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Should Korean economy be similar to long term
slowdown of Japan economy?

As real GDP growth rate and inflation rate in Korea have been
decreasing for last four to five years, the concern of Korean economy’s
being long term sluggish like Japan’s lost decades has been emerged.
We reviewed literature on Japan’s lost decades and listed up a several
key factors. The recent literature has suggested that household and
non-financial companies debt adjustment could be a major reason why
it has been taking so long for Japan economy to recover.

Several similarities including aging population, low growth rate of
productivity, sluggish domestic demand, portion of manufacture and
service industry suggest that Korea economy could be on the similar
track of long term economy slowdown as Japan has been suffering. In
addition, we found empirical evidence such that household and non
financial companies debt adjustment could lower Korea real GDP
growth rate and inflation rate for a long time.

The results suggest that household and non financial companies’
debt management based on their financial solvency should be
important for Korea economy not to be in similar situation as Japan. If
debt adjustment and economy’s slowdown should be inevitable,
government’s fiscal policy would be a key policy tool to boost up
economy according to Japan’s lesson learned. However, due to aging
population’s huge demand for social security, government’s fiscal
soundness might be harmed. In order to keep government’s fiscal

soundness, the role of insurance industry should be important.
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(GDPTiH]) | st= -8.9 8.1 -3.0 -15.4
ESERTR a2 -3.7 -3.0 3.6 -11.4
(GDPTR]) | 3=t 23 2.5 4.9 0.9
654 o] Ak K 13.8 12.0 24.1 9.1
QAH[E (%) | 3= 6.4 5.9 11.3 3.9
ZAjolL/ SIRCE 1.0 1.0 1.4 0.8
AARJF%) | 3k 1.4 1.5 2.3 0.9




3. X2 AHMFH KB 2 HF

o 1980~ | 1986~ | 1991~ | 1996~ | 2001~ | 2006~
= 1985 1990 1995 2000 2005 2012
o %1% 4.1 5.0 1.4 0.9 1.2 0.5
= 7.2 10.5 7.9 5.4 4.5 3.6

CPLasE Cj’:_‘lé 3.6 1.4 1.4 0.3 0.5 0.1
3= 10.9 5.4 6.2 4.0 3.4 3.1

s AHE | 2350 144.8 113.7 116.4 116.2 96.9

h Skt 7455 | 7627 | 7784 | 1095.0 | 1180.6 | 1093.6

o 7kan] |[YE| 548 53.6 54.1 56.2 57.6 59.1
(GDPE]) | gh=t| 598 51.0 51.5 53.0 54.8 53.8
2R (LB 296 30.5 29.8 26.5 228 21.3
J(GDPHH]) | gh=-| 289 30.7 36.3 31.8 29.0 28.3
Ast=z | ¥ 126 9.3 8.3 9.3 10.7 13.6
(GDPTHH]) |t 27.8 28.9 23.0 30.1 31,7 435
Askze]l [ YE| 105 6.0 5.4 6.8 8.5 12.8
(GDPH{H]) | gh=r|  31.2 25.7 23.3 26.4 28.1 40.3
A=A | LR 3.7 2.8 2.5 2.4 3.1 3.1
(GDPHH]) | gk=| 35 5.3 1.1 25 2.7 2.5
Sz ‘_’é% 5.6 3.7 2.4 0.4 0.0 0.2
Elen - - - 5.0 3.8 3.3

) YE 7.6 5.0 3.7 0.8 0.2 0.5
A 3=t - 13.4 13.7 10.5 5.4 4.8
AR | L' 9.7 9.7 8.9 5.8 2.4 4.2
(GDPTE]) | gt 6.2 9.5 9.4 9.2 2.3 5.6
7l | dE 5.4 7.2 4.8 2.3 5.7 3.8
(GDPHE]) | gh=t| 117 9.0 | -13.3 9.0 4.3 -6.6
HRegy 4| 34 1.2 -1.1 -6.6 -6.5 -5.1
(GDPTH]) | gt 0.4 3.3 2.3 3.1 3.3 2.1
65A ol | E= 9.1 9.7 12,0 13.1 17.3 19.9
AHF (%) | Bk 3.9 45 5.2 6.2 7.7 10.1
Za017)  |QE 1.3 1.1 1.0 1.0 0.9 0.8
AARJDF %) | at= 2.1 1.6 1.6 1.4 1.1 1.0
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4. X2 HNFH XEO| J|7Hy BEWA}

— 1980~ | 1986~ | 1991~ | 1996~ | 2001~ | 2006~
= 1985 1990 1995 2000 2005 2012
AqH | 128 1.63 1.22 1.93 0.89 3.26

