in cigarette prices. Electricity,
water supply, and gas charges continued to decline
in response to the reduction in city gas charges4 for

<Chart 7>
5
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Consumer Price Index

(yoy, %)
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Inflation Target 2.0%
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3
2
1
0
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Source : Statistics Korea

housing. Service charges rose by 2.4% in the first
quarter of 2016 and 2.2% in April and May of 2016,
backed mainly by rents and personal service charges.
Core inflation measures were slightly below 2%.
Core inflation (excluding agricultural products and

4 The city gas charges for housing were lowered three times—by 8.0% in January, 8.4% in March, and 4.1% in May 2016.
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<Table 5>

Growth Rates of Consumer Price Index1)
(Unit : percent)

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Apr.~May.

1.3

0.7

0.6

0.5

0.7

1.1

1.0

0.9

-2.7

2.0

0.3

2.1

2.9

2.6

4.5

3.4

-10.0

1.2

-2.8

2.1

3.0

3.0

5.6

3.3

1.3

-0.2

-0.4

-0.3

-0.2

0.0

-0.6

-0.7

Oils

-4.3

-19.2

-22.0

-19.1

-18.1

-17.3

-10.3

-11.7

Industrial products excluding oils

2.4

3.3

3.8

3.3

3.1

3.1

0.8

0.9

Electricity, water & gas

3.9

-7.4

-3.7

-8.0

-10.8

-7.1

-8.0

-7.2

Services

1.6

1.8

1.6

1.6

2.0

2.2

2.4

2.2

CPI excluding agricultural products & oils

2.0

2.2

2.3

2.1

2.1

2.4

1.8

1.7

CPI excluding food & energy

1.7

2.4

2.3

2.2

2.5

2.7

1.9

1.9

Consumer price index
Agricultural & marine products
Agricultural products
Industrial products

Notes : 1) Compared with the same period of the previous year.
Source : Statistics Korea「Consumer Price Index」

oils) and core inflation (excluding food and energy)
rose by 1.8% and 1.9% YoY in the first quarter of
2016, recording similar increases in April and May
of 2016.
In the near future, headline inflation is expected to
pick up as the effect of oil price fall is fade away.
Producer prices dropped by 3.3% and 3.0% in the
first quarter of 2016 and April and May of 2016,
respectively, both of which were slightly smaller
than the 4.4% decrease in the fourth quarter of 2015.
These smaller decreases were attributable to the

5
KRW/USD exchange rate1)

weakening decline trend in the prices of industrial
products after the fourth quarter of 2015.
In the first quarter of 2016, export and import
prices (denominated in KRW) showed a much
smaller decrease due to the weaker Korean won
against the US dollar.5 In April and May of 2016,
export prices experienced a larger decrease due to
the stronger Korean won against the US dollar, while
import prices underwent a smaller decline due to
continuous increases in crude oil prices.6

15.4/4

16.1/4

Apr. 2016

May.

1,157.1(-1.0)

1,200.9(3.8)

1,146.7(-3.0)

1,174.6(2.4)

Note: 1) Figures refer to averages during each period. Figures within ( ) refer to growth rate compared to the previous period.
Source: Bank of Korea

6
Crude oil prices1) (based on Dubai oil, US
dollars per barrel)
Note: 1) Figures refer to averages during each period.
Source: Bloomberg
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Jan.2016

Feb.

Mar.

Apr.

May.

27.0

29.5

35.2

39.0

44.0

<Table 6>

Growth Rates of Producer, Export and Import Price Indices1)

(Unit : percent)
		

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

-0.5

-4.0

-3.6

-3.6

-4.4

-4.4

-3.3

-3.0

Agricultural, forestry & marine products

0.7

2.3

-0.2

3.7

4.2

1.7

5.1

3.3

Manufacturing products

-2.1

-6.7

-6.3

-5.9

-7.2

-7.5

-6.0

-5.4

Electric power, gas & water supply

5.3

-7.9

-4.0

-8.9

-10.0

-8.7

-9.5

-8.1

Services

1.5

1.2

1.4

1.3

1.1

1.2

1.3

1.1

Export price index 2)

-6.0

-5.2

-7.8

-3.9

-1.9

-7.1

-1.8

-4.6

Import price index 2)

-7.5

-15.3

-18.1

-15.2

-13.6

-14.2

-6.9

-6.1

Producer price index

Ⅰ Apr.~May.

Notes : 1) Compared with the same period of the previous year.
2) Korean won basis.
Source : Bank of Korea「Producer Price Index」,「Export/Import Price Index」

Real Estate Prices
The growth of housing prices subdued rapidly,
as the implementation of the guideline for loan
screening improvement and public concern on
the increasing supply of apartment units reduced
expectation for housing price increase. The rate of
increase in housing prices nationwide fell down from
1.0% in the fourth quarter of 2015 to 0.2% in the
first quarter of 2016, and further to 0.1% in April and
May of 2016. Movements in housing prices varied
by regions. Housing prices of the Seoul metropolitan
area had showed a relatively large growth rate since
<Table 7>

April mainly driven by apartments in Gangnam
area undergoing renovations. In contrast, the rate
of increase in housing prices of the non-Seoul
metropolitan area continued to decline, because
the number of unsold apartment units increased, as
well as because supply of housings was projected to
increase further.
The growth of Jeonse (deposit-based lease
agreements) prices continued to subdue gradually.
The rate of increase in Jeonse prices nationwide was
0.5% in the first quarter, which fell to 0.2% in April
and May of 2016. Demand for Jeonse continued to
exceed its supply, as residents out of the apartments

Rates of Increase in Real Estate Prices1)

(Unit : percent)
		

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Apr.~May.

2.1

4.4

0.8

1.3

1.3

1.0

0.2

0.1

(Seoul metropolitan area)

1.3

4.4

0.7

1.3

1.4

1.0

0.2

0.2

(Non Seoul metropolitan area)

3.5

6.0

1.2

1.8

1.7

1.1

0.2

0.0

3.8

5.6

1.2

1.6

1.5

1.2

0.5

0.2

(Seoul metropolitan area)

4.6

7.2

1.5

2.1

2.0

1.4

0.7

0.4

(Non Seoul metropolitan area)

3.2

4.6

1.1

1.3

1.2

0.9

0.3

0.1

2.0

2.4

0.5

0.6

0.6

0.7

0.6

0.4

Housing prices

Housing leasehold prices

Land price

Notes : 1) Compared with the last month of the preceding period.
Sources : Ministry of Land, Infrastructure and Transport, Kookmin Bank
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scheduled for renovation in the Seoul metropolitan
area needed alternative houses, the housing price
expectation contracted, and landlords preferred
monthly rents to Jeonse. Meanwhile, soaring Jeonse
prices of apartment units drove Jeonse tenants to opt
for other types of housing, such as villas, or for semiJeonse arrangement with monthly rents. Moreover,
supply of available apartment units increased
in some non-Seoul metropolitan cities. These
contributed to ameliorate the imbalance between
demand and supply of Jeonse-based housing.

<Chart 8>
Buyer Superiority Index and
Seoul Apartment Transaction Volume
(Seoul metropolitan area)
Seoul apartment transaction volume(right)
Buyer Superiority Index(left)
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<Chart 9> Rates of Increase in Housing Leasehold
Prices and Housing Leasehold Demand and Supply
trends Index (Seoul metropolitan area)
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External Transactions
In the first quarter of 2016, exports plummeted by
13.3% YoY, led by continuous declines in export unit
prices.
By region, exports to both advanced and emerging
economies were sluggish. Whereas exports to the
U.S. and Japan maintained their downward trends,
driven mainly by petroleum and steel products,
exports to the EU maintained its growth momentum
thanks to steel products and automotive parts.
Exports to China and Central and South America
declined driven largely by display panels for former
and chemical products and automotive parts for
latter. The sluggish exports to ASEAN-5 countries
were caused by the declining exports of petroleum
products.
By item, exports of IT products, despite the
continuous increase of wireless telecommunication
devices with the launch of new products, plunged
by 10.1% YoY due to declining exports of display
panels and semiconductor products following
decreases in the unit prices. Exports of non-IT
products recorded a 14.4% YoY decrease driven
by continuously low oil price. While exports of
petroleum products remained sluggish, exports of
cars declined mainly to oil-producing countries,
which have been suffering an economic downturn.
In April and May of 2016, exports continued to
decline, recording an -8.7% YoY. Among IT products
exports of wireless communication devices decreased
compared to one year before as effects of new
products was weakening. Exports of semiconductor
products and displays remained sluggish. Turning to
non-IT products the 7.3% decrease was caused by
continuous declines in exports of petroleum products
and cars despite increased exports of ships, such as
offshore power plants.
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Source : Kookmin Bank
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In the first quarter of 2016, imports recorded
a 16.3% YoY decrease. By item, imports of
raw materials continued its downward trend
due to the low prices of raw materials. Imports
of capital goods also remained in decline, led
by a significant decrease in imports of wireless
communication devices despite the recent increase
in computer imports. Meanwhile, imports of

Exports by Destination and Sector1)
(customs clearance basis)
		

<Table 8>

2014

(Units : billion US dollars,%)

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

IV

Ⅰ

Apr.~May.

572.7

526.8

133.4

135.1

128.2

130.0

115.6

80.9

(2.3)

(-8.0)

(-3.0)

(-7.3)

(-9.5)

(-12.0)

(-13.3)

(-8.7)

US

(13.3)

(-0.6)

(13.3)

(-1.0)

(-2.2)

(-10.0)

(-3.3)

(-3.0)

Japan

(-7.2)

(-20.5)

(-22.2)

(-13.1)

(-26.6)

(-20.0)

(-13.1)

(-19.2)

EU

(5.7)

(-6.9)

(-21.2)

(-8.5)

(-3.6)

(7.9)

(8.8)

(-7.1)

China

(-0.4)

(-5.6)

(-1.6)

(-2.7)

(-6.9)

(-10.5)

(-15.7)

(-13.9)

Southeast Asia

(1.2)

(-1.5)

(-8.2)

(6.3)

(5.5)

(-8.7)

(-6.8)

(5.3)

Central & South America

(-1.1)

(-14.6)

(17.9)

(-12.7)

(-23.9)

(-30.9)

(-26.9)

(-25.5)

IT products

136.6

136.3

32.7

33.9

34.6

35.0

29.4

20.0

(4.4)

(-0.3)

(1.2)

(3.0)

(0.3)

(-4.9)

(-10.1)

(-12.6)

436.0

390.5

100.7

101.2

93.6

95.0

86.2

60.9

(1.7)

(-10.4)

(-4.3)

(-10.2)

(-12.7)

(-14.3)

(-14.4)

(-7.3)

534.0

488.0

120.4

126.4

120.7

120.4

107.5

75.6

(2.0)

(-8.6)

(-6.8)

(-6.0)

(-9.2.)

(-12.2)

(-10.8)

(-9.6)

Exports

Non-IT products

Non-Ship

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

Imports by Sector and Use1)
(customs clearance basis)

<Table 9>

(Units : billion US dollars,%)

2014

Imports

Non-Crude Oil

Non-Raw materials & Fuels

Raw materials & Fuels

Capital goods

Consumer goods

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Apr.~May.

525.5

436.5

111.8

110.5

108.0

106.3

93.6

65.0

(1.9)

(-16.9)

(-15.6)

(-15.6)

(-18.7)

(-17.8)

(-16.3)

(-12.0)

430.6

381.4

98.5

94.9

93.6

94.4

85.3

58.2

(3.4)

(-11.4)

(-8.4)

(-11.6)

(-12.3)

(-13.4)

(-13.4)

(-8.2)

214.3

217.5

53.6

53.7

54.7

55.5

50.3

34.9

(5.8)

(1.5)

(7.4)

(0.0)

(1.9)

(-2.6)

(-6.1)

(-1.2)

311.2

219.0

58.1

56.8

53.2

50.8

43.2

30.1

(-0.6)

(-29.6)

(-29.5)

(-26.5)

(-32.7)

(-29.8)

(-25.6)

(-21.9)

149.0

150.8

37.4

37.2

37.7

38.5

34.5

23.6

(3.3)

(1.3)

(7.0)

(-0.9)

(3.7)

(-4.0)

(-7.6)

(-2.9)

65.3

66.7

16.3

16.5

17.0

17.0

15.8

11.3

(12.1)

(2.1)

(8.1)

(2.2)

(-1.8)

(0.5)

(-2.7)

(2.7)

Notes :1) Figures in parentheses refer to rates of increase compared with the same period of the previous year(%).
Source : Korea Customs Service
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<Table 10>

Current Account

(Unit : billion US dollars)
		

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

Ⅰ

Apr.~May.

Current Account

84.4

105.9

22.4

27.9

29.1

26.4

24.1

13.7

Goods

88.9

120.3

24.2

33.7

30.6

31.8

27.9

20.3

Services

-3.7

-15.7

-4.4

-3.1

-3.6

-4.7

-4.2

-2.8

Primary Income

4.2

5.9

3.8

-1.6

2.7

0.9

1.2

-3.2

Secondary Income

-5.0

-4.6

-1.2

-1.1

-0.7

-1.6

-0.9

-0.7

Source : Bank of Korea「Balance of Payments」

<Chart 10>
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consumer goods began declining due to the sliding
imports of durable consumer goods, such as cars and
grains, even though imports of non-durable goods,
such as clothing, increased.
In April and May of 2016, imports of raw materials
remained sluggish due to continuing low oil prices
while imports of capital goods decreased, driven by
machinery. In contrast, imports of consumer goods
recorded an increase, as imported cars remained
resilient thanks to the anticipated end of a temporary
reduction in individual consumption taxes and
adjustment of demand and supply.
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In the first quarter of 2016, the Current Account
recorded a surplus of USD 24.1 billion by steady
surpluses in the goods account and primary income
account. In April and May of 2016, the Current
Account recorded a surplus of USD 13.7 billion,
driven by surpluses in the goods account despite a
significant deficit in the primary income account,
which was caused by seasonal factors.

