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Figure 1. The Unemployment Rates in Korea and the U.S. Before and After the Pandemic

Note: Unemployment rate = Unemployed / Labor MNote: Unemployment rate = (Unemployed, including
force x 100; Adjusted unemployment rate= temporarily laid off) / Labor force x 100
(Unemployed + Temporarily laid off) / Labor force

% 100 Source: U.S. Bureau of Labor Statistics (BLS),

Current Population Survey.
Source. Statistics Korea, Labor Force Survey,
Author's calculation.



98 KDI Journal of Economic Policy NOVEMBER 2024

United States Korea
e} 2F o]
8t
= 15
(=X o
56t S
¢}) @
o ° 8 17
%l £ 3 °
% % 0.5
o (e] et
E 2F (o] £
5] @ 0
c =
5 Q& M0
o) 05
o
-10 -8 -6 -4 -2 0 2 -5 -4 -3 -2 -1 0 1 2
Qutput gap Output gap

Figure 2. The Relationship Between the Output Gap and the Unemployment Rate Gap in
the U.S. and Korea.

Note: The estimation of gap variables (i.e., real GDP growth rate) and the trend of the unemployment
rate was performed using the Hodrick-Prescott filter.

Source: Statistics Korea, U.S. Bureau of Labor Statistics (BLS), Author's calculation.
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Figure 3. The Relationship Between the Output Gap? in the U.S. and Korea and the Job
Vacancy Rate?.

Note: 1) The estimation of the output gap (i.e., real GDP growth rate) trend was performed using
the Hodrick-Prescott filter; 2) Job vacancy rate = (Number of vacancies / (Number of wage workers +
Number of vacancies)) x 100.

Source. Statistics Korea; Ministry of Employment and Labor; U.S. Bureau of Labor Statistics (BLS),
Author's calculation.
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Figure 4. The Impulse Response Function of a Two-Variable Time-Varying Coefficient
VAR Model for Inflation After a Shock to the Job Vacancy Rate in the U.S.

Note: In each figure, the solid line and shading represent the median of the posterior distribution
and the [16%, 84%] error band estimates.

(Unit: %)
Impact 1 month
10
151
5L 10
56
0
I . . . . . . 0r T T T T T T
2010 2012 2014 2016 2018 2020 2022 2010 2012 2014 2016 2018 2020 2022
2 months 3 months
51
8,
6l
4M 0 — S N——— |
2_
0\ L L L L L L 5t L L L L i L
2010 2012 2014 2016 2018 2020 2022 2010 2012 2014 2016 2018 2020 2022

Figure 5. The Impulse Response Function of a Two-Variable Time-Varying Coefficient
VAR Model for Inflation After a Shock to the Job Vacancy Rate in Korea

Note: In each figure, the solid line and shading represent the median of the posterior distribution
and the [16%, 84%] error band estimates.
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Figure 6. The Relationship Between the Job Vacancy RateV in Korea and Inflation? from
2009 to 2018 Compared to 2019 to 2023

Note: 1) Job vacancy rate = (Number of vacancies/(Number of wage workers + Number of vacancies))
x 100; 2) Year-on-year change rate of the consumer price index.

Source: Ministry of Employment and Labor; U.S. Bureau of Labor Statistics (BLS), Author's calculation.
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Figure 7. The Impulse Response Function of a Four-Variable Time-Varying Coefficient
VAR Model for Inflation Following a Shock to the Job Vacancy Rate in the U.S.

Note: In each figure, the solid line and shading represent the median of the posterior distribution
and the [16%, 84%] error band estimates.
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Figure 8. The Impulse Response Function of a Four-Variable Time-Varying Coefficient
VAR Model for Inflation Following a Shock to the Job Vacancy Rate in Korea

Note: In each figure, the solid line and shading represent the median of the posterior distribution
and the [16%, 84%] error band estimates.
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Figure 9. The Impulse Response Function of Inflation in Response to a Shock in the Job
Vacancy Rate, Analyzed Across Different Inflation Regime Phases, Using a Four-Variable

Fixed-Coefficient VAR Model for Korea

Note. In each figure, the solid line and dashed line represent the median of the posterior distribution
and the [16%, 84%] error band estimates.
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Figure 10. The Impulse Response Function of a Three-Variable Recursive VAR Model
for Identifying Monetary Policy Shocks in Korea

Note: In each figure, the solid line and shading represent the median of the posterior distribution
and the [16%, 84%] error band estimates.
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Figure 11. The Impulse Response Function of a Four-Variable Sign-Restricted VAR Model
for Identifying Monetary Policy Shocks in Korea

Note: In each figure, the solid line and shading represent the median of the posterior distribution
and the [16%, 84%] error band estimates.