GDPARE |-
S| 4.83 2.38 1.73 6.45 1.63 2.13
qu | 232 1.26 1.28 1.01 0.38 0.87

CPI}sE [2
k| 11.33 2.54 1.90 2.57 0.56 0.95
N A 9.99 14.84 16.81 9.56 7.25 16.00
= S| 9340 | 86,61 | 28.70 | 227.74 | 103.66 | 118.91
ozban] [ YE| 0.69 0.61 1.25 0.75 0.27 1.31
(GDPHE]) | gh=t| 2,69 1.55 0.74 1.64 1.64 0.80
ZUAAEY |[YE| 188 2,02 1.87 1.75 0.83 1.50
J(GDPHH]) | gH=| 1,53 3.39 1.07 3.54 0.31 0.91
Aotz [YE| 048 0.52 0.43 0.48 1.29 1.63
(GDPTHH]) |t 1.11 3.58 0.75 5.44 2.91 5.88
Asp2mel | LE| 119 0.61 0.48 0.41 1.18 1.64
(GDPE]) | gh=t| 2,99 1.20 1.30 1.83 1.99 6.03
AxFz] | Y= - 1.07 0.50 0.61 0.65 1.27
(GDPHH])  |gt=| 291 4.60 1.37 5.28 1.42 1.26
Sz AE | 0.89 1.50 1.54 0.22 0.00 0.15
Elen - - - 0.35 0.37 1.08
. SR 1.09 1.27 1.75 0.35 0.06 0.35
A 3=t - 1.52 1,99 1.87 1.05 0.81
ZpARA | ¥ 0.57 1.71 1.73 1.69 1,04 0.91
(GDPTH]) |1 1.15 1.10 0.16 4.43 1.85 1.29
7198 | Y| 1.00 1.33 3.24 3.26 2,57 1.94
(GDPHH]) |3t 2.40 4,08 1.16 4,44 1.06 1.89
Aaazgy (48| 146 1.17 2.94 3.02 1.85 3.44
(GDPHH])  |&t=|  0.74 1.22 0.93 1.33 1.65 1.74
65A olAF | YE | 0.00 1.32 0.00 2.36 0.00 3.20
QIHIF (%) |3kt 0.19 0.29 0.42 0.63 0.87 1.08
ZA0l7/ | YE| 0.06 0.06 0.01 0.01 0.03 0.01
AA D) |3t 0.29 0.03 0.03 0.08 0.10 0.03




I: VARRY FAu}

7L CRi2, SEE A8zt
A ES 27MESEC A TR 71dEA Y] SEA FF= 2
S0

Ast7] 98l HERL7] 3] (Vector Autoregressive Regression) W&

2 AFolA = v 22 AREA R W E A7 8] LG (VAR) S 4 2J8kaL Qi

Y — Alytfl+A2yt72+'"+Apyt7p+ut

AZIA y, = (Yo, = Y Yo )= A KA WA G2 o] R0
HEolth, & AtoA = AEGDPE7Fa(Algdp), GDPYEHoE F7ka(A
lgdpdef), At7Fs¢l+ 191 7HAI R 9] F7H&(Ahdebtpop), GDPHH] 7] 4
23 2748 (Abdebigdp) 2 T4 Eo]gITh, WE A7) 81724 o] A Tu]Es

£ 2ol x5 Sl o714 1980 LU, 19981 IMFEIEES]
71,2008 22Y F§Y71E gu|HsR £3H519 )

ol

Ay, =0, + Bt + Ty, 4+ Z'Yj Aytfj +

j=1



AT ARAEE J12eke A0 ek, 71 4R 39 swel

A FEALE 7175k A0 e L x] W45 19 o450l A 7
z o

(R2 = I-1) ADF ¥z

B MY AIxH HES AR i
1% 5% 10%
Algdp e 0 -5.60 -4.15 -3.50 -3.18
Algdpdef A A 4 -5.84 415 | -3.50 -3.18
Ahdebtpop | A& A 2 -4.29 4,15 | -3.50 -3.18
Abdebtgdp | A FA] 2 4,22 415 | -3.50 -3.18

F: e Eery

)
©

A, & “whelto] EAjg 9.

VARE RS 24317] 913 AlRS A Est7] 918l AIC, HQ, SC 2] AR 7]%
® R (Information Criteria Method) ¥} o] & @ 2F % (Final Prediction Error)£&r 4]
B3t ) ARE 382 AEsto] £A4% A3 o] 74A] B B ARF 1S
AlAISEAL QlE 5D
olfel A4 Autol A Uehd ukel o] AAIEAE, GDPUEH|OlE d5E
=7MEsE), Ai7Fe T 119 7HAIRA S7He, GDPHRH] 7|45 S7H
TR FAE AR 1Y HE A7)l AR A AE A9l Ao ® vEbTh

—~

L}, HEXP|SHEYE FHA0

H4=9] A (Ordering)= A7 Fa Q1+ 1919 7HAIFA 5-7He-(dhdebtpop),
GDPEH] 719153} Z7H&(dbdebigdp), AAGDPZ 7+ (dlgdp), GDPE Z ¥ o]