Financial and Foreign Exchange
Markets Developments
Financial Markets
The interest rate on three-year treasury bonds
increased until mid-April due to rising international
oil prices and public vigilance against the Federal
Reserve Board (FRB)’s anticipated interest rate
hikes, but declined until mid-May as a result of
the relatively dovish outcome of the Federal Open
Market Committee (FOMC) meetings in April
and sluggish domestic economic indicators in the
first quarter of 2016, including GDP and mining
and industrial production. The interest rate rose
temporarily due to a hawkish remark recorded in
the minutes of the FOMC7 meetings and a comment
made by an FRB member, but dropped back down as
it became more likely that the FRB would delay such
interest hikes in the wake of lower-than-expected
employment indicators in the U.S. and more people
anticipated reductions in domestic interest rates. In
June, the rate plunged due to a decrease of 25 basis
points in the benchmark rate on June 9 and people’s
growing preference for safe assets in the wake of
the Brexit referendum, dropping to an all-time low
of 1.24% on June 27. It rebounded slightly due to
reduced anxiety in the financial market following the
UK’s decision to leave the EU, recording 1.25% as
of June 30.
In 2016, the KOSPI has fluctuated in response to
the changes in the international environment. In the
first quarter, the KOSPI maintained its downward
trend due to additional declines in international oil
prices and the malaise spreading throughout the
Chinese and Japanese stock markets. However, the
index began rising due to high international oil prices
and public expectations that the monetary policies
of major countries would be dovish, recording 1,996
as of the end of the first quarter, or a 1.8% increase
compared to the end of the fourth quarter of 2015.
Having maintained its upward momentum
amid favorable international conditions in April,
the KOSPI began declining toward the end of
April due to concern over the global economic

<Chart 11>
4.0

Interest Rates

(%)
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Overnight Call
Treasury Bonds (3-year)
Corporate Bonds(AA-,3-year)1)
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6

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

<Chart 12>
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downturn following the announcement of sluggish
economic indicators by major countries and the
possibility of the FRB raising a policy rate earlier
than expected. From the end of May, the index
rebounded significantly, reaching an annual high
of 2,027 on June 8 as expectations regarding the
FRB’s policy rate hike subsided due to the sluggish
U.S. employment indicators and the improvement
in the performance of domestic companies in the
second quarter of 2016 was anticipated. After midJune, the index began falling due to the spread of
risk-averse sentiment around the world ahead of the
UK’s Brexit referendum, and plunged as the people
of the UK voted in favor of leaving the EU, which
was a surprise to many. As of June 30, however, it

7 The minutes of the FOMC’s meetings in April, which were released on May 18, indicated that most members had expressed the opinion that interest hikes
would be possible in June if employment and prices run their expected courses (i.e., if conditions meet their expectations).
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payable. The amount of commercial papers redeemed
exceeded the amount of commercial papers issued,
which was done as a means of managing debt ratios
at year’s end. The number of shares issued was down
compared to the previous quarter despite largescale initial public offerings by several companies.
Banks’ household loans (including mortgage loans
transferred) showed a more modest upward trend
than in the previous quarter, driven by mortgage
loans in the off-season for housing transactions and
the implementation of a guideline on loan screening
improvement.8

rebounded to 1,970, a 0.5% increase compared to
the end of 2015, due to the anticipation that major
countries would implement market stabilization
measures.
In the first quarter of 2016, corporate lending by
banks recorded a greater increase than in the fourth
quarter of 2015 due to seasonal factors. Loans
to large companies increased slightly due to the
provision of loans that were temporarily repaid as of
the end of 2015, while loans to small- and mediumsized companies showed a greater increase than in
the previous quarter due to the demand for valueadded tax payments. In terms of the financing of
companies via direct financial markets, the amount
of corporate bonds redeemed minus the amount
of corporate bonds issued rose slightly as a result
of some companies’ redemption of bonds due and
<Table 11>

In April and May of 2016, corporate lending by
banks remained at a level similar to that of the first
quarter of 2016. By company size, the amount of
loans extended to large companies increased slightly,
while loans to small- and medium-sized companies

Corporate Funding household lending by banks
(Changes during the period)
(Unit : billion won)

2014

2015

2016

Year

Year

Ⅰ

Ⅱ

Ⅲ

Ⅳ

51,978

48,292

15,814

12,198

16,433

3,848

9,998

10,047

(Large enterprises)

18,465

-4,481

447

-4,313

619

-1,234

611

1,634

(Small and medium enterprises)

33,513

52,773

15,368

16,510

15,814

5,081

9,388

8,413

Net CP issuance

-5,046

-5,390

415

-634

-2,400

-2,771

-539

36

Net bond issuance

1,752

-388

-509

3,685

-541

-3,023

-621

1,018

Equity issuance1)

9,622

7,031

1,374

944

2,276

2,436

1,891

571

38,663

44,266

7,788

-186

14,373

22,292

5,590

11,228

[Including mortgage loans assigned
to KHFC]2)

37,323

78,181

9,667

23,923

21,204

23,386

9,861

11,943

(Mortgage loans)

36,832

36,346

9,694

-2,935

11,619

17,967

5,417

8,560

[Including mortgage loans assigned
to KHFC]2)

35,492

70,260

11,574

21,175

18,450

19,061

9,688

9,274

(Others incl. overdraft accounts)

1,884

7,956

-1,849

2,764

2,754

4,286

126

2,723

Bank loan to enterprises

Bank loan to household

Ⅰ

Apr.~May.

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

8 The guideline on loan screening improvement was implemented in Gyeonggi province in February of 2016 and in other regions in May of 2016. The guideline
details the provision of new mortgage loans on an installment basis without any grace period and the assessment of loan repayment capabilities in consideration of
the possibility of interest rates hikes.
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recorded a smaller increase than in the first quarter
of 2016 due to reduced demand caused by the
sluggish business performance of those companies
and more stringent risk management by banks. As
for corporate financing via direct financial markets,
the number of corporate bonds issued began to
exceed the number of corporate bonds redeemed due
to improvement in bond issuance conditions, such as
lower market interest rates, and increased issuance of
such bonds by companies with good credit ratings.
The number of commercial papers issued exceeded
the number of commercial papers redeemed by a
small margin due to some companies’ demand for
short-term funds and the re-issuance of papers that
had been redeemed temporarily at the quarter’s end.
In addition, financing via the issuance of shares was
down compared to the first quarter of 2016. In April
and May of 2016, household loans by banks surged
compared to the first quarter of 2016. The increase in
mortgage loans was driven by group loans as large
numbers of apartment units became available for
pre-sale, and higher demand for funds caused by an
increase in housing transactions during the moving
season. Overdraft loans showed a greater increase
than in the first quarter of 2016 due to increased
consumption during holidays, such as Children’s
Day, Father’s Day, and a designated temporary
holiday on May 6.

Foreign Exchange Markets
In the first quarter of 2016, the Korean won to US
dollar exchange rate fell. In January and February
of 2016, the rate rose with people’s increased
preference for safe assets as a result of concern over
the global economic downturn and North Korea’s
fourth nuclear test. In March, the rate dropped by a
greater margin than it rose in January and February
of 2016 due to a more dovish decision by the FOMC
than the market had expected, standing at KRW
1,143.5 as of the end of the first quarter of 2016.
In April, the Korean won to US dollar rate declined
slightly in line with reduced risk associated with
the global economic downturn, as indicated by the
rising oil prices, but increased again as it became
more likely that the FRB will normalize its monetary
policies in May. The rate recorded KRW 1,191.7 as
of the end of May.

<Chart 13>
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Money Brokerage Services Limited(SMBS) and won/yuan exchange rate is
based on won-yuan direct trading market closing rate.
Source : Bank of Korea

In the first quarter of 2016, the Korean won to 100
Japanese yen exchange rate increased. In January
and February of 2016, the Japanese yen, which
is considered a safe asset, strengthened against
the Korean won, causing a surge in the exchange
rate. In March, the rate’s rising momentum slowed
following a comment by a high-ranking official of
the Bank of Japan (BOJ) expressing concern over
the strength of the Japanese yen. In April and May
of 2016, the rate increased following the failure of
the BOJ’s monetary easing policies to meet market’s
expectations. As of the end of May, the rate stood at
KRW 1,072.8.
Between January and May of 2016, the Chinese
yuan remained stable despite the malaise in the
Chinese financial market, pushing down the Korean
won to Chinese yuan exchange rate following the
movement of the Korean won to US dollar exchange
rate. As of the end of May, the rate stood at KRW
180.9.
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Level of Competition in the Korean Banking Industry and Its
Influence on Financial Stability
Park, Hyung Geun*, Choi, Jong Ho**
Sound competition among financial institutions reduces monopoly profits, thus increasing
financial consumers’ welfare and contributing to the development of the financial industry.
However, if competition is not accompanied by the innovation and development of new financial
instruments and is focused instead on increasing market share and cutting prices, it may have a
negative influence.
In the Korean banking industry, although the number of banks has declined sharply since the
Asian financial crisis from liquidations and mergers, competition in the lending market has grown
fiercer since the 2000s as banks’ businesses have become concentrated in deposits and loans.
This increased lending competition among banks may have influenced to some extent their
performance and soundness.
In this perspective, this paper assesses the level of competition in the banking industry
from 2000 to 2015, empirically analyzing the impact of competition on banks’ management
soundness. The estimation results using the Panzar-Rosse model showed that the Korean banking
industry appears to be a monopolistically competitive market close to perfect competition. In
addition, a panel data regression model estimating the relation between individual banks’ level of
competition (indicated by the Lerner index) and management soundness shows that both the NPL
ratio and the default probability increase as an individual bank’s level of competition increases.
This reveals that, if the bank lending market becomes more competitive, this may negatively
affect Korean banks’ soundness and profitability, since their main revenue source is lending.
These results have a few implications for the direction of development in the banking industry.
First, competition among banks should depart from loan expansion and interest rate
competition, and spread to various areas of operation that correspond to a new financial
environment. In addition, domestic banks should follow global banks in diversifying their
operations to include corporate financing, financial investment and asset management, thereby
preventing competition among banks from concentrating on lending only.
Meanwhile, banks need to examine whether they are underestimating risks in the course
of their lending competition. Finally, all policy makers and market participants should take an
interest in the impact of competition in the lending market on the entire financial system from a
macroprudential perspective.

Ⅰ. Introduction
Ⅱ. Level of Competition in the Banking Industry
Ⅲ. Impacts of Competition in the Banking Industry on Financial Stability
Ⅳ. 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.

* Deputy Director General, Financial Stability Department (Tel: +82-2-750-6810, e-mail: hyungg@bok.or.kr)
** Senior Economist, Financial Stability Research Team, Financial Stability Department (Tel: +82-2-750-6848, e-mail: jhchoi21@bok.or.kr)
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Ⅰ. Introduction
Sound competition among financial institutions
serves to benefit financial customers and facilitates the
development of the financial industry through reductions
in monopoly profits. However, if such competition
among financial institutions is not accompanied by the
development of new financial products and financial
innovation and focuses only on increasing market share
in certain fields or cutting prices, it may have a negative
impact.
Discussions on the relationship between financial
stability and the level of competition in the banking
industry have focused on the positive and negative
influences of such competition. Those who hold the
‘competition stability view’ argue that competition
promotes stability, based on the idea that the more
competitive the banking industry becomes, the more
banks seek to not only enhance their management
efficiency via innovative management practices, such
as cost reductions, but also achieve synergy effects
by entering new business areas, thus resulting in the
development of the banking industry over the long term.
In contrast, those who hold the ‘competition fragility
view’ see competition as a destabilizing factor and
contend that fiercer competition in the banking industry
leads to reductions in interest margins on deposits and
loans and causes banks to engage in risky business
activities, such as extensions of loans to borrowers with
low credit ratings, in order to compensate for the lower
interest margins. Proponents of the ‘competition fragility
view’ believe that this may result in a reduction in the
management soundness of banks.
In Korea, financial institutions have competed
over market share in the lending market rather than
developing financial products and providing services,
which after a time lag might have had a negative impact
on the management soundness of those institutions.
Even though the number of banks has decreased
dramatically due to liquidations and mergers since
the global financial crisis, their business operations
have become concentrated in deposits and loans, and
their operating environments have deteriorated due
to the prolonged low interest rates around the world
throughout the 2000s, a factor that has likely created
more competition in terms of loan volume and prices
in the industry. Therefore, it is important at this point in

time to assess the impact of competition, in terms of the
extension of loans between banks, on the management
soundness of individual banks.
To this end, this paper will assess the level of
competition in Korean banking industry in terms of
loans from 2000 to 2015 and examine the effects of such
competition on the soundness of banks.
In Chapter II, we will assess the level of competition
in the banking industry, using indices for market
concentration (Herfindahl-Hirschman Index (HHI) and
Concentration Ratio(CR)) and the H-statistic of the
Panzar-Rosse model. In Chapter III, we will assess the
level of competition of an individual bank using the
Lerner index and use a regression model to examine
the effects of such competition on the management
soundness of the bank. Finally, in Chapter IV, we will
suggest based on our analysis policy measures that aim
to enhance the efficiency and stability of the banking
industry.