OFﬂ
o
o
i
o

2 ofslo] BalYH F2L AEatth FAHOR 715 e
2 5% 71 EFUE ASAYE A CPIgH BAEE Fadlvle FHA0R Ao
CIFAE S Aok A9 - DA A 3 . olef e Aoz

<2 Mo IE=1
Y Bp 240 AFREDY E1 5x47ﬂ4 B2 E&dlo] FANSISS AR



110 KDI Journal of Economic Policy NOVEMBER 2024

A9l 2,<_01z] VAR 239 X]'X}?} u, S APHI(linear transformation)st® o]e}
22 A S FA9 AALEE €= 5 UTh ot BEAHH T4 AIEAE 7
Ut 712329 3 Ve Y Figure 129 Z2th sld AlEAL EA AFH0] ojHgt 9
A B SARIFA /A0l o= Hro] Arg UAAE UEtdl=d, A4
Aok 9 RoAoF By BT F4 A|EAL FHo] ANAHC R V|Ege HEY Wy &
Aot HES e A& S0] 20109 S5 o|%9] F214457] ¥ 202049 AF9] =

=
ZRlstrol A B3ty 4 4 Adart F2 247 FHT 20 @S e A ¢
& vk E3 IEH ol AS50& QIgh 20224 ©]F9 FAT FE U7l F HHE
o7 AHE 34 AEA BE giREE F(+H9 g yvehdch oyt 7%‘ NE & 33
Al 7He] ABAGE 0,488 B4 54 27 AY urAo) whet Al B3 224 A
F27h o FEHd 5 Qe AeZ Helth

(Unit: %)

Policy interest rate

| | | | 1
2010 2012 2014 2016 2018 2020 2022

Monetary policy shock sequence: Recursive

JIY TSP VYN U DU Y
~ N U V\/V VV Vv VVV uvvvvvv VVWVUVVV\V

Median [16%, 84%]
40 I | I | | I .

2010 2012 2014 2016 2018 2020 2022

Monetary policy shock sequence: Sigh restrictions
T T T T T T

I\AAAM/\I\/\‘“ A M, A A Aa pn A.\m A/\A/\A A/\A AT A'/\’\7
V\/"VLJUV RARA Y VVV\/ V-'"V vavv 'vvv\!vuv\/v AWy

o

4 |
2010 2012 2014 2016 2018 2020 2022

Figure 12. The Policy Interest Rate and Identified Monetary Policy Shocks in Korea

Note: In the two figures below, the solid line and shading represent the median of the posterior
distribution and the [16%, 84%] error band estimates.
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Figure 13. The Impulse Response Function of a Linear Model Using the Local Projection Method
in Response to Monetary Policy Shocks, Analyzed with a Recursive VAR Model for Korea

Note: In each figure, the solid line and shading represent point estimates and the 95% confidence

intervals.
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Figure 14. The Impulse Response Function of a Linear Model Using the Local Projection Method
in Response to Monetary Policy Shocks, Analyzed with a Sign-Restricted VAR Model for Korea

Note: In each figure, the solid line and shading represent point estimates and the 95% confidence

intervals.
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Figure 15. The Identified Recession Periods in Korea Based on OECD Data

Note: In each figure, the shaded areas indicate recession periods as defined by the OECD.
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Figure 16. The Impulse Response Function of a Nonlinear Model Using the Local
Projection Method in Response to Monetary Policy Shocks Identified by a Recursive Ordering,
Analyzed Separately for Expansionary and Recessionary Periods in Korea

Note: 1) In each figure, the dotted line and shading represent point estimates and 95% confidence
intervals for the linear model; 2) In each figure, the dashed line and solid line represent point
estimates and 95% confidence intervals for expansionary and recessionary periods, respectively.
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Figure 17. The Impulse Response Function of a Nonlinear Model Using the Local
Projection Method in Response to Monetary Policy Shocks Identified by Sign Restrictions,
Analyzed Separately for Expansionary and Recessionary Periods in Korea

Note: 1) In each figure, the dotted line and shading represent point estimates and 95% confidence
intervals for the linear model; 2) In each figure, the dashed line and solid line represent point
estimates and 95% confidence intervals for expansionary and recessionary periods, respectively.
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(Unit: %)
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Figure 18. The Impulse Response Function of a Nonlinear Model Using the Local
Projection Method in Response to Monetary Policy Shocks Identified by a Recursive Ordering,
Analyzed Separately for Periods Before and After the COVID-19 Pandemic in Korea.

Note: 1) In each figure, the dotted line and shading represent point estimates and 95% confidence
intervals for the linear model; 2) In each figure, the dashed line and solid line represent point
estimates and 95% confidence intervals for periods before and after COVID-19, respectively.
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Figure 19. The Impulse Response Function of a Nonlinear Model Using the Local
Projection method in Response to Monetary Policy Shocks Identified by Sign Restrictions,
Analyzed Separately for Periods Before and After the COVID-19 Pandemic in Korea.