S1) AYAAE 6RE 3714 Ausle] BAaiizE] o) Al 6ol A 3744 sC, FPER
¥ BE AR 18 AN gl



B Z7h&(digdpdef) = 91Tk, B ATl A1 2] TS AATHSIT 1915 714
52 F748T 719RA F7HEe] AEAA WAL dge BAshs R,
AZHSIT F7HEo] A 02 AYE T o2 F3) WAHS AT 191 7
ARR F7hgo] GRS WL, olSo] AAGDPY BIMIS B G T
Aoz AT A4 T AR 19 WE 47131712 VAR
AT U] N FH o] mE BAHOE GOt 2O Uehyth. Teln
VAR(1)9] AlZ=a& o] 11-6-7L0] (0.888, 0.442, 0.304, 0.137) & W% 12T} 2He
205 L VAR B o] Qg el 202 hehgtet,

(22 H I1-2) VAR(1) =XZ1K1)

2= | z3x | mrRext | SR | poaele
Z221 2 dhdebtpop A5 Q1T 1919 7HA| R4 2718
digdp(-1) 0,749 0,472 1,590 0.122
digdpdef(-1) 0.538 0.280 1.920 0.064
dhdebtpop(-1) 0.156 0.176 0.998 0.326
dbdebtgdp(-1) 0.613 0.342 1,794 0.082
9319]7] ¢n -0.205 0.080 -2.553 0.016
289]7] gn) -0.140 0,086 -1.635 0.112
$9l43 gl 0,066 0.103 0.637 0.529
Ap2=3) 0.074 0.038 1.945 0.061

ZAE AAA S 0,442
F-EAX]: 5.452, A9 I (7,32), p-value: 00003

52) AAGDPE7HE, GDPYZA|0lE] 571, AATHs AT 1918 7HASA 5714, GDp
gl QA F7ge] AR B Auks A
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(E2 H I-3) VAR(1) FHZH2)
Er | x| BEeat | S p—value
221 2= dbdebtgdp GDPTH] 7] 53] 2718
digdp(-1) 0,032 0,241 0.134 0,894
digdpdef(-1) -0.044 0.143 -0.317 0.758
dhdebtpop(-1) 0.160 0.090 1.776 0.085
dbdebtgdp(-1) -0.200 0.175 -1.143 0.262
21Ek¢)7] gu) 0.095 0,041 2.310 0.027
25917] gu| 0.166 0.043 3.786 0.001
9943 0.133 0.053 2,519 0.017
AF=g) -0.036 0.019 -1.864 0.072
2% ARA S 0.347
F-£A|2]: 3,964, A-4-I= (7,32), p-value: 00032
(85 H -4 VAR(1) FEZIK3)
= 23z | BEeat | =7 p—value
F&Ha digdp A4S E
digdp(-1) 0.324 0.146 2.210 0.034
digdpdef(-1) 0.199 0.087 2.284 0.029
dhdebtpop(-1) -0.085 0.055 -1.553 0.130
dbdebtgdp(-1) 0,118 0,106 1.111 0.275
Q)] 7] Hn] -0.083 0.025 -3.361 0.002
28917] gu| -0.069 0.027 2,586 0.015
P Re ) -0.115 0.032 -3.569 0.001
Ay4eg) 0.057 0.012 4.886 0.0001

275 A 0.465
E-EAA: 5.

839, A1 (7,32), p-value: 0,0002




v

(F2 # -5 VAR(1) FZZ1H4)
e | Zmxl | EZOX | tEAR | pvale
S5 digdpdel 271458
dlgdp(-1) 0.783 0.154 5,074 (0.0001
dlgdpdef(-1) 0.863 0.092 9,422 (0.0001
dhdebtpop(-1) 0,169 0.058 2,950 0,006
dbdebigdp(-1) 0.337 0.112 3.016 0.005
9181917] c ] 0,031 0.026 1,186 0.244
2917] o] 0,029 0.028 1,034 0.309
PpEg=k 0.079 0.034 2,346 0.026
At 0,017 0.012 1,384 0156

Z A= AAA 40,825
F-EA2]: 27.27, A% (7,32), p-value: € 0,0001

VAR(1) 25 9] zbxpgle] tigh 24714 522 (Portmanteau Test) Z74 %
7hol o] A S AT ] 61.369% AL 480f|A] p-value 0.078% UHEFRITE
w2 E (Asymptotic) A7/ A5 AT} 7ho| o] A ATl 57.417
& At 48904 p-value 0.165=% UEbgtth wheps] ARt ol A]nt 7-7Fd ¢l
AR} 671R] 7R ol A A EA 7 d o] EASHA et E 714 o gle A
O 2 Vel ERF AT ARCH A4 i} 7ho] 27| o] FA| -2 184.45, A
= 20002 pvalues= 0.777%2 YERY AF7HE “ e 218}o] F-EAKhomoskedasticity)
£ UL E THIe Fleke 5 gl 9Ag] I ol AR S Ak
i EES UE)E A58 A B AREATE 8754, A6 8,
p-value 030342 el 7S 7143 5= gloh, @ x1gke] SEA g A

BB AHT AT 7 S ) 2Ao] HIA AOR ved, of

P

2yo) A ATtol] oJshl 24T VAR() BHL o Zo] At Aoz weld),
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