II. Level of Competition in the Banking
Industry
1. Evaluation Based on Market Concentration
The level of competition in the banking industry
can be measured from a structural perspective based
on the market concentration of banks. If there are
a small number of banks in the banking industry,
those banks may exercise market power by means
of explicit or implicit collusion, which will likely
lead to a reduction in the level of competition.
Even if there were a small number of large banks
and many small banks, the large banks would still
exercise market power. As large banks are capable of
providing a wider variety of additional services and
are less prone to insolvency than small banks, they
have more advantages in terms of market power.
Market concentration in the banking industry can
be indicated by CRn, referring to the sum of market
shares of the top nth largest banks, or the HerfindahlHirschman index (HHI), which squares the market
share of each bank competing in a market and sums
the results. According to the structure-behaviorperformance hypothesis suggested in Mason (1939),
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the higher the market concentration in a certain
industry, the easier it is for a small number of
companies to set high prices and reduce production
volumes, thus enabling such companies to maximize
their profits while reducing benefits for their
customers. What makes this possible is that a small
number of producers can transform a competitive
industry into a non-competitive one through implicit
or explicit price collusion.
As shown in Table 1, before the Asian financial
crisis, the Korean government had significantly
relaxed the barriers to entry of the Korean banking
industry so as to grant banks more autonomy in terms
of business management and facilitate competition
among them in the financial services sector, resulting
in a much lower market concentration. The number
of commercial banks increased from 15 in 1980 to
26 in 1997. However, the number dropped to 13 at
the end of 2008, as six banks were liquidated and
small banks merged or were incorporated as holding
companies, resulting in the birth of large banks.1
Looking at the market concentration index in the
banking industry, we see that the HHI,2 based on the
total number of loans by banks, was 722 in 1995 and
was still below 1,000 by the end of 2000, when the
restructuring of the banking industry was under way
(Chart 1). The index until the end of 2000 shows
that the bank lending market had a relatively lower
market concentration.
<Table 1>

However, the HHI based on total loans surged to
1,455 in 2001, when the restructuring of the banking
industry was nearly finalized, and has remained in
the range of 1,300 to 1,600, indicating relatively high
concentration.3 And the HHI based on household
loans in particular, due to the mergers of large banks
in 1998 and 2000, rose to 2,361 as shown in Chart
1, and has also remained high. Meanwhile, as Chart
2 shows, the CR5 based on total loans was 71.2 in
2001, but sharply increased in 2006, and is currently
exceeding 80. In particular, the CR5 was the highest
in terms of household loans.4
<Chart 1>
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Trend in the Number of Commercial Banks in Korea
1980

1990

1995

1997

1998

2000

2005

2008

15

21

25

26

21

17

14

13

Commercial Banks
Nationwide banks
Regional banks

5
10

11
10

15
10

1)

3)

16

13

11

8

7

10

2)

4)

6

6

8

6

Notes: 1) Daedong Bank, Dongnam Bank, and Donghwa Bank merged with Kookmin Bank, Housing & Commercial Bank, and Shinhan Bank, respectively.
2) Gyeonggi Bank and Chungcheong Bank merged with Hanmi Bank and Hana Bank, respectively.
3) Boram Bank merged with Hana Bank, and Sangup Bank and Hanil Bank merged into Hanbit Bank.
4) Gangwon Bank and Chungbuk Bank merged with Joheung Bank.

1 For details, refer to the “Trend in the Number of Commercial Banks” in Appendix 1.
2 The HHI is calculated by summing the squared market share of each bank. According to the Merger Guideline published by the U.S. Department of Justice in
2010, an HHI less than 1,000 indicates a market with low concentration, an HHI equal to or higher than 1,800 indicates a market with a high degree of concentration, and an HHI between 1,000 and 1,800 indicates a market with modest concentration.
3 HHIs based on total assets and total deposits of banks showed similar levels to the HHI based on total loans.
4 According to the World Bank’s Global Financial Development Report 2013, from 2000 to 2010, advanced economies and emerging economies recorded CR5s
of 70% and 85%, respectively.

18 QUARTERLY BULLETIN / June 2016

ϵ : error term, with average being 0 and distribution
being σ2

2. Evaluation Based on the Panzar-Rosse
Model
The market concentration indexes examined in the
previous section might not be suitable for assessing a
market where certain banks have high market shares
but their operations may virtually be competitive. For
example, in a contestable market,5 which individual
banks may enter and exit freely, banks conduct
their operations while maintaining an awareness of
potential rivals, regardless of the degree of market
share, and thus may take competitive actions. The
Panzar-Rosse model (1987, P-R model) is the model
most frequently used to assess a market that can be
competitive regardless of the market shares of banks.
This model assesses the level of competition based
on the decision-making of and behaviors taken by
market participants to maximize their profits.
According to the P-R model, the level of competition
can be measured by determining what amount of
the input prices of a company can be reflected in its
gross revenue by transferring some of its input prices
to customers. For example, if a market is perfectly
competitive, any changes in such input prices are
reflected in changes in gross revenue.
In this model, the level of competition is measured
by summing the estimated coefficients (β1+β2+β3),
i.e., elasticity of input prices, such as unit labor cost,
unit capital cost, and unit funding cost, which are
explanatory variables of a bank’s revenue function,
as shown in Equation 1 below. The sum of these
coefficients is called the H-statistic.

Σ

3

H=Σ(∂Rit/∂ωκ,it)(ωκ,it/Rit)
k=1

i : cross section (banks), t : time-series (quarter)

An H-statistic close to 1 indicates that a market is
perfectly competitive, and thus the level of competition
among banks is high, while a value between -∞ and 0
indicates that a market is monopolistic and has a low
level of competition. Finally, a value between 0 and 1
indicates that a market is monopolistically competitive
or oligopolistic.6
Meanwhile, according to Panzar and Rosse (1987),
<Table 2>

H-statistic

Competition Type

H≤0

Monopoly or cartel

0<H<1

Monopolistic competition

H=1

Perfect competition

H>1

Strategic oligopoly

in order for the assessment of the level of competition
based on the H-statistic to be valid, the market needs
to be in a state of long-run equilibrium. To verify
this, the Wald test is needed to test the hypothesis
(H0: H=0) that the ROA, a dependent variable, has no
statistically significant relationship with the sum of
the estimated coefficients of the input prices, which
are explanatory variables (Nathan and Neave, 1987).7
3

Σ
k=1

(2) ln(ROAit) = α+β1ln(ω1,it)+ β2ln(ω2,it)+ β3ln(ω3,it)+γκ Zκ+ϵit

(1) ln(Rit) = α+β1ln(ω1,it)+ β2ln(ω2,it)+ β3ln(ω3,it)+γκ Zκ+ϵit
R : bank revenue
ω2 : unit capital cost
Z : control variables

Interpretation of the H-Statistic

ω1 : unit labor cost
ω3 : unit funding cost

<Wald test>

H0 : H(= β1+ β2+ β3) = 0
Ha : H ≠ 0

5 Baumol et al. (1982)
6 In a monopolistic market where a company has market power, the demand curve goes down and to the right, meaning that if production costs increase, prices go up and production volume decreases. In such a case, a reduction in the company’s revenue caused by a reduction in its production volume is equal to or higher than an increase in its revenue due
to an increase in product prices, resulting in the monopolistic company’s profits being smaller than its previous profits or equal to zero. In other words, the total revenue elasticity of
production costs is negative. In contrast, in a perfectly competitive market, companies are price-takers with profits equal to zero. Therefore, if production costs go up, revenue goes
up accordingly. In other words, the total revenue elasticity of production costs has a value of 1.
7 One of the major assumptions of the P-R model is that the industry for which an H-statistic is being estimated is in a state of long-run equilibrium. In the banking industry, this assumption means that the ROA of individual banks is not statistically correlated with input prices (H(= β1+ β2+ β3)=0). In other words, if an increase in input prices does not cause a
decline in net income, the ROA is unaffected, remaining in a steady state. In contrast, in a market that is not in a state of long-term equilibrium, an increase in input prices is expected to cause a decrease in net income (H<0).
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In Equation 1, in order to calculate the H-statistic
of individual banks, we used interest income as a
dependent variable. As for explanatory variables,
input prices such as unit labor cost, unit capital cost,
and unit funding cost and control variables such as
total loans, share of non-interest income, ratio of
non-performing loans, and the BIS capital adequacy
ratio were used (refer to Table 3). The data used
was extracted from bank account data from the
first quarter of 2000 to the second quarter of 2015
as reported by commercial banks to the Financial
Supervisory Service.
<Table 3>
Variable

List of Variables
Description

Details

R

Interest income

Interest income on loans and securities

ω1

Unit labor input

Labor costs / number of employees

ω2

Unit capital cost

(Depreciation + rental costs) /
fixed assets

ω3

Unit funding cost

Interest expense /
(total deposits + borrowings)

loan

Total loans

Reflecting exposure by bank

NINT

Share of non-interest income

Non-interest income / total revenue

NPL

Ratio of non-performing
loans

Non-performing loans / loans subject
to calculation of non-performing loans

BIS

BIS capital adequacy ratio

Dummy

Time dummy

Capital based on criteria of BIS /
risk-weighted assets
“1” for a given quarter and “0” for all
other quarters

competition (H-statistic=1). As there aren’t many
differences in Korea between banks’ deposit and
loan products, which differ only in terms of quality
and marketing, banks are viewed to a certain extent
as price-takers. However, some banks have slight
market power with respect to special deposit and
loan products and other financial products that they
have developed.
According to the results of the Wald test based on
Equation 2, the null hypothesis (H0:H=0) that the
sum of the elasticity of the return on assets (ROA)
is zero was not rejected, showing that commercial
banks in Korea are in equilibrium.8 Accordingly, we
can determine that the H-statistic estimated above is
valid. In addition, we conducted the Wald test on the
null hypotheses that the banking industry is perfectly
competitive (H0:H=1) and monopolistic (H0:H=0).
Both hypotheses were rejected, with a significance
level of 1%, indicating that Korean banking industry
is neither perfectly competitive nor monopolistic
<Table 4>

Results of H-statistic Estimation

Rit (dependent variable: interest income)

Model 1
(two-way FEM)

Model 2
(two-way REM)

c

Constant

4.805***
(14.34)

1.839***
(6.61)

ω1

Unit labor price

0.079***
(4.82)

0.104***
(5.78)

ω2

Unit capital price

0.034***
(3.25)

0.056***
(4.99)

ω3

Unit funding cost

0.580***
(19.31)

0.466***
(14.56)

loan

Total loans

0.626***
(38.78)

0.784***
(64.94)

NINT

Share of
non-interest income

-0.026***
(-3.71)

-0.005
(-0.62)

NPL

Ratio of
non-performing loans

-0.446**
(-2.17)

-0.644***
(-2.82)

BIS

BIS capital adequacy
ratio

0.003
(1.53)

-0.001
(-0.55)

Note: Variables other than the NPL ratio and BIS capital adequacy ratios are natural
log values.

Based on the result of the Hausman test, a fixed
effects model was used to estimate the revenue
function of commercial banks.
The result of estimating the revenue function
shows that the coefficients of input prices, such as
unit labor cost, unit capital cost, and unit funding
cost, appeared to be statistically significant at the
1% level, and the signs of the coefficients of control
variables, such as total loans, share of non-interest
income, ratio of non-performing loans, and the BIS
capital adequacy ratio, were the same as expected
and statistically significant.
The H-statistic based on the revenue function was
0.69, which is relatively high. According to Table
2, Korean bank lending market faces oligopolistic
or monopolistic competition that is close to perfect

H-statistic1)
Wald test

H-statistic

0.693

0.626

H=0

A monopolistic
banking industry

509.17
(0.00)

345.31
(0.00)

H=1

A perfectly competitive
banking industry

100.28
(0.00)

123.04
(0.00)

Notes: 1) Sum of estimated coefficients of unit labor cost, unit capital cost, and unit
funding cost (= β1 + β2 + β3).
2) All variables other than the NPL ratio and BIS ratio are natural log values.
3) Result of estimation of time (quarter) dummy variable is omitted.
4) Figures within ( ) are t-values (or p-value, in the case of the Wald test).
5) ***, **, * refer to statistical significance levels of 1%, 5%, and 10%,
respectively.

8 For details, refer to Appendix 2, “Result of Wald Test on whether Korean Banking Industry is in a State of Long-run Equilibrium.”
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In this paper, we estimated the H-statistics of
Korean banks and, based on those values, concluded
that Korean banking industry has been in a state
of oligopolistic or monopolistic competition close
to perfect competition since 2000. This is similar
to the results of other studies conducted thus far.9
Using the Panzar and Rosse model, Ja-Bong Kim
(2008) estimated the level of competition in the
banking industry from 1999 to 2007 to be 0.75,
and thus concluded that the banking industry was
in monopolistic competition. Based on the same
model, Byeong-Cheol Cheon (2008) indicated that
Korean banking industry might face strategically
oligopolistic competition and further showed
that, by estimating the Boone index,10 the level of
competition in the domestic banking industry had
decreased since 2003. But the author also concluded
that the intensification of the collective behavior
of banks in the lending market had resulted in
competition among banks over market share. Other
studies, such as those conducted by Sang-Gyu Lee
and Jong-Geon Lee (2004), Ho-Sang Choi (2007),
and Dong-Jin Shin (2007) showed that Korean
banking industry was in monopolistic competition.
While it is hard to find domestic studies on the level
of competition in the banking industry from 2007
to the present day, the reductions in interest margins
and intensification of competition among banks in
the lending market suggest the possibility of a higher
level of competition in the industry, which might be
reflected in the relatively high H-statistic calculated
in this paper.

