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ABSTRACT 

 

The Korean foreign exchange crisis of 1997 could have been avoided had the US 

Treasury not intervened for the interests of the global finance capital. After the crisis, 

global finance capital gained tremendously from investment in Korea, while Korean 

capital gained much less from investment abroad. In addition, Korea had to pay a large  

opportunity cost of holding more reserve assets. The difference in the rate of return 

between foreign investment in Korea and Korean investment abroad also increased 

drastically. The cost Korea incurred through international investment amounted to at 

least about 3.6 percent of GDP on average annually in the 16 years after the crisis. This 

does not represent a fair exchange of risk and return for Koreans, as they engaged in an 

asset fire sale and came to face a higher chance of another foreign exchange crisis. The 

labor market reform also raised the level of risk felt by Koreans. Furthermore, growth 

slowed down and inequality widened after the crisis.  

The Korean experience suggests that the new global financial architecture should 

address the fundamental unfairness to emerging market countries in how a foreign 

exchange crisis is dealt with.    
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1. INTRODUCTION 

 

The global financial crisis of 2008 has aroused renewed interest in the East Asian 

crisis of 1997. Indeed, the 1997 crisis may have been an underlying cause of the 2008 

crisis by laying the groundwork for global imbalances. More fundamentally, the 2008 

crisis has shed new light on the inherent instability of global finance capitalism. The 

East Asian crisis of 1997 served as a rehearsal of the 2008 crisis in revealing that 

instability (Krugman 2008: Chapter 4).  

  However, there is a major difference between the two crises. In 1997, the IMF 

demanded harsh policy measures from East Asian countries, including high interest 

rates and thoroughgoing structural reform. On the other hand, the United States (U.S.) 

responded to the 2008 crisis with expansionary monetary policy and provided what 

amounted to enormous subsidies to big American banks. Interestingly, some of the very 

same people in Washington who demanded those policy measures from East Asian 

countries in 1997 did the exact opposite domestically in 2008 (Stiglitz 2010).  

Of course, different conditions may account for the dissimilarity of responses. A high 

interest rate policy may have been inevitable for East Asian countries because of their 

“original sin” of having incurred debt in foreign currency. The International Monetary 

Fund (IMF), called in as the firefighter, had only limited resources. In contrast, for the 

U.S. in 2008, resources were virtually unlimited, and the IMF was not called in. 

However, there may be more fundamental reasons underlying the difference. Politics 

matters in all economic problems, but this is especially true in global finance. The 2008 

crisis has revealed that there exists an “oligarchy” (Johnson 2010), which may not differ 

much from the East Asian “cronyism” to which the IMF pointed as the cause of the 

1997 crisis. The IMF is “governed” by the U.S. Treasury, a main component of that 

“oligarchy.” Thus, one may legitimately ask what the IMF would have done even if it 

had been called in to fight the U.S. crisis in 2008. The IMF may be the oligarchy-

busting crusader only in relation to developing countries. This characteristic of the IMF 
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makes it a member of the “Wall Street-U.S. Treasury-IMF Complex” (henceforth “the 

Complex”), which has allies in the U.K. Treasury, City, and other global financial 

centers (Bhagwati 1998; Wade 1998).  

This raises questions about the nature of the East Asian crisis in 1997. What was the 

role of the Complex in that crisis? When the IMF was attacking “cronyism” in East Asia, 

was it not serving the interests of the “oligarchy” in advanced countries? If this is true, 

the consequences are most likely to be revealed in the gains from international 

investments. Global finance capital should have gained much from investment in the 

crisis-hit East Asian countries. Wade (1998: 1547), for example, predicted that the East 

Asian crisis in 1997 would result in “the biggest peacetime transfer of assets from 

domestic to foreign owners in the past 50 years anywhere in the world.” 

This interpretation of the nature of the crisis has important implications for the 

discussion of the new global financial architecture (henceforth “the NGFA”) that 

commenced after the onset of the current crisis. The discussion of the NGFA should take 

into account the nature and consequences of the East Asian crisis as well as the current 

crisis.  

There appears to be a paucity of studies addressing those issues. The nature of the 

1997 East Asian crisis remains controversial, and no study has examined the 

consequences of the crisis as revealed in international investment statistics. Very few 

studies have discussed the NGFA in the context of both the 1997 and 2008 crises.   

This paper will try to fill that gap, using evidence from South Korea (henceforth 

“Korea”). Korea, with the largest GDP and the best pre-crisis growth performance 

among the crisis-hit East Asian countries, was at the center of the controversy regarding 

the nature of the crisis. The size of the Korean economy also makes it the best candidate 

to explore consequences of the crisis as revealed in changes in international investment. 

