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ABSTRACT

This study stems from a question, “How should we understand the pattern of the Korean
economy after the 1990s?” Among various analytic methods applicable, this study chooses a
Structural Vector Autoregression (SVAR) with long-run restrictions, identifies diverse
impacts that gave rise to the current status of the Korean economy, and differentiates
relative contributions of those impacts. To that end, SVAR is applied to four economic
models; Blanchard and Quah (1989)’s 2-variable model, its 3-variable extensions, and the
two other New Keynesian type linear models modified from Stock and Watson (2002).
Especially, the latter two models are devised to reflect the recent transitions in the
determination of foreign exchange rate (from a fixed rate regime to a flexible rate one) as
well as the monetary policy rule (from aggregate targeting to inflation targeting).

When organizing the assumed results in the form of impulse response and forecasting
error variance decomposition, two common denominators are found as follows.

First, changes in the rate of economic growth are mainly attributable to the impact on
productivity, and such trend has grown strong since the 2000s, which indicates that Korea’s
economic growth since the 2000s has been closely associated with its potential growth rate.

Second, the magnitude or consistency of impact responses tends to have subsided since
the 2000s. Given Korea’s high dependence on trade, it is possible that low interest rates,
low inflation, steady growth, and the economic emergence of China as a world player have
helped secure capital and demand for export and import, which therefore might reduced the
impact of each sector on overall economic status.

Despite the fact that a diverse mixture of models and impacts has been used for analysis,
always two common findings are observed in the result. Therefore, it can be concluded that
the decreased rate of economic growth of Korea since 2000 appears to be on the same track
as the decrease in Korea’s potential growth rate.

The contents of this paper are constructed as follows: The second section observes the
recent trend of the economic development of Korea and related Korean articles, which might
help in clearly defining the scope and analytic methodology of this study. The third section
provides an analysis model to be used in this study, which is Structural VAR as mentioned
above. Variables used, estimation equations, and identification conditions of impacts are
explained. The fourth section reports estimation results derived by the previously introduced
model, and the fifth section concludes.
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{Table 1> Averages and Standard Deviations of Real GDP Growth Rate

(1971 1Q~2007 2Q)
(Year-on-Year % Change)

1971~1979 1980~1989 1990~1999 2000~2007.2/4 Total
Average 8.1 7.4 6.0 5.0 6.7
S.D. 34 3.8 4.8 2.1 39
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[Figure 1] Trends of Real GDP Growth Rate (with or without Treatment of Seasonality)

15 (Year-on-Year % Change, Yearly Growth Rate, %)
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{Table 2> Unit Root Test Results (DF—GLS)

T?SIF_SEE?;C 1% level 5% level 10% level

Ay, -2.661 -2.581 -1.943 -1.615

m,(GDP deflator) -2.712 -2.581 -1.943 -1.615

Ae,(WKOR/$US) -6.068 -2.599 -1.946 -1.614

U, 2.659 -2.581 -1.943 -1.615

{Table 3> Lag Order Selection Criteria for B—Q Model

Variables LR FPE AIC HQIC SBIC

(Ay,, U) 78 33 76 76 76

(Ayy, m, Uy) 79 22 38 38 38

Notes: 1) The covered period is 1970.1g~2007.2q.

2) LR is likelihood ratio test, FPE is final prediction error, AIC is Akaike's information criterion, HQIC
is Hannan and Quinn information criterion, and SBIC is Schwartz Bayesian information criterion.

(Table 4> Lag Order Selection Criteria for S—W Model

Periods Variables LR FPE AIC HQIC SBIC
2000. 1/4~2007. 2/4 | (Ay,, Ney, ) 35 2 60 60 60
1991. 1/4~1997. 3/4 (Ayy, ™) 48 12 36 36 36
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[Figure 2] Impulse Response of the 2—variable B—Q Model (1970. 1/4~2007. 2/4)
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[Figure 3] Forecast Error Variance Decomposition of the 2—variable B—Q Model
(1970. 1/4~2007. 2/4)
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[Figure 4] Impulse Response of the 3—variable B—Q Model (1970. 1/4~2007. 2/4)
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[Figure 5] Forecast Error Variance Decomposition of the 2—variable B—Q Model
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[Figure 6] Impulse Responses (2000. 1/4~2007. 2/4)
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[Figure 7] Forecast Error Variance Decomposition (2000. 1/4~2007. 2/4)
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[Figure 8] Impulse Responses (1988. 1/4~1997. 3/4)
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[Figure 9] Forecast Error Variance Decomposition (1988. 1/4~1997. 3/4)
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