Ⅲ . Impacts of Competition in the

Banking Industry on Financial
Stability
In this chapter, we will conduct an empirical
analysis of the relationship between the level
of competition in the banking industry and the
soundness of banks. In Section 1, we will give

an overview of related discussions and existing
studies. In Section 2, we will measure the level
of competition of individual banks during a given
period using the Lerner index. Finally, in Section
3, we will use a regression model to estimate the
relationship between the level of competition
indicated by the Lerner index and the soundness of
individual banks and analyze the results.
1. Related Discussions
There are two different views on the relationship
between the level of competition among banks and
the management soundness of banks or, in a broader
sense, their financial stability.
First of all, according to the competition-fragility
view, more intense competition in the banking
industry aggravates the profitability and financial
soundness of banks, having a negative impact on
the industry overall. With all other conditions being
equal, a greater number of banks in the banking
industry lead to more intense competition in their
operations and reduce the interest margins on
deposits and loans, which are the major areas in
which banks operate, thus reducing their profitability.
In response, banks seek means of compensating for
their decreasing profits and may engage in risky
activities, such

as extending high-interest loans to
borrowers with low credit ratings, thus leading to a
reduction in their soundness.
In contrast, supporters of the competition-stability
view argue that competition among banks increases
their management efficiency and enhances their
capacity to adapt to changes in domestic and foreign
environments, thereby increasing the stability of
the banking industry. According to this view, the
higher the level of competition among banks, the
more likely banks are to make efforts to not only
cut costs through management innovation but also
achieve synergy effects by developing new products
or entering new business areas. By doing so, banks
reduce income volatility and become better able to

9 We estimated the H-statistics by period and conducted a rolling regression in order to look at the H-statistic trend since 2000. We found that the H-statistic
figures did not vary by period.
10 The Boone index is a method for measuring the level of competition based on the sensitivity of each bank’s market share to marginal cost.
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withstand external shocks. In contrast, a lower level
of competition in the banking industry may lead
to lax management among banks and deteriorate
management soundness, because when banks
are given more market power, they may charge
borrowers higher interest rates, causing borrowers to
make more risky investments.11 In addition, if there
are only a few large banks in a banking industry with
high concentration, they may be deemed ‘too big to
fail,’ leading to reliance on the public safety net.12
Determining which view better corresponds with
the situation faced by the banking industry depends
on the country’s particular financial and economic
circumstances and financial arrangements.
2. Existing Studies
Existing studies that examine the relationship
between the level of competition in the banking
industry and its financial stability empirically
corroborate the impact that increased competition
has had on the soundness of banks.
Keeley (1990) indicated that the increased
competition among banks in the U.S. in the 1980s
reduced the monopoly and oligopolistic rents that the
banks enjoyed and caused some to become insolvent.
The authors concluded that intense competition
among large banks had reduced interest margins,
leading them to make riskier investments in order to
secure profits and thus resulted in financial stress or
insolvency.
Hellmann, Murdock, and Stiglitz (2000) argued
that upon the liberalization of interest rates, the
American Savings and Loan Association and
Japanese commercial banks made risky investments
to offset their deteriorating profits while competing

to attract more deposits, leading to their eventual
insolvency.
Jimenez, Lopez, and Saurina (2010) said that
the increased competition among banks in Spain
prompted banks to establish a more risky loan
asset portfolio. According to the study, the level
of concentration in the banking industry had
no statistically significant relationship with the
soundness indexes of banks, but the level of
competition measured by the Lerner index appeared
to be inversely related to the soundness indexes.
Liu et al. (2012) showed that the higher the level
of concentration in the banking industry, the better
the soundness of banks. Also, the higher the level of
competition measured by the H-statistic, the worse
the soundness of the banking industry measured by
the Z-index.13
Xiaoqing et al. (2014) examined how financial
s t a b i l i t y w a s a ff e c t e d b y c o m p e t i t i o n a n d
concentration among banks, as well as by banking
regulations, in 14 Asian countries from 2003 to 2009
based on the Z-index and other indicators. According
to the study, as intensifying competition leads banks
to provide services at lower prices, the banks are
more likely to experience financial stress or become
insolvent. The result of a regression model showed
that the greater the competition measured by the
Lerner index was, the greater the likelihood would
be of banks becoming financially distressed or
insolvent.
While numerous studies suggest that competition
among banks has an impact on financial instability,
some studies indicate the opposite. Tabak, Fazio, and
Cajueiro (2012) examined the relationship between
the level of competition among banks and financial
stability in 10 countries in South and Central

11 The higher the interest rates that banks charge, the more likely it is for moral hazard and adverse selection to occur (Stiglitz and Weiss, 1981).
12 On the surface, the two views on the relationship between the level of competition in the banking industry and the management soundness of banks seem to
be contradictory, but in reality, they are not. Excessive competition among banks may lead to reductions in profits and management soundness, but a moderate level of competition may facilitate entry into new markets and financial innovation, thus leading to an enhancement of the competitiveness and soundness
of the banking industry from a long-term perspective—a phenomenon that can only be explained by a combination of both views. Determining which view is,
in reality, better able to explain the relationship between the level of competition in the banking industry and the financial stability of the industry depends on
the given circumstances and conditions.
13 The study implies that the level of competition in the banking industry and its structural concentration are not indexes of the same nature in terms of competition. Regarding this, Berger et al. (2004) and Beck (2008) pointed out that the level of concentration in the banking industry cannot serve as an appropriate
index for the competition among banks, arguing that the concentration of the banking industry has an impact on the soundness of banks and the stability of
the banking industry for reasons beyond competition.
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America. They showed that both high and low levels
of competition in a country are related to financial
stability. Boyd, Nicolo, and Jalal (2006) suggested
that an increase in the concentration of banks,
namely the resulting increase in market power, led
to a higher percentage of banks becoming financially
distressed or insolvent. However, the study was
limited by its use of the concentration index as the
competition index. Meanwhile, Berger, Klapper,
and Turk-Ariss (2008) showed that large banks with
market dominance had higher risk loan portfolios
but lower total risk exposure, leading them to
conclude that the relationship between competition
and financial stability in the banking industry was
unclear.
In fact, as Carletti (2010) pointed out, whether
competition among banks in the financial system of
each country increases the risk of banks becoming
financially stressed or insolvent or enhances the
management soundness of banks depends on
various factors specific to each country, including its
financial systems, institutional arrangements (such as
supervisory frameworks), and the degree of creative
innovation in the financial sector.

decrease at rates higher than those of banks in advanced
economies such as the U.S.

<Chart 3>
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As Chart 3 shows, before the global financial crisis,
competition among banks in the deposit and lending
market led banks to borrow heavily from the funds
market and extend more loans. Since then, banks have
increased their assets based on the logic that increasing
their size will make them more competitive.14 The
continued low interest rates around the world have led
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interest margins. As Chart 4 shows, in the 2000s, the
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(%)

40
40
30
30
20
20
10
10
00

'00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 '13 '14 '15.9

-10
-10
-20
-20

Wholesale funding
KRW-denominated loans

-30
-30
-40
-40

Note: Year-on-year
Source: Business reports of financial institutions

<Chart 4> Trends of Net Interest Margins in Korea
and the U.S.
4.0
4.0

(%)

3.5
3.5
3.0
3.0
2.5
2.5
2.0
2.0
1.5
1.5
1.0
1.0

3. The Trends of Competition and
Management Soundness of the Banking
Industry

Rates of Increase in Wholesale Funding
and KRW-denominated Loans

0.5
0.5
0.0
0.0

Korea

U.S.

'03
‘03 '04
‘04 '05
‘05 '06
‘06 '07
‘07 '08
‘08 '09
‘09 '10
‘10 ‘'11
11 '12
‘12 ‘'13
13 ‘'14
14 ‘'15.9
15.9

Source: Financial Supervisory Service, Federal Reserve Bank of St. Louis

The competition among banks to increase their assets
is believed to have had a negative impact, both directly
and indirectly, on the profitability and soundness of
domestic banks through various channels. From 2000
to 2007, domestic banks significantly increased their
borrowings by issuing certificates of deposit (CD)
and bank bonds, which had a negative influence on
the profitability of those banks due to the fact that the
funding costs resulting from those borrowings were
higher than those of their deposits. As Table 5 shows,
during the period from 2005 to 2008, when the total
assets of banks increased dramatically, the interest
margins of deposits and loans and the return on total

14 For more details on competition among banks leading to banks’ borrowing from the funds market and extending more loans, see Byeong-Ho Seo (2008) and
Byeong-Yoon Lee (2011).
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<Table 5>

Trends of Managerial Indexes of Commercial Banks
2005

2006

2007

2008

2009

2010

Rate of increase in total assets

7.8

12.8

10.5

22.0

-4.4

1.3

ROA

1.23

1.05

1.08

0.55

0.41

0.53

Interest margin
of loans and deposits

3.94

3.61

3.42

3.12

2.65

2.99

Ratio of non-performing loans

1.28

0.90

0.73

1.16

1.17

1.85

Source: Financial Statistics Information System operated by the Financial Supervisory Service

assets continued to decrease. In addition, during the same
period, rapid increases in household loans and loans to
small- and medium-sized companies resulted in higher
default rates and a continuous increase in the ratio of
non-performing loans from 2006 to 2010.
Meanwhile, as Table 6 shows, before and after
2005, when loan assets increased drastically, the
lagged correlation between the net interest margins of
banks and their ROE was positive, while the lagged
correlation between the net interest margins and nonperforming loans was negative. This result implies that
the intensifying competition among banks had a negative
impact on the profitability and financial soundness of
banks after a time lag.
Specifically, during this period, banks boosted their
lending activity by hiring a large number of loan
recruiters, leading to surges in loans initiated by such
recruiters.15
After the global financial crisis, banks’ lending

<Table 6>

operations were temporarily curbed by the government’s
introduction of the loan to deposit ratio regulation and
the implementation of regulatory measures on housing
loans such as the LTV and DTI ratio. But following
the relaxation of the regulatory measures in 2014,
banks in 2015 increased their lending operations in not
only mortgage-backed loans but also corporate loans,
distribution rights-secured loans, and credit loans.
The reason lending competition in the Korean banking
industry has become so fierce since 2000 is that most
domestic banks focused their operations on deposits
and loans. As a result, banks were more motivated to
increase their loans beyond levels they were capable of
managing.16
In summary, the increased competition in the Korean
banking industry in the 2000s may have had a negative
impact on the soundness of loan assets, which needs
to be examined via an empirical analysis based on a
quantitative model.

Lagged Correlation Coefficients between Net Interest Margins and Managerial Indexes1)
(2005~2014)

Net interest margins (t-n) vs. ROE (t)
Net interest margins (t-n) vs.
ratio of non-performing loans (t)

t-5

t-4

t-3

t-2

t-1

t

-0.0824

0.0758

0.2382

0.4747

0.6144

0.8419

-0.1366

-0.3461

-0.5506

-0.6808

-0.5841

-0.4969

Note: 1) Based on quarterly data of commercial banks from 2000 to 2014
Source: Financial Statistics Information System and FAIRS, operated by the FSS

15 The number of loan recruiters of commercial banks increased significantly from approximately 10,000 in 2005 to 119,000 in 2008, and the loan amount per
recruiter decreased dramatically from KRW 28,740,000 in 2005 to KRW 4,050,000 in 2008.
16 According to Acharya and Yorulmazer (2007), banks are likely to engage in more risky business activities when they all conduct operations of the same nature.
The reason for this is that when most banks become financially stressed or insolvent as a result of the same business activities, supervisory authorities find it
difficult to expel them from the market.
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4. Empirical Analysis of the Relationship
between the Level of Competition in the
Banking Industry and the Management
Soundness of Banks
In this section, we will use a regression model
to conduct a detailed analysis of the relationship
between the level of competition in the banking
industry and the management soundness of banks,
which has already been examined briefly.

3

Σ
k= 1

(3) lnCostit = β0+β1lnQit+ β2/2·lnQit2+ γκlnωκ,it
3

k= 1

MCit =

<Table 7>
Variable

(1) Measurement of the Level of Competition
among Individual Banks (Lerner Index)
To analyze the relationship between the level
of competition in the banking industry and the
management soundness of banks, we calculated
the Lerner index, which is a measure of market
power, using the cost function of banks as shown in
Berger et al. (2008). The Lerner index is defined as
marginal cost subtracted from the price (mark up or
price margin) divided by the price set by a bank with
market power. This index is a proxy that measures
profits arising from the exercise of market power by a
bank and can be measured at a particular point in time
for an individual bank. The higher the Lerner index,
the more market power17 a bank has to set prices that
are higher than marginal costs, meaning that the level
of competition is low.
To calculate the Lerner index, the transcendental
logarithmic cost function was estimated and margin
cost was calculated, as shown in Equation 3 below.18
Operational costs were set as a dependent variable,
and unit input costs, such as unit labor cost, unit capital
cost, and unit funding cost, were used as explanatory
variables. In addition, interaction terms between unit
input prices, between unit input prices and revenueearning assets, and revenue-earning assets were
included as the control variables.

3

3

+Σ ϕκlnQitlnωκ,it+Σ Σδκlnωκ,itlnωκ,it+ϵit
k= 1 i = 1

3
Costit
(β1+β2·lnQit+ ϕκlnωκ,it)
Qit
k= 1

Σ

List of Variables Used to Estimate
the Lerner Index
Description

OC

Operating cost

w1

Unit labor cost

w2

Unit capital cost

w3

Unit funding cost

w1*w1,
w1*w2,
w1*w3,
w2*w2,
w2*w3,
w3*w3

Interaction term between
unit input prices

w1*Q,
w2*Q,
w3*Q

Interaction term between
unit input prices and
revenue-earning assets

Q

Revenue-earning
assets

Q*Q

Square of revenueearning assets

Details
Sum of input prices
Labor costs/number of
employees
(Depreciation + rents)
/ fixed assets
Interest expense/
(total deposits +
borrowings)

Household loans +
corporate loans +
balance of securities

Note: Natural log values were used for all variables except for the constant terms.