Note: 1) In each figure, the dotted line and shading represent point estimates and 95% confidence
intervals for the linear model: 2) In each figure, the dashed line and solid line represent point
estimates and 95% confidence intervals for periods before and after COVID-19, respectively.
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1=}
L

1. A AEFYS 0]83 TVC-VAR g9 4

HE20] B oAt B 719 BAYA ZFQ TVC-VAR 2F9] 24 tjgt AA|5k A

(1gA: AAERL 44) "@Eoax BT A7, 079 RS FE Vo 2

)

(hyperparameter)l @, W, So| Wgt AFAEZ(prior distribution)& A74.
Primiceri(2005) & AFPALE FXslo] 2HS: Q, W, S AHHEEZE E‘tﬁ o] — QAF
E(inverse-Wishart) #X& w20 UMz X590 27|13 B, «a, log O’O AEE
£ 9EHY 7MY, 1 2 B, «, log 09 AA| AHAES (Q, W, S#E 2URE) 4
TEEZE AREEZE 7HXA

QEA: A MEYS o83 AATRE £5) FHESY] 2UR APLEERE AR
Fog Qust F A7 WE|(Kalman filter) ¥ H¥SHsmoothing)E
AR BE2HE RS 35 ZF H49] 2R AFEREE I (conditional

H APAR O] HlolE Z9t 7|e Eygls 2URE vEgst
o X*‘FF—'?'—E E= g -SAE BEE &F VRS €4 ol o 22 S AA
AIFERZZRE RESFS

B AT 07 v 2713HS 4AF H, 71 — Z(Carter-Kohn) ¢18&S o] &
sto] A Y BTo AR AZERE @, ®F 291 B3t § AU JEE H 8

pBINY, AT, QT V) =p(BJY", A7, QTV)HpB|B,H,YfA 2TV

@ : Kalman filter =

® : backward recursion

@®: A - Z7ra ol A9t YEIS &xpHos AeiM AR ASRR B Y, A7, 07,
V~NBpp Ppr)Q Bd Bpp 2 B4 Py 73 5 5 EX2RE BE B2 35
®: @A 9L B,& EE AT HE3KKalman smoothing)E ¢= 7—1,
T_27'” 10“ EH‘SH }\i]- Z(j.g. Oq —72—71:1 A]-:(;)—"E"‘E BtlBt+l’ Yt7 A T, QT, V -~
N(Bt|t+1a t|t+1)"] ;F'L Bt\t+1 gl T']f]?ﬂ' Pt\t+1% ?"(:)__} “H % %El:nl"i—ﬂ —J‘E—"—% Bﬂt+1%

==
T=E.

mlo

VAHERL | 842 Ashs 240] Bix(parameter of parameter) 2 QJulE 71y,
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Figure Al. The Impulse Response Function of a Four-Variable Time-Varying Coefficient

VAR Model for Korea, Using the Unemployment Rate as a Labor Market Condition Variable

Note: In each figure, the solid line and shading represent the median of the posterior distribution

and the [16%, 84%] error band estimates.
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of a Four-Variable Time-Varying Coefficient

VAR Model for Korea, Analyzing the Response of the Job Vacancy Rate to a Shock in Inflation

Note: In each figure, the solid line and shading represent the median of the posterior distribution

and the [16%, 84%] error band estimates.
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Figure A3. The Impulse Response Function of a Four-Variable Time-Varying Coefficient
VAR Model for Korea, Comparing the Benchmark Model with a Model That Swaps the
Order of Expected Inflation

Note: 1) In each figure, the solid line and shading represent the median of the posterior
distribution and the [16%, 84%] error band estimates for the benchmark four-variable model; 2) In
each figure, the dotted line represents the median of the posterior distribution and the [16%, 84%]
error band estimates for the four-variable model that assumes the endogenous ordering of the

. — e 1 ’ . . .
variables as z, = [{,v,,m",m,]", with expected inflation treated as exogenous.
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Figure A4. The Rolling Window Impulse Response Function of Current Inflation in
Response to a Shock in the Job Vacancy Rate, Analyzed Using a Four-Variable
Fixed-Coefficient VAR Model for Korea

Note: In the figure, the solid line and dotted line represent the median of the posterior distribution
and the [16%, 84%] error band estimates.
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The changing relationship between labor market
conditions and inflation in Korea'

By Joonyoung Hur - Minsok Chae’

This paper examines the time-varying relationship between
the labor market, inflation, and monetary policy, particularly
in light of recent high inflation and a tight labor market,
with a focus on data from Korea. Analyzing data from
July 2009 to June 2023, we find that the impact of the
job vacancy rate — an indicator of labor market conditions
—on inflation has gradually increased over time. Furthermore,
the responsiveness of inflation to changes in labor market
conditions is found to be greater during periods of high
inflation compared to low inflation. Lastly, the influence
of monetary policy changes on the job vacancy rate is
particularly pronounced during recessionary periods and
after the COVID-19 pandemic. These findings suggest the
possibility of convexity in the relationship between the
labor market and inflation in Korea. In such a scenario,
raising interest rates during high inflation could lead to a
relatively larger decrease in inflation than in job vacancies,
which could create a favorable situation for monetary
policy management.
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