Thus, Korea may serve as an important case from which to derive implications for 

building the NGFA.  

The rest of this paper proceeds as follows. Section 2 will examine the nature of the 
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Korean foreign exchange crisis in 1997, reconstructing existing evidence; Section 3 will 

discuss the relationship between the crisis and international investment; Section 4 will 

examine the consequences of the crisis as revealed in international investment statistics; 

Section 5 will examine the factors offsetting the consequences in international 

investment; and Section 6 will discuss the implications of the findings for the NGFA.  

 

 

2. THE NATURE OF THE CRISIS 

 

There had, indeed, been “cronyism” in Korea before the 1997 crisis, with chaebol 

(large Korean conglomerates), government bureaucracy, and politicians as its major 

players. It was a system that had congealed during the developmental period of the 

1960s and 1970s, and it had driven the country’s spectacular industrial performance. 

Whether this system was replete with moral hazard is questionable. The debt-equity 

ratio of Korean firms was not especially high, and their profitability was not especially 

low compared to other countries’ firms. The chaebol were not “too big to fail,” as 

alleged by the IMF and many observers at the time of the crisis. Chaebol bankruptcy 

was a common phenomenon: three out of the 30 largest chaebol went bankrupt in the 

1990s before 1997; in 1997, eight out of the 30 largest chaebol went bankrupt before the 

foreign exchange crisis erupted. In Korea, if firms go bankrupt, their ownership and 

control are liquidated (Eatwell and Taylor 2000: 48; Chang and Shin 2003: Chapter 2).  

However, this does not mean that the Korean economic system was without problems. 

Profitability was not particularly low, but interest rates were high. As a result, net 

profitability or returns on equity (ROE) consistently fell short of the average cost of 

borrowing. From 1987 to 1996 (that is, during the ten years preceding the crisis), the 

average ROE of manufacturing firms was 6.7 percent, while their average cost of 

borrowing was 12.2 percent, as shown in Appendix Table 1. Manufacturing firms, on 

average, were thus “destroying shareholder value.” This was also revealed by the fact 
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that the rate of return (ROR) on stock ownership was lower than that on bond ownership 

(Korea Development Institute 2007: 163-164). It also means that, as long as net profit is 

an uncertain income while the cost of borrowing is a sure obligation, Korean firms were 

on average “insolvent,” chronically producing non-performing loans for financial 

intermediaries. The survival of insolvent firms meant the existence of “soft budget 

constraints.” Poor corporate governance and soft budget constraints were more 

associated with chaebol-affiliated firms than with ordinary (non-chaebol affiliated) 

firms (Joh 2003).  

Underlying this poor corporate performance was the poor state of the financial sector, 

the legacy of the developmental state. In 1960s and 1970s, the financial sector was 

subjugated for the purpose of industrial development. Korea liberalized the financial 

sector starting in the 1980s, but banks were still under government control and, thus, 

were themselves under soft budget constraints. Non-banking financial intermediaries 

were affiliated with chaebol, which had no sense of imposing hard budget constraints on 

their affiliated firms. Prudential regulation, which was a necessity in efforts toward 

liberalization, was poor, as has been the case in most developing countries.  

However, these problems do not imply that the domestic economic structure was the 

cause of the foreign exchange crisis. Insolvency of Korean firms had been an old 

phenomenon, but the crisis only broke out in 1997. Malfunctioning economic structure 

and underlying cronyism are ubiquitous in emerging market countries (hereafter 

“EMCs”), but very few of those countries are hit by foreign exchange crises. The 

foreign exchange crisis broke out because of the exposure to short-term capital flows. 

Korea began its economic “miracle” with capital controls, which were the norm 

under the Bretton Woods system. When Korea embarked on capital market opening in 

the 1990s, Korea attempted to follow the rule of “sequencing”: liberalizing long-term 

capital flows before short-term capital inflows; liberalizing capital flows after 

developing the institutional grounds needed for liberalization. Officially, this position 

was not broken. The Korean government acquiesced to some of the pressure for capital 
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market liberalization from Washington, but it proceeded slowly, attempting to sequence 

the process correctly. In reality, however, from 1993 restrictions on some forms of 

short-term capital inflow were lifted as an “exception,” such as trade-related short-term 

financing for domestic firms and short-term foreign currency borrowing by domestic 

banks. This led to massive short-term borrowing by Korean banks, especially from 

Japanese banks, given the large discrepancy between domestic and foreign interest rates. 

The Korean foreign exchange crisis was precipitated as Japanese banks began to 

withdraw short-term lending in the summer of 1997 (King 2010; Willet et al. 2004).  