The Lerner index of an individual bank was
calculated based on Equation 4 below. In accordance
with existing studies, including Xiaoqing et al. (2014),
P, the price set by a bank, was calculated by dividing
the sum of the interest income and non-interest
income of a bank by its assets. Next, the cost function
of commercial banks in Korea was estimated, and the
coefficients of unit labor cost, unit capital cost, unit
input cost, and marginal cost were obtained.
(4) Lernerit = (Pit‒ MCit)/Pit

17 The Lerner index can be interpreted as the extent of price elasticity faced by a company. If marginal revenue is inserted into the equation, the equation can be
reformulated as follows: (P-MC)/P=-(1/Ed). This equation shows that the smaller the price elasticity of demand, the less sensitive customers become to price
changes, which in turn makes it easier for a company to raise prices and increase profits. When this happens, the Lerner index increases.
18 Some restraints (for example: γ1+γ2+γ3 = 1, δ1+δ2+δ3 = 0) were placed on the estimated coefficients in order to achieve the homogeneity of the degree of
input prices or input costs.
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<Table 8>

Result of Estimation of a Model for the Calculation of the Lerner Index
Estimated
coefficients

OC (Dependent variable: operation costs)
c

Constant term

w1

Unit labor price

w2
w3
w1*w1

Square of unit labor cost

w1*w2

Interaction term between unit labor price and unit capital price

w1*w3

t-value

13.661

6.447***

0.922

2.070**

Unit capital price

-1.061

-2.969***

Unit funding price

2.797

5.742***

-0.330

-1.738*

0.232

0.642

Interaction term between unit labor price and unit funding cost

-3.036

-3.074***

w2*w2

Square of unit capital cost

-0.003

-0.906

w2*w3

Interaction term between unit capital cost and unit funding cost

-4.631

-3.678***

w3*w3

Square of unit funding cost

-0.024

-2.392***

w1*Q

Interaction term between unit labor cost and revenue-earning assets

-0.025

-1.384

w2*Q

Interaction term between unit capital cost and revenue-earning assets

-0.003

-0.226

w3*Q

Interaction term between unit funding cost and revenue-earning assets

-0.041

-2.252**

1.108

3.280***

-0.033

-1.376

Q

Size of revenue-earning assets

Q*Q

Square of revenue-earning assets

Notes: 1) ***, **, * refer to statistical significance levels of 1%, 5%, and 10%, respectively.
2) Natural log values were used for all variables.

(2) Regression Analysis of the Relationship
between the Level of Competition and the
Management Soundness of Banks
In this section, we established a panel regression
model in which the soundness of an individual bank
is determined by the level of competition faced by the
bank, the financial characteristics of the bank, and the
macroeconomic environment, as shown in Equation
5 below. This model is based on a model established
by Berger et al. (2008) that analyzed the relationship
between the level of competition in the banking
industry and financial stability.
(5) ln BANKRISKt = α+β0·ln(BANKRISKi,t-1)
+β1·COMPETITIONit
+ β2·COMPETITIONit2

Σk MACRO VARIABLES
+υ ·Σ BANK SPECIFIC VARIABLES
j
+γκ

κ

j

+ϵit

i: cross section (bank),

t: time series (quarter)

j,it

For the dependent variables, the ratio of nonperforming loans and the Z-index were used as
proxies for the bank’s risk.19 In addition, while the
ROA is not a proxy for a bank’s risk, we conducted
an additional estimation using it as a dependent
variable.
For the explanatory variables, the first was the
Lerner index—the index on the level of competition
faced by a bank at a given point in time. The
coefficient of this variable measures the extent to
which the soundness of an individual bank changes
in proportion to changes in the level of competition,
which is measured by the price-determining
behavior of the bank.20 Next, real GDP growth rates
and interest rates on corporate bonds were used to
incorporate the macroeconomic environment.
Lastly, the size of loans (loans of an individual
bank / total loans of the banks subject to analysis),
total loans / total assets of an individual bank, and
household loans / total assets of an individual bank
were used as variables to indicate the management

19 According to Boyd and Graham (1986), the Z-index is defined as the ROA plus the ratio of capital divided by the standard deviation of the ROA. The more
volatile a bank’s revenue (denominator), the lower the Z-index will be. Also, the higher the ratio of a bank’s capital (numerator), the higher the Z-index will be.
20 As the level of competition faced by a bank may have an impact on its management soundness through various channels, the relationship between the two is
not non-linear. Thus, the squared term of the Lerner index was included in this paper, as in previous studies.
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<Table 9>

List of Variables

Variable Name

Explanation

Details
Loan portfolio risk
Risk of bank’s insolvency
Profitability

Dependent variable

Bank risk

Model (1): Ratio of non-performing loans
Model (2): Z-index
Model (3): ROA

Explanatory variable

COMPETITION

Lerner index

COMPETITION2

Square of Lerner index

Reflecting non-linear relationship

GDPG

GDP growth rate compared to the previous quarter

Real and seasonal adjustment

CB3

Return on corporate bonds (three-year)

Quarterly increase/decrease

LOAN
SHARE

Total loans of an individual bank /
total loans in the banking industry

TL/TA

Total loans / total assets

HL/TA

Household loans / total assets

status of the individual bank. The reason for including
the last variable among the explanatory variables
was to determine the impact of an increase in the
proportion of household loans on a bank’s risk. In
addition, the interaction term between the ratio of
household loans to total assets and the Lerner index
was added to determine whether there is a much
higher correlation between the level of competition
faced by a bank with a higher proportion of household
loans and its risk.
All variables are panel data that are composed of N
cross-section data and T time-series data. The cross-

<Table 10>

section data cover 13 domestic banks, and the timeseries data cover the period from the first quarter of
2000 to the second quarter of 2015. As the lagged
variables of the dependent variables are included as
explanatory variables in this model, there may be
some inconsistency when an OLS, a fixed-effects
model, or random-effects model is used. To counter
this, we used the Generalized Method of Moments
suggested by Arellano and Bover (1995), which
resolves this issue by using lagged variables of
endogenous variables as instrumental variables.21

Major Statistics of Variables

Variables used

Dependent
variables

Explanatory
variables

Standard

Mean

Median

Ratio of non-performing loans (%)

0.025

0.015

0.253

Z-index

1.190

1.190

0.015

ROA (%)

0.647

0.700

0.693

Lerner index

0.509

0.577

0.295

GDP growth rates (%)

0.995

0.950

0.910

Return on corporate bonds (three-year, %)

5.266

5.260

1.735

Total loans of an individual bank / total loans
in the banking industry

0.076

0.036

0.079

Total loans / total assets

0.682

0.705

0.081

Household loans / total assets

0.242

0.217

0.092

deviation

21 Specifically, we used the System GMM. We also conducted an estimation based on the Difference GMM and found that the results of both models differed
very little.
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The expected signs of the estimated coefficients
that are to be obtained as a result of the regression
analysis are as follows. A decline in the Lerner index,
signifying an increase in the level of competition,
will cause an increase in the ratio of non-performing
loans. Therefore, if the estimated results support the
hypothesis, the signs of the estimated coefficients are
expected to be negative.
Among the macroeconomic variables, the GDP
growth rate improves asset soundness in an improving
economy, and thus the sign of its coefficient is
expected to be negative. Next, as rising interest rates
aggravate the debt burden of banks, the sign of their
coefficient is expected to be positive.
On the other hand, the higher the bank’s ratio of
household loans to total assets, which is a major
financial characteristic of banks, the higher the risk
such a bank comes to bear, leading us to expect the
sign of its coefficient to be positive.
As the signs of the coefficients of the explanatory
variables are predicted based on the assumption that
the ratio of non-performing loans is a dependent
variable (Model 1), we expect those signs to be
opposite if the Z-index (Model 2)22 and ROA (Model
3) are assumed to be dependent variables.
5. Empirical Results
The results of the estimation, presented in Table
11, show that competition indexes as explanatory
variables have a statistically significant correlation
with the management risk of banks as a dependent
variable. This implies that the more intense the
competition is among banks, the more likely it is that
their management soundness will deteriorate. The
result of the estimation based on the model where
the ratio of non-performing loans is taken as the
dependent variable showed that, as the coefficient
of the Lerner index had a negative sign, a high
level of competition in the banking industry has a
statistically significant correlation with a high ratio

of non-performing loans. In contrast, the result of the
estimation based on the model where the Z-index is
taken as a dependent variable showed that the sign
of the coefficient of the Lerner index was positive,
which means that the greater the competition the
banking industry faces, the more likely it is that
banks will become insolvent. Finally, the result of
the estimation based on Model 3, where the ROA
was a dependent variable, showed that the sign of the
coefficient of the Lerner index was positive, implying
that the competition index of banks has a statistically
significant correlation with the profitability of banks.23
The signs of the estimated coefficients of the GDP
growth rates and interest rates, which were used as
control variables for the purpose of incorporating the
macroeconomic environment, could be explained
economically.
The signs of the estimated coefficients of variables,
such as the ratio of total loans to total assets, and ratio
of household loans to total assets, which were used as
variables for the characteristics of banks, also showed
the estimated coefficients that could be explained
economically. The sign of the coefficient of the ratio
of household loans to total assets was positive when
the ratio of non-performing loans was a dependent
variable. Meanwhile, the sign of the interaction term
between the ratio of household loans to total assets
and the Lerner index was estimated to be negative,
implying that the higher the ratio of household loans
to total assets of a bank, the greater the negative
impact the level of competition among banks may
have on the management risk of a bank.

22 The higher the Z-index, the less likely it is that banks will become insolvent.
23 Meanwhile, the sign of the squared term of the Lerner index was positive, which means that the relationship between the management risk of a bank and
the level of competition is a U-shaped quadratic function. In such a case, the direction of change in the management risk of a bank may vary in proportion to
changes in the level of competition, depending on whether it is to the right or left of the axis of symmetry of such a function.
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Results of Estimation1) 2)

<Table 11>

Model (1)

Model (2)

Model (3)

Loan portfolio risk
[NPL/(100-NPL)]t

Total risk of bank
(Z-index)

Profitability
(ROA)

-1.9440***
(-8.51)

0.0297***
(2.76)

0.8666***
(2.98)

Yi,t-1

0.7417***
(24.06)

0.3400***
(10.11)

0.4663***
(14.96)

Yi,t-2

0.1332***
(3.20)

0.2813***
(7.18)

0.1425***
(4.18)

Yi,t-3

-0.2046***
(-4.47)

0.0157
(0.34)

-0.0141
(-0.40)

Yi,t-4

0.0996***
(2.88)

0.3115***
(7.07)

0.0085
(0.29)

Lernerit

-0.6341*
(-1.94)

0.0301***
(3.28)

2.3371***
(5.00)

Lernerit2

1.1062***
(4.50)

-0.0402***
(-5.88)

-2.7203***
(-7.25)

GDPGt-1

0.0185
(1.31)

0.0013***
(3.86)

-0.0014***
(-0.06)

GDPGt-2

-0.0327**
(-2.45)

-0.0004
(-1.47)

0.0810***
(3.52)

GDPGt-3

-0.0008
(-0.06)

0.0004
(1.26)

0.0309
(1.36)

GDPGt-4

0.0372***
(3.22)

0.0007**
(2.57)

0.0206
(1.02)

CB3t-1

-0.0071
(-0.37)

0.0020***
(4.33)

0.0698**
(2.13)

CB3t-2

-0.0212
(-0.74)

-0.0042***
(-7.12)

-1.1250***
(-2.59)

CB3t-3

-0.0657***
(-2.69)

-0.0026***
(-4.39)

-0.0862*
(-1.94)

CB3t-4

0.1073***
(6.31)

0.0047***
(10.46)

0.1507***
(5.24)

Loan shareit

1.4449***
(3.21)

0.0200
(0.21)

-1.4452*
(-1.87)

(Loans /
total assets)it

-0.1271
(-0.52)

-0.0663***
(-5.53)

-1.4090***
(-4.27)

(HL / total assets)it

0.0049
(0.75)

0.0005**
(1.86)

-0.0251**
(-2.42)

Lernerit*
(HL / total assets)it

-0.0255***
(-2.73)

0.0007***
(2.47)

0.0506***
(3.57)

1.000

1.000

1.000

1st order

-3.0453***
(0.002)

-3.4727***
(0.001)

-2.2611**
(0.024)

2nd order

0.9878
(0.323)

-3.1157***
(0.002)

-0.7611
(0.447)

Yit (dependent variable)

Constant term

Lagged variables of
dependent variables

Competition indexes

GDP growth
rates

Macroeconomic
variables
Return on
corporate
bonds

Specific characteristics
of a bank

Interaction term

Hansen J-test (p-value)

Auto-correlation test (p-value)

3rd order

0.3883
(0.698)

Notes: 1) Figures within ( ) are t-values.
2) ***, **, * refer to statistical significance levels of 1%, 5%, and 10%, respectively.
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Ⅳ. Conclusion
In this paper, we assessed the level of competition
in the Korean banking industry since 2000 and
conducted an empirical analysis of the effects of the
level of competition on the management soundness
of banks. According to the results of the analysis,
despite a significant decrease in the number of banks,
most banks have focused their operations on deposits
and loans amid the continuing low interest rates since
the Asian financial crisis, leading to increasingly
intense competition among them. We estimated the
effects that this competitive behavior would have on
the management soundness of banks, controlling for
macroeconomic variables, using a regression model.
Our estimation showed that the more competitive
banks become in their price-setting behavior, the
more likely it is that they will have a high ratio of
non-performing loans and become insolvent. This
result implies that an increase in competition in
lending that is not accompanied by the development
of new financial products and innovative services is
likely to have a negative impact on the management
soundness and profitability of banks.
The results of our analysis present some
implications regarding the direction that the banking
industry should take.
First, rather than increasing loans and lowering
interest rates, banks need to diversify their business
activities in order to take advantage of new financial
conditions. As global banks have done, Korean
banks need to enter the corporate banking, financial
investment, and asset management industries so as to
prevent excessive competition in the lending market.
In addition, banks need to examine whether
they have underestimated the risk arising from
their competition in the lending market, and the
government, academia, and businesses need to pay
attention to the effects of competition in the lending
market on the macroeconomic soundness of the entire
financial system.
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【Appendix 1】
Trend in the Number of Commercial Banks
Until 1980, there were 15 commercial banks in
Korea. In the early 1980s, financial liberalization
allowed the establishment of new banks, resulting in
the creation of six banks. After the Asian financial
crisis in 1997, there were 26 commercial banks in
Korea. Afterwards, six banks were expelled from the

market in the course of the government’s restructuring
of financially stressed banks in the aftermath of the
Asian financial crisis, and seven banks disappeared as
a result of bank mergers and the granting of licenses
for financial companies to operate banks. As of the
end of 2008, there were 13 banks. Accordingly, the
level concentration has risen in terms of the number
of banks.

Changes in Korean Banking Industry since the Asian Financial Crisis
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015.6
Sangup Bank
Hanil Bank

In December 1998,
merged
Hanbit Bank merged with Pyeonghwa Bank in December 2001.
In May 2002, the merged bank changed its trade name to Woori Bank.

Pyeonghwa Bank

SC Bank Korea merged with Jeil Bank → In
September 2005, it changed its trade name
to Standard Chartered Jeil Bank Korea

Jeil Bank

Woori
Bank

In January 2012, it changed
its trade name to Standard SC Bank
Korea
Chartered Bank Korea.

KEB Bank

KEB Bank

Kookmin Bank
Daedong Bank
Korea Long-Term
Credit Bank

In June 1998,
merged
In December 1998,
merged

Kookmin
Bank

Housing &
Commercial Bank
Dongnam
Bank
Hanmi Bank
Gyeonggi
Bank
Shinhan Bank
Donghwa
Bank
Joheung Bank

In June 1998,
merged

Nationwide
Banks

In April 2001, merged
In November 2004, the merged bank changed its trade name to CitiBank Korea.

In June 1998, merged

Citi Bank
Korea

In June 1998, merged

Gangwon Bank

In July 1999, merged

Chungbuk Bank

In July 1999, merged

In July 2003, Shinhan Bank and Johueng Bank merged under name of Shinhan
Bank

Shinhan
Bank

Hana Bank
Chungcheong
Bank
Boram Bank
Seoul Bank

In June 1998, merged

Hana Bank

In January 1999, merged
In December 2002, Seoul Bank and Hana Bank merged under the name of Hana Bank

Daegu
Bank

Daegu
Bank

Busan
Bank

Busan
Bank

Gwangju
Bank

Gwangju
Bank

Jeju Bank

Jeju Bank

Jeonbuk
Bank

Jeonbuk
Bank

Gyeongnam
Bank

Regional
Banks

Gyeongnam
Bank

Level of Competition in the Korean Banking Industry and Its Influence on Financial Stability 33

【Appendix 2】
Result of Wald Test on
Whether the Korean Banking Industry is in a State of Long-run Equilibrium

ROA (Dependent variables)

Estimated coefficients

c

Constant

-2.899
(-0.86)

ω1

Unit labor cost

0.281*
(1.70)

ω2

Unit capital cost

-0.150
(-1.43)

ω3

Unit funding cost

-0.289
(-0.97)

loan

Total loans

0.008
(0.05)

NINT

Share of non-interest
income

NPL

BIS

Ratio of non-performing
loans
BIS capital adequacy ratio

Wald test: H=0
Notes: 1) Natural log values were used for all variables except NPL and BIS.
2) Figures within ( ) are t-values (or p-values, in the case of the Wald test).
3) ***, **, * refer to statistical significance levels of 1%, 5%, and 10%, respectively.
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0.143**
(1.99)
-1.458
(-0.67)
0.027
(1.42)
0.359
(0.18)

Flow of Funds in 2015 (Preliminary)

Ⅰ. Overview
At the end of 2015, total financial assets
outstanding amounted to 14,599 trillion won,
showing an increase of 7.7% from 13,561 trillion
won at the end of the previous year. Looking at
the trends in the composition of financial assets
outstanding, the proportions of currency and
deposits (19.0%→19.1%), insurances and pension
reserves (6.8%→7.0%), and loans (17.3%→17.5%)
increased, while the proportion of securities other
than shares and proportion of equity and investment
fund shares remained unchanged from the previous
year at 16.5% and 19.7%, respectively.
Financial assets held by households and non-profit
institutions serving households (NPISHs) (including
households, small, unincorporated enterprises owned
by households, and non-profit institutions serving
households) increased by 278 trillion won from 2,898
trillion won at the end of 2014 to 3,176 trillion
won at the end of 2015. Financial liabilities rose
as well, increasing by 127 trillion won from 1,296
trillion won at the end of 2014 to 1,423 trillion won
at the end of 2015. The net financial assets (financial
assets minus financial liabilities) of households and
NPISHs increased by 152 trillion won from 1,602
trillion won at the end of 2014 to 1,753 trillion won
at the end of 2015. During this period, households
and NPISHs saw a greater increase in assets than
in financial liabilities. As of the end of 2015, the
ratio of financial assets to financial liabilities of
households and NPISHs was 2.24, which is little
changed from the ratio of 2.23 as of the end of 2014.
By type of financial asset, the proportions of
insurances and pension reserves (30.9%→31.1%)
and equity and investment fund shares
(18.7%→19.4%) increased, while the proportions of
currency and deposits (43.5%→43.1%) and securities
other than shares (6.1%→5.6%) decreased. By
type of financial liability owed by households
and NPISHs, other loans (15.2%→16.8%), such
as securities institution and special purpose

companies, increased, while depository corporation
loans (69.3%→68.5%), insurance company and
pension fund loans (8.0%→7.8%), and government
loans(4.0%→3.8%) decreased.
Meanwhile, looking at the trends of fundraising
and fund use by economic entities, the volume of
fundraising and fund use by households and NPISHs
increased. Also, the fund surplus (fund use minus
fundraising) increased from 93 trillion won in 2014
to 99 trillion won in 2015 due to increases in the
incomes of households and NPISHs.
The non-financial corporation sector saw the
volume of both fundraising and fund use decrease
and fund shortage (fundraising minus fund use)
decrease from 31 trillion won in 2014 to 15 trillion
won in 2015. This decrease in the fund shortage
was due largely to the initiative to increase the
management efficiency of public nonfinancial
corporations, among other factors.
In the government sector, the volume of both
general fund raised and used increased. In addition,
the increase in government revenue exceeded the
increase in government expenditure, causing the
volume of the government sector’s fund surplus
to rise slightly from 19 trillion won in 2014 to 22
trillion won in 2015.
The overseas sector experienced a considerable
increase in its fund shortage from 98 trillion won in
2014 to 123 trillion won in 2015 due to an increase
in the current account surplus.
The fund surplus of the financial corporation sector
amounted to 17 trillion won, showing little increase
from 16 trillion won in the previous year.
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<Chart 1>

Flow of Funds between Economic Entities in 2015
(Funds supply)

(Funds demand)
(trillion won)

Households and
NPISHs

Financial
corporations

(trillion won)

Uses

Sources

Uses

Sources

227

128
Net financial
investment
(financial surplus)
99

92

107

Uses

Sources

451

435

Net financial
investment
(financial deficit)
15
Net financial
investment
(net external
funding)
138

Net financial
investment
(financial surplus)
17
General
Government

Uses

Non-financial
corporations

Uses

Sources

-13

110

Rest of the
World

Net financial
investment
(financial deficit)
123

Sources

82

60
Net financial
investment
(financial surplus)
22

increased, while the proportion of securities other
than shares and proportion of equity and investment
fund shares remained the same as in the previous
year at 16.5% and 19.7%, respectively.

Ⅱ. Financial Assets and Liabilities
Outstanding
 Total Financial Assets
Total financial assets outstanding amounted to
14,599 trillion won as the end of 2015, experiencing
an increase of 7.7% from the end of the previous
year. Looking at the trends in the composition of
financial assets, the proportions of currency and
deposits (19.0%→19.1%), insurances and pension
reserves (6.8%→7.0%), and loans (17.3%→17.5%)
<Table 1> Trends of Financial Assets by Composition and
Year-End Balance1)2)

(year-end, trillion won)

2013

2014

2015

12,651
(5.0)

13,561
(7.2)

14,599
(7.7)

598

910

1,038

2,399
<19.0>

2,583
<19.0>

2,788
<19.1>

820
<6.5>

920
<6.8>

1,021
<7.0>

Securities other than
shares

2,053
<16.2>

2,242
<16.5>

2,411
<16.5>

Loans

2,185
<17.3>

2,341
<17.3>

2,553
<17.5>

Equity and investment
fund shares

2,599
<20.5>

2,667
<19.7>

2,870
<19.7>

Others3)

2,594
<20.5>

2,808
<20.7>

2,956
<20.2>

Total financial assets
Increase
Currency and deposits
Insurances and
pension reserves

Notes: 1) Figures in ( ) represent percent increase from the end of the previous year.
2) Figures within < > presents shares in total assets %.
3) Includes government loans, trade credits, direct investment, and
miscellaneous financial assets.
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 Financial Assets and Liabilities of Households
and Non-Profit Institutions Serving
Households
Financial assets held by households and NPISHs
increased by 9.6% from 2,898 trillion won at the end
of 2014 to 3,176 trillion won at the end of 2015.
<Table 2> Financial Assets1) of Households and Non-Profit
Institutions Serving Households (NPISHs)2)

(year-end, trillion won)

2013

2014

2015

2,676
(6.5)

2,898
(8.3)

3,176
(9.6)

1,185

1,261

1,368

Insurances and
pension reserves

803

896

989

Securities other than
shares

155

176

179

Equity and investment
fund shares

515

542

615

18

22

24

Financial assets
Currency and deposits

Others3)

Notes: 1) Figures in ( ) represent percent increase from the end of the previous year.
2) Households (including small, unincorporated enterprises owned by
households) and NPISHs.
3) Includes direct investment, financial derivatives, and miscellaneous
financial assets.

Looking at the trends of the components of
financial assets held by households and NPISHs,
while the proportions of insurances and pension
reserves (30.9%→31.1%) and equity and investment
fund shares (18.7%→19.4%) grew, the proportions
of currency and deposits (43.5%→43.1%) and
securities other than shares (6.1%→5.6%) dropped
slightly.
Lastly, financial liabilities owed by households
and NPISHs increased by 9.8% from 1,296 trillion
won at the end of 2014 to 1,423 trillion won at the
end of 2015. By type of financial liability owed,
the proportions of depository corporation loans
(69.3%→68.5%), insurance company and pension
fund loans (8.0%→7.8%), and government loans
(4.0%→3.8%) declined, while other loans, such as
securities institituions and special purpose companies
(15.2%→16.8%) increased.
<Chart 2>

(year-end, trillion won)

2013

2014

2015

1,219
(5.6)

1,296
(6.3)

1,423
(9.8)

1,130

1,200

1,324

296

310

323

161

167

174

834

889

1,001

677

731

800

Government loans

47

52

54

Others3)

42

44

45

Financial liabilities
Loan
(Short term)
Depositary
corporation loans
(Long term)
Depositary
corporation loans

Notes: 1) Figures in ( ) represent percent increase from the end of the previous year.
2) Households (including small, unincorporated enterprises owned by
households) and NPISHs.
3) Trade credits, amounts payable, etc.

Composition(%) of Financial Assets of
Households and NPISH

100%

0.7
19.2

0.8
18.7

0.8
19.4

80%

5.8

6.1

5.6

60%

30.0

30.9

31.1

44.3

43.5

43.1

2013
2013

2014
2014

2015
2015

40%
20%
0%
0%
Currency
Currencyand
anddeposits
deposits

Insuranceand
andpension
pensionreserves
reserves
Insurance

Securities
Securitiesother
otherthan
thanshares
shares

Equityand
andinvestment
investment fund shares
Equity
fund shares

Others
Others
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<Table 3> Financial Liabilities1) of Households and NPISHs2)

Meanwhile, in 2015, the increase of financial
assets of households and NPISHs (278 trillion won)
exceeded the increase of financial liabilities (127
trillion won) in the same sector. As a result, the
net financial assets held by the sector increased by
152 trillion won from 1,602 trillion won at the end
of 2014 to 1,753 trillion won at the end of 2015.
Accordingly, the ratio of financial assets to financial
liabilities of households and NPISHs recorded 2.23,
similar to the ratio of 2.24 of the previous year.