Several guesses can be ventured about why Japanese banks began to pull out. First, 

the acceleration of chaebol bankruptcies in 1997 may have suddenly awakened them to 

the insolvency of Korean banks. Second, the withdrawal may have been related to the 

contagion effect of the Southeast Asian financial crisis. Third, with the highest 

probability, the domestic financial crisis at home may have driven Japanese banks to 

withdraw capital from Korea (Kim and Rhee, 1998; Kang, 2005: Chapter 15).  

This distinction is not ultimately consequential, however, as the inability of Korean 

banks to pay back their short-term foreign borrowing was not the real cause of the 

foreign exchange crisis. Like most governments facing the possibility of a foreign 

exchange crisis, the Korean government guaranteed the payback of all foreign debt 

owed by the banks on August 25, 1997. Given that declaration, the Korean 

government’s ability to bail out the banks, rather than the insolvency of the banks itself, 

would be the critical factor in the outbreak of the foreign exchange crisis. Indeed, the 

foreign exchange crisis broke out because the Korean government was unable to bail 

out the banks.  

Some economists argue that this failure was due to an unsound fiscal situation: in 

spite of the country’s seemingly sound fiscal position prior to the crisis, official budget 

data in Korea did not reflect the true fiscal situation, as there were large hidden 

contingent liabilities (such as pension commitments) not captured in the official figures 

(Burnside et al., 2001; Corsetti and Mackowiak, 2005). A subsequent study found that, 
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while there was a discrepancy between the official consolidated budget deficits and the 

consolidated budget deficits incorporating all public funds and public enterprises, the 

discrepancy was not so distinct during the late 1980s and 1990s (Lee, Rhee, and Sung, 

2006).  

The problem with the Korean government’s situation was not an unsound long-run 

fiscal position but, rather, short-run illiquidity, or currency mismatch. The Korean 

government did not have enough foreign exchange reserve assets (henceforth “reserve 

assets”) to guarantee the payback of the short-term debt of the banks. How did Korean 

government come to have insufficient amount of reserve assets in relation to the short-

term foreign debt? Korean government did not know that short-term debt was swelling. 

It apparently held reserve assets according to the old “rule of thumb” with capital 

controls in place: an amount equivalent to three months’ payment in the current account.     

In summary, Korean firms and financial institutions were “insolvent” while the 

Korean government was “illiquid”; but it was the government illiquidity that 

precipitated the foreign exchange crisis. In the autumn of 1997, Korean government 

needed only about 20 billion dollars of reserve assets to meet the impending maturity of 

short-term foreign debt, but it did not have them (Lithan and Steil 2006: Chapter 5).  

However, the government’s illiquidity was not the real problem, either, because the 

Japanese government was willing to help Korea. According to the then-incumbent 

Minster of Finance and Economics and his deputy, the Korean government asked the 

Japanese government to conduct “administrative guidance” so that Japanese banks 

would not withdraw capital from Korea. The administrative guidance worked until the 

end of August 1997 (Kang 1999: Chapter 5; Kang 2005: Chapter 15). Japan then 

proposed the launch of the “Asian Monetary Fund (AMF)” to provide the needed 

liquidity to Korea and other East Asian countries in September. 

The launch of the AMF involved several problems, including its relationship with the 

IMF, regional leadership power dynamics in East Asia, and Japanese internal politics 

(Lee 2006). However, the U.S. Treasury’s vehement opposition was the overwhelming 
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obstacle, and this led to the final withdrawal of the proposal in November 1997 

(Blustein, 2001: Chapters 5-6; Lithan and Steil 2006: Chapter 5; Lee 2006). The idea of 

“administrative guidance” naturally died in the process.  

The main justification for U.S. opposition was the exclusion of the U.S. in Asia-

Pacific affairs. This included the short-run job of dealing with the impending crisis and 

the longer-run task of launching a new international organization. The exclusion from 

the latter activity is unlikely to have been critical, considering that the U.S. did not 

oppose the move to launch the AMF after the crisis. On the other hand, the U.S. 

adamantly opposed the exclusion from dealing with the impending crisis. This was 

evident in the U.S. attitude towards the bilateral provision of liquidity by other countries. 

In November, the Korean government made last-minute efforts to obtain liquidity from 

Japan before going to the IMF, but the Japanese government rejected, thinking that the 

bilateral provision of liquidity would anger the U.S. even more than the launch of the 

AMF (Lee 2006). 