Composition(%) of Financial Liabilities of
Households and NPISHs

100%
100%
80%
80%

3.5
3.8

3.4
4.0

3.1
3.8

16.2

15.2

16.8

7.8

8.0

7.8

<Table 4>

Net Financial Assets1) of
Households and NPISHs2)

(year-end, trillion won, times)

60%
60%

2013

40%
40%

68.7

69.3

68.5

20%
20%
0%
0%
2013
Depositorycorporation
corporation
loans
Depository
loans
1)

Otherloans
loans
1)
Other
Others2)2)

2014

2015
2015

Ins. Co.
andand
pension
fund
loans
Ins. Co.
pension
fund
loans
Government
loans
Government loans

Others

Notes: 1) Including financial intermediary loans, such as securities institution and

2014

2015

Financial assets (A)

2,676
(164)

2,898
(221)

3,176
(278)

Financial liabilities (B)

1,219
(64)

1,296
(77)

1,423
(127)

Net financial assets (A-B)

1,457
(100)

1,602
(144)

1,753
(152)

2.20

2.24

2.23

Ratio of financial assets to
financial liabilities (A/B)

Notes: 1) Figures in ( ) represent percent increase from the end of the previous year.
2) Households (including small, unincorporated enterprises owned by
households) and NPISHs.

SPC loans.
2) Trade credits and accounts payables, etc.
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won, which is up from a negative of 4 trillion won.
Meanwhile, the fund surplus (fund use minus
fundraising) of the sector increased from 93 trillion
won in 2014 to 99 trillion won in 2015.

Ⅲ. Characteristics of Financial
Transactions by Sector
 Households and Non-profit Institutions
Serving Households

 Non-Financial Corporation Sector

In 2015, the volume of fundraising by households
and NPISHs increased to 128 trillion won, up
from 78 trillion won in 2014. By type of financial
institution, borrowings from other financial
institutions soared from 7 trillion won in 2014 to 49
trillion won in 2015, and the sector’s borrowings
from depository corporations rose to 76 trillion won,
up from 64 trillion won in 2014.
The volume of fund use by households and
NPISHs stood at 227 trillion won, up from 172
trillion won in the previous year. Deposits at
depository corporations increased significantly to 98
trillion won, up from 68 trillion won in the previous
year. In addition, purchases of equity and investment
fund shares exceeded sales, resulting in 17 trillion
<Table 5>

Fundraising and Funds Management by
Households and NPISHs

In 2015, the volume of fundraising by the nonfinancial corporation sector decreased by 20 trillion
won from 127 trillion won in 2014 to 107 trillion
won. By fundraising method, the fundraising through
indirect financing and direct financing amounted
<Table 6>

Fundraising and Funds Management by
Non-financial Corporation Sector

(During the year, trillion won)

2014
Fundraising (A)

127

107

Indirect financing

79

77

(Short-term)

24

10

16

3

8

7

55

68

Depositary corporations

30

48

Other financial institutions

25

20

17

16

1

-5

16

22

Overseas fundraising

11

3

Others3)

20

11

96

92

Depository corporations
Other financial institutions

(During the year, trillion won)

2015

(Long-term)

2014

2015

Fundraising (A)

78

128

Borrowings

71

126

64

76

(Securities other than shares)1)

7

49

(Equity)

7

2

172

227

68

98

8

21

Deposits at financial institutions

14

50

60

77

Transferable deposits

-1

21

Short-term deposits of depository corporations

32

23

Non-transferable deposits

15

29

Long-term deposits of depository corporations

15

20

7

4

Deposits at other financial institutions

14

34

(Short-term)

4

7

90

91

(Long-term)

2

-4

3

9

Equity and investment fund shares4)

19

-8

-4

17

Overseas2)

23

31

14

12

33

15

93

99

-31

-15

(Depository corporations)
1)

(Other financial institutions)
2)

Others

Funds Using (B)
Deposits at financial institutions
(Transferable deposits)
(Non-transferable deposits)

Insurances and pension reserves
3)

Securities other than shares

Equity and investment fund shares4)
5)

Others

Difference (B-A)

Notes : 1) Including financial intermediary loan, such as securities institutions and
other loans, such as SPC loans.
2) Government loans, trade credits, amounts payable, etc.
3) Excluding external bonds.
4) Excluding shares issued to non-residents.
5) Including external bonds, shares issued to non-residents, direct
investments, amounts receivable, and others.
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Direct financing

2)

Funds Using (B)

Securities other than shares1)

5)

Others

Difference (B-A)
Notes : 1) Excluding external bonds.

2) Including external bonds, direct investments, and other external assets in
debt instruments.
3) Including trade credits, government borrowings, amounts payable, and
others.
4) Excluding shares issued to non-residents.
5) Including trade credits, amounts receivable, and others.

to 77 trillion won and 16 trillion won, respectively,
which are similar to the fundraising in the previous
year. Meanwhile, the fundraising through other
means of financing, mainly trade credits, decreased
from 20 trillion won to 11 trillion won.
The volume of fund use by the non-financial
corporation sector reached 92 trillion won, down from
96 trillion won in the previous year. By category,
equity and investment fund shares decreased from
19 trillion won to negative 8 trillion won, and others
decreased from 33 trillion won to 15 trillion won. On
the other hand, deposits at financial institutions rose
from 14 trillion won to 50 trillion won.
Accordingly, the fundraising by the sector
exceeded the fund use by it, resulting in a fund
shortage (fundraising minus fund use) of 15 trillion
won, down from 31 trillion won in the previous year.
 General Government
In 2015, the volume of fundraising by the
government sector increased slightly to 60 trillion
won, up from 54 trillion won in the previous year.
This increase was due primarily to an increase
in issued government bonds (34 trillion won→
48 trillion won). The volume of fund use by the
government sector rose from 73 trillion won in 2014
to 82 trillion won in 2015.
As a result, the fund surplus (fund use minus
fundraising) in the government sector increased from
19 trillion won in 2014 to 22 trillion won in 2014.
<Table 7>

Fundraising and Funds Management
by Government

(During period, trillion won)

2014

Fundraising (A)
1)

(Issued government bonds)
(Loans from financial institutions)
(Others)2)
Funds Using (B)
(Deposits at financial institutions)
(Government loans)
(Securities other than shares)1)
(Equity and investment fund shares)3)
(Others)4)
Difference (B-A)

2015

54

60

34
5
15

48
-3
14

73

82

-1
4
13
11
46

-2
2
9
41
32

19

22

Notes: 1) Excluding external bonds.
2) Including external bonds, other external assets in debt instruments,
and amounts payable, etc.
3) Excluding shares issued to non-residents.
4) Including external bonds, shares issued to non-residents, direct
investments, other external assets in debt instruments, and amounts
receivable.

 Rest of the World
In 2015, the volume of fundraising by the rest of
world decreased to 110 trillion won (representing
an increase in Korea’s external assets), down from
130 trillion won in 2014, while the volume of funds
use by the rest of the world dropped to a negative
value of 13 trillion won (representing an increase
in Korea’s external debts) from 32 trillion won.
Accordingly, the overseas fund deficit (fundraising
minus fund use) stood at 123 trillion won, up from
98 trillion won in the previous year.
<Table 8> Fundraising and Funds Management
by the Rest of the World

(During period, trillion won)

2014

Fundraising (A)
External securities1)
Borrowings from financial institutions
Direct investment
Other external debts
Others2)
Funds Using (B)
1)

External securities
Trade credits		
Domestic bonds
Foreign investment in shares
Others3)
Difference (B-A)

2015

130

110

42
5
30
53
2

46
5
34
29
-4

32

-13

-3
-1
5
7
23

-7
-5
1
-3
1

-98

-123

Notes : 1) Including external bonds and shares issued to non-residents.
2) Including trade credits, etc.
3) Including residents’ overseas borrowings, cash and deposits, and direct
investment and others.

 Financial Corporation Sector
A. Fundraising
In 2015, the volume of fundraising by the financial
corporation sector increased to 435 trillion won, up
from 423 trillion won in the previous year. By type
of financial institution, the fundraising by depository
corporations (159 trillion won→189 trillion won),
insurance companies (79 trillion won→81 trillion
won), and captive financial institutions and money
lenders (25 trillion won→38 trillion won) increased,
while the volume of fundraising by investment funds
(50 trillion won→44 trillion won) and other financial
intermediaries (52 trillion won→46 trillion won)
decreased.
By type of financial instrument, the volume of
fundraising by currency and deposits recorded a
Flow of Funds in 2015 39

significant increase (166 trillion won→189 trillion
won), mainly centering on non-transferable deposits,
while the volumes of fundraising through insurances
and pension reserves (97 trillion won→98 trillion
won), equity and investment fund shares (49 trillion
won→50 trillion won), and domestic borrowings
(negative 4 trillion won→1 trillion won) increased
as well, but to lesser degrees. The volume of
fundraising through securities other than shares
decreased slightly from 81 trillion won in 2014 to
78 trillion won in 2015, and the fundraising from the
rest of the world was exceeded by the funds repaid
to the rest of the world, resulting in a deficit of 2
trillion won, down from a surplus of 13 trillion won
in 2014.
<Table 9>

of financial instrument, loans and securities other
than shares, mainly long-term products, experienced
a large increase, while currency and deposits and
overseas funds decreased.
The amount of fund use by the financial
corporation sector year-on-year increased by a
margin similar to that of the fundraising by the same
sector, resulting in a fund surplus (fund use minus
fundraising) of 17 trillion won, which is up only
marginally from 16 trillion won in the previous year.
<Table 10> Funds Management by the Financial Sector
(During period, trillion won)

Bank		

451

167

193

110

128

56

65

(Investment funds)		

50

45

(Insurance corporations)

82

83

(Other financial intermediaries)

53

50

26

40

84

49

Banks		

(During period, trillion won)

(Depositary corporation)

2015

439
(Depository corporations)

Fundraising by the Financial Sector

Fundraising (A)

2014
Funds Using (B)

2014

2015

423

435

159

189

105

125

By type of
financial
institution

Non-banks		

(Captive financial institutions and
money lenders)
(Currency and deposits)

By type of

(Investment fund)		

50

44

financial

(Insurance institution)

79

81

Transferable deposits

46

institution

(Other financial intermediaries)

52

(Captive financial institutions and
money lenders)
(Currency and deposits)
Transferable deposits

By type of
financial
instrument

25

38

166

189

6

44

Non-transferable deposits

149

133

(Insurances and pension reserves)

97

98

(Securities other than shares)1)

81

78

Short-term		

50

Long-term		
Derivatives-linked securities

By type of
financial

7

6

Non-transferable deposits

76

43

(Securities other than shares)1)

90

98

Short-term		

37

1

Long-term		

34

81

Derivatives-linked securities

instrument

(Loans)		

19

16

157

207

41

22

116

185

(Equity and investment fund shares)2)

33

24

16

(Overseas fundraising)3)

59

44

11

49

(Others)4)

16

29

20

13

Difference (B-A)

16

17

(Equity and investment fund shares)

49

50

Notes: 1) Excluding external bonds.

(Domestic borrowings)

-4

1

13

-2

21

21

(Overseas fundraising)
(Others)

2)

3)

Notes: 1) Excluding external bonds.
2) Including external bonds, direct investments, and other external assets in
debt instruments.
3) Including amounts payable, government borrowings, and others.

B. Fund Use
In 2015, the volume of fund use by financial
corporations increased to 451 trillion won, up from
439 trillion won in the previous year.
By type of financial institution, the fund use by
depository corporations, insurance corporations,
and captive financial institutions and money lenders
increased, while the fund use by investment funds
and other financial intermediaries decreased. By type
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Short-term		
Long-term

2) Excluding shares issued to non-residents.
3) Including external bonds, direct investments, other external assets in debt
instruments, shares issued to non-residents, and others.
4) Including amounts receivable, trade credits, and others.
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Economic Outlook for the Second Half of 2016 (Summary)

In view of recent changes in global and domestic economic conditions, it is forecast that real
GDP in Korea will increase by 2.7 percent in 2016 and by 2.9 percent in 2017. However, the
pace of economic recovery is expected to be moderate due to uncertainties concerning the
domestic and global economies.
Headline consumer prices are expected to rise by 1.1 percent in 2016, with 0.9 percent in
the first half and 1.3 percent in the second half. However, they are projected to rise by 1.9
percent in 2017 due to diminishing downward pressures from lower oil prices and the gradual
economic recovery.
The current account balance is projected to be around 95 billion dollars in 2016, and around 80
billion dollars in 2017.

Overview of Korea Economic Outlook
(year-on-year, percent, thousands persons, billion dollars)

2015
Year

H1

2016
H2

GDP

2.6

3.0

Changes in number of persons employed

340

Headline consumer price inflation
Current Account
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e

Year

H1

2017e
H2

2.4

2.7

2.6

3.1

2.9

290

300

290

290

320

310

0.7

0.9

1.3

1.1

2.0

1.9

1.9

105.9

48.0

47.0

95.0

38.0

42.0

80.0

Year

Monetary Policy Decision
Monetary Policy in April 19, 2016

The Monetary Policy Board of the Bank of Korea
decided today to leave the Base Rate unchanged
at 1.50% for the intermeeting period.
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 indications of improvement, although
weak, have appeared in the euro area. The
economic slowdown in China has shown signs
of easing a bit, but economic growth in other
emerging market economies has continued to
slow, centering around commodity-exporting
countries. 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 it will be affected by factors
such as financial and economic conditions in
emerging market countries, international oil
price movements, and global financial market
volatility.
Looking at the Korean economy, the trend of
decline in exports has continued but domestic
demand activities such as consumption, and
the sentiments of economic agents appear to
be improving somewhat. On the employment
front, the unemployment rate was somewhat
higher in March compared to that in March
of last year, owing mainly to an expansion
in job search activities. The employment-topopulation ratio was also increased, however,
as the number of persons employed has
steadily grown. The Board forecasts that the
domestic economy will show a trend of modest
improvement going forward, centering around
domestic demand activities, but in view of

external economic conditions judges the
uncertainties surrounding the growth path to
be still high.
Consumer price inflation fell from 1.3%
the month before to 1.0% in March, owing
chiefly to increases in the extents of decline
in petroleum product prices. Core inflation
excluding agricultural and petroleum product
prices also decreased slightly to 1.7%, from
1.8% in February. Looking ahead the Board
forecasts that consumer price inflation will fall
considerably short of the 2% inflation target for
the time being, due mainly to the low oil prices.
In the housing market, sales prices maintained
their level of the previous month while the
uptrend in leasehold deposit prices slowed.
In the domestic financial markets, stock prices
have risen and the Korean won has appreciated
against the US dollar since March, as foreigners’
securities investment funds have recorded
net inflows on the effects of further monetary
policy easing by major countries. After having
appreciated against the Japanese yen, the won
has depreciated somewhat against it again in
line with the yen’s strengthening. Long-term
market interest rates have fallen back after
having previously risen, in reflection mainly
of interest rate movements in major countries.
Bank household lending has sustained a trend
of increase at a level exceeding that of recent
years, led by mortgage loans.
Looking ahead, while working to support the
recovery of economic growth the Board will
conduct monetary policy so as to maintain price
stability over a medium-term horizon, and
also pay attention to financial stability. In this
process it will closely monitor any changes in
monetary policies or in financial and economic
conditions in major countries, the movements
of capital flows, and the trend of increase in
household debt.
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Monetary Policy in May 13, 2016

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 shown indications of
slowing, but that the modest improvements in
the euro area have continued. The economic
slowdown in China has shown signs of easing
a bit, but economic growth in other emerging
market economies has continued to slow,
centering around natural resource-exporting
countries. 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 it will be affected by factors
including financial and economic conditions
in emerging market countries, international oil
price movements, and global financial market
volatility.
Looking at the Korean economy, exports
have remained on their trend of decline,
and domestic demand activities such
as consumption, and the sentiments of
economic agents have continued their modest
improvements. On the employment front,
while the pace of increase in the number of
persons employed slowed somewhat in April,
the employment-to-population ratio and the
unemployment rate maintained the same levels
as in April of last year. The Board forecasts that
the domestic economy will continue its trend of
modest improvement going forward, centering
around domestic demand activities, but in view
of external economic conditions judges the
uncertainties surrounding the growth path to
still be high.
Despite expansions in the extents of increase
in prices of industrial products other than
petroleum, consumer price inflation registered
1.0% in April, the same as in March, in
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line mainly with a slowdown in the rate of
service fee increase. Core inflation excluding
agricultural and petroleum product prices rose
slightly to 1.8%, from 1.7% in March. Looking
ahead the Board forecasts that consumer price
inflation will continue at a low level, under the
influence of the low oil prices for example. In
the housing market, sales prices maintained
their level of the previous month while
leasehold deposit prices showed low rates of
increase.
In the domestic financial markets, stock prices
and long-term market interest rates have
fallen since April after having previously
risen, affected mainly by changes in investor
preferences for safe assets. After having
appreciated against the US dollar, the Korean
won has depreciated against it again. The
won has meanwhile depreciated considerably
against the Japanese yen, in line with the
yen’s strengthening. Bank household lending
has sustained a trend of increase at a level
exceeding that of recent years, led by mortgage
loans.
Looking ahead, while working to support the
recovery of economic growth the Board will
conduct monetary policy so as to maintain price
stability over a medium-term horizon, and
also pay attention to financial stability. In this
process it will closely monitor any changes in
monetary policies or in financial and economic
conditions in major countries, the progress of
corporate restructuring, the trend of increase in
household debt, and the movements of capital
flows.

Monetary Policy in June 9, 2016

The Monetary Policy Board of the Bank of
Korea decided today to lower the Base Rate by
25 basis points, from 1.50% to 1.25%.
Based on currently available information the
Board considers that the US economy has
appeared to be emerging from its temporary
slowdown. The improvements in the euro
area, although weak, have continued, and the
Chinese economy has maintained its moderate
growth. The Board forecasts that, while the
global economy will maintain its weak recovery
going forward, it will be affected by factors
including the monetary policy normalization by
the US Federal Reserve, financial and economic
conditions in emerging market countries, and
international oil price movements.
Looking at the Korean economy, exports
have continued their trend of decline and the
improvements in domestic demand activities
such as consumption have weakened, while
the sentiments of economic agents have also
been sluggish. On the employment front,
although the pace of increase in the number of
persons employed slowed somewhat in April,
the employment-to-population ratio and the
unemployment rate maintained the same levels
as in April of last year. The Board forecasts that
the domestic economy will sustain its trend of
modest growth going forward, but in view of
economic conditions domestically and abroad
judges that the downside risks to the growth
path forecast made in April have expanded.

leasehold deposit prices showed low rates of
increase.
In the domestic financial markets since May,
stock prices have risen after having previously
fallen, in reflection mainly of global stock
market movements, and long-term market
interest rates have declined, influenced
mostly by the sluggishness of some economic
indicators. The Korean won has fluctuated to
a large extent against the US dollar, affected
mainly by changes in the expectations for a
policy rate hike by the US Federal Reserve. The
won has meanwhile depreciated against the
Japanese yen. Household lending has sustained
a trend of substantial increase at a level
exceeding that of recent years, led by mortgage
loans.
Looking ahead, the Board will conduct
monetary policy so as to ensure that the
recovery of economic growth continues and
consumer price inflation approaches the target
level over a medium-term horizon, while
paying greater attention to financial stability.
In this process it will closely monitor the
possibility of a British exit from the European
Union, any changes in the monetary policies of
major countries and capital flow movements,
the progress of corporate restructuring, and the
trend of increase in household debt.

Consumer price inflation fell from 1.0% the
month before to 0.8% in May, owing chiefly
to a slowdown in the extent of increase in
agricultural product prices. Core inflation
excluding agricultural and petroleum product
prices also declined to 1.6%, from 1.8% in
April. Looking ahead the Board forecasts that
consumer price inflation will continue at a low
level, under the influence of the low oil prices
for example. In the housing market, sales and
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Organization of the Bank of Korea
(As
2016)
(Asof
ofMarch
June 2016)

MONETARY POLICY BOARD

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
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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

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 Board
Monetary Policy

Monetary Policy Decisions
Monetary Policy Instruments
Monetary Policy Transmission Mechanism
Monetary Policy Reports

Financial Stability

Monetary Policy since the Global Financial Turmoil

Payment Systems
Currency
Recent Papers & Publications
FX & Int'l Relations
Research Papers

By subject
Periodicals
Books
BOK Working Papers

Monthly
Quarterly
Semiannual
Annual

Other Papers
News & Events
Governor’s Message
Introduction
Vision, Values and Strategies
About BOK

Organization
Function
Releases & Publications
The Bank of Korea Act
Location
The Bank of Korea CI
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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

Quarterly

English

P, O

Financial Stability Report

Semiannually

English

P, O

Quarterly Bulletin

Quarterly

English

P, O

Economic Analysis

Quarterly

Korean

P, O

BOK Regional Economic Report(BOK Golden Book)

Quarterly

Korean

P, O

Monthly Bulletin

Monthly

Korean

P, O

BOK Working Papers

Occasionally

English

P, 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
*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

Appendices 49

February 2014
◇⃞ Results of BOKGPM Development
◇⃞ Details of the Modifications to Major Finance-related Laws in 2013
March 2014

Titles of Articles Appearing in Monthly Bulletin*

◇⃞ 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 ~ May 2016

April
June 2014
2013
◇⃞
Neutral
Potential
GDP
and on
GDP
◇⃞ Estimation
Report on of
theFinancially
Construction
of a Fiscal
Model
Based
theGap
Bank Quarterly
◇⃞ National
Accounts inModel
2013 (BOK12)
Macro-econometric
◇⃞ 2012 International Investment Position by Region and Currency
May 2014
July
2013 on Construction of New BOK-DSGE Model for Economic Forecasting and Policy
◇⃞
Report
◇⃞ Analysis
Relationship between Financial Stability and Banking Sector External Debt in Emerging
◇⃞ Flow
of Countries
Funds in 2013
Market
◇⃞ The Retail Payment System and the Role of the Central Bank
◇⃞ The
Current World Economic movements and Future Outlook
June
2014

◇⃞ Linkages Running Between the Business Cycle, Lending, and Movements in Housing Prices
August 2013
◇⃞ Bank Credit Reception Trends in the Second Half of 2013
◇⃞ Analysis of Exchange Rate Pass-through into Export Prices: A Cost Side Approach
6 부록2 2015.12.19:42PM 페이지69
◇⃞ Impact
July
2014 on Financial Stability of Changes in the Pattern of Credit-specialized Financial
Companies’ Fund Raising and Fund Operations
◇⃞ Analysis of Changes in the Transmission of the Policy Rate to the Bank Lending Rates
◇⃞ Payment and Settlement Trends in the First Half of 2012
Following Shifts in Lending Market Conditions
◇⃞ The Current World Economic Movements and Future Outlook
September 2013
◇⃞ Impact
of Inflation on Real Investment
August
2014
◇⃞ Balance of Payments in the First Half of 2013
◇⃞ Influence of Exchange Rate Volatility Shocks on the Korean Economy
◇⃞ Payment and Settlement Trends in the First Half of 2014
October 2013
◇⃞ Analysis 2014
of Inter- industry Labor Mobility and Implications
September
◇⃞ Flow of Funds in the First Half of 2013
◇⃞ Analysis of the Effects of Global Factors’ Transmission to Domestic Inflation
◇⃞ Balance of Payments in the First Half of 2014
November 2013
◇⃞ Results
of the Reconstruction of the VAR Model Block of the BOK’s
October
2014
Macroeconomic Modeling System
◇⃞ FDP Forecast Using Forecast Combination Using Monthly Data
◇⃞ Financial Statement Analysis for 2012
◇⃞ Flow of Funds in the First Half Half of 2014(preliminary)
December 2013
November 2014
◇⃞ Estimation of Korea’s Money Demand Function Considering the Asymmetry
◇⃞ Effect of Exchang Rate Fluctuation on Domestic Service Prices
of the Exchange Rate Effect
◇⃞ Bank Credit Reception Trends in the First Half of 2014
◇⃞ Foreign Currency Liquidity Stress Test model of the Banking System
◇⃞ Bank Credit Reception Trends in 2013
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

* Published in Korean and English(Summary only)

January 2015
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◇⃞ Assessment of Shadow Banking Situation in Korea Through Analysis of Pro-cyclicality
◇⃞ World Economic Development and Outlook in 2013
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◇⃞ Price Trends in 2014 and Price Change Factors
◇⃞ Financial and Foreign Exchange Trends in 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

63_76 부록2 2015.12.19:42PM 페이지70

April 2015
◇⃞ Analysis of Use of Payment Instruments and Factors in Choosing them
◇⃞ Trends in Credit to Households in 2014
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
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November 2015

Calculation of LMCI and Examination of Its Uses
December 2015

Estimation of the Korean Economy’s Growth Potential
January 2016

Methods of Evaluating Forecast Uncertainties, and Results of Calculation
February 2016

Results of New Keynesian Model Established for Fiscal Policy Analysis
Level of Competition in the Banking industry and its Influence on Financial Stability
March 2016

Measuring Macroeconomic Uncertainty
April 2016

Analysis of Effects of Cross-regional Diffusion of Apartment Sales Prices Using Actual
Apartment Sales Price Index
May 2016

The Economic Impacts of Heightened Uncertainties
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Titles of Articles Appearing in Quarterly Bulletin
June 2011 ~ March 2016

June 2011

September 2011

December 2011

March 2012

June 2012
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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
◇⃞ Flow of Funds in 2012 (Tentative)
◇⃞ Summary of Financial Stability Report
September 2013
◇⃞ Current Economic and Financial Developments
◇⃞ Construction of Fiscal Policy Analysis Model in BOK Quarterly Macroeconomics
Model(BOK12)
◇⃞ Payment and Settlement Trends in the First Half of 2013
December 2013
◇⃞ Current Economic and Financial Developments
◇⃞ A Cost-Focused Analysis of the Exchange-Rate Pass-Through to Export Price
◇⃞ Flow of Funds in the First Half of 2013(preliminary)
◇⃞ Summary of Financial Stability Report
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March 2014
◇⃞ Current Economic and Financial Developments
◇⃞ Construction of a Korean Financial Conditions Index and Evaluation of Its Usefulness
◇⃞ Payment and Settlement Trends in 2013(March 2014)
◇⃞ Analysis of Price Trends in 2013
June 2014
◇⃞ Current Economic and Financial Developments
◇⃞ Analysis of Usefulness of Payment and Settlement Statistics as Real Economic Indicators
◇⃞ Flow of Funds During 2013
◇⃞ Financial Stability and Potential Risk Factors
September 2014
◇⃞ Current Economic and Financial Developments
◇⃞ Relationship of Movements in Business Cycle, Lending, and Housing Price
◇⃞ Payment and Settlement in the First Half of 2014
December 2014
◇⃞ Current Economic and Financial Developments
◇⃞ GDP Forecast Based on Forecast Combination Using Monthly Data
◇⃞ Flow of Funds During the 1st Half of 2014
◇⃞ Financial Stability Overview

March 2015
◇⃞ Current Economic and Financial Developments
◇⃞ Analysis of Causes of Widening Income Gap between Households and Corporations
◇⃞ Payment and Settlement Trends in 2014
◇⃞ Price Trends in 2014 and Price Change Factors
June 2015
◇⃞ Current Economic and Financial Developments
◇⃞ Analysis of Effects of Global Factors on Domestic Inflation
◇⃞ Flow of Funds during 2014(Preliminary)
September 2015
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March 2016

Current Economic and Financial Developments
Estimation of Quality of Employment and Analysis of Its Impact on Labor Productivity
Financial Stability Overview
Payment and Settlement Trends in 2015
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