The inclusion or exclusion of the U.S. had a tremendous implication to the ways to 

deal with the impending crisis. If the U.S. were excluded, the situation would – rightly – 

be dealt with as a liquidity crisis, and liquidity would be provided without severe 

conditionality; if the U.S. were included, the situation would be dealt with as a 

phenomenon emanating from a fundamental problem inherent in the Korean economic 

system that had to be corrected by imposing severe IMF conditionality. In other words, 

the inclusion or exclusion of the U.S. was a matter of whether Korea (and other East 

Asian countries) would be spared a foreign exchange crisis or not. 

The U.S. Treasury showed another strange behavior when Korea, with all other 

alternatives being blocked, went to the IMF. When some members of the IMF rescue 

team dispatched to Seoul showed skepticism, saying they were sent “just to serve the 

interest of the U.S.,” the U.S. Treasury dispatched its Undersecretary on International 

Affairs to Seoul in order to supervise them (Blustein, 2001: 143-145).  

The IMF provided the usual bailout package for Korea, but it failed to reverse capital 
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flow because liquidity would only be supplied after verifying that strict conditionality 

was implemented. Then, the U.S. organized a “bail-in” by persuading creditor banks to 

rollover short-term loans to Korea. Only the bail-in succeeded in staunching capital 

outflows. The bail-in was actually no more than “administrative guidance.” Whereas the 

U.S. had blocked the Japanese government from conducting administrative guidance, 

the U.S. itself did so eventually. Of course, there was a fundamental difference between 

the would-be bail-in by Japan and the actual bail-in by the U.S. In organizing the bail-in, 

the U.S. did not drop IMF conditionality, which would have been absent in the Japanese 

bail-in. The conditionality was composed of a high interest rate policy, radical structural 

adjustment, and, most importantly, the complete opening of capital markets.  

How can one explain the behavior of the U.S. Treasury? Some may discuss it simply 

in terms of “neoliberal” ideology. However, one may wonder whether there is a pure 

ideology unrelated to interests. If some interests are to be served, they are most likely 

the interests of global finance capital. Indeed, the term “Wall Street - Treasury - IMF 

Complex” implies an entity based on commonly held interests, as the term “Military-

Industry Complex” did. Even the term EMC is suggestive in this respect: it seems to 

denote the object of investment from which global finance capital can profit.  

Of course, the interests of the Complex may not be the sole determinant factor. The 

U.S. behavior may be constrained by, or combined with, broader political 

considerations. Korea is an illustrative case in this respect. Korea’s experience in 1997 

was very different from its experience in the past. Korea had faced possible foreign 

exchange crises several times before, from the 1960s to the early 1980s. In spite of strict 

capital controls, a chronic current account deficit drove Korea into such situations. 

Korea managed to avoid foreign exchange crises mainly because foreign investors 

expected that the U.S. would assume the role of the lender of last resort for Korea under 

the Cold War system of alliance (Eckert et al. 1990: 393; Cho 1998; Kang, 2005: 388). 

Even during the 1997 crisis, security considerations, which were still valid due to the 

anti-American sentiment of the Korean people, were raised by the State Department and 



10 

 

the Pentagon, and these allegedly softened the initial hardline stance of the Treasury 

(Steil and Lithan, 2006: Chapter 5; Eichengreen, 1999: 60). However, these 

considerations fell short of lifting IMF conditionality measures. 

The fundamental nature of the crisis, thus, was indeed a “political economy” 

phenomenon. The Complex drove Korea into a foreign exchange crisis that could have 

been spared, apparently to benefit itself. The ensuing questions are these: did the 

Complex achieve its goal? What did Korea gain or lose as a result?  

 

 

3. FOREIGN EXCHANGE CRISIS AND INTERNATIONAL INVESTMENT 

 

If the Complex achieved its goal, global finance capital should have drastically 

increased its gains from investment in Korea after the crisis. There are reasons to 

suppose that this is true.  

First, immediately after the crisis, there was a large “fire sale” of Korean assets to 

foreign investors. The IMF’s imposition of high interest rates and radical structural 

adjustment created a big financial distress. In 1998, the Korean economy contracted by 

6.9 percent, and more than 20,000 firms, including eight more chaebol, went bankrupt. 

Korean asset prices nosedived, while the exchange rate skyrocketed. This, together with 

the immediate capital market opening in full, provided the grounds for the fire sale to 

foreign investors. The prices of assets sold on a fire-sale basis rose as the economy 

recovered and the exchange rate fell subsequently.  

Another reason to expect large gains is that the IMF-mandated radical structural 

reform was expected to improve corporate governance and harden budget constraints.  

The reform did not go so far as to destroy the cronyism. Chaebol that survived the crisis 

rebuilt their system and expanded their ownership and control. The government 

bureaucracy saw its influence rather increase because of the government takeover of 

bankrupt financial institutions. In the process, the structure of cronyism was somewhat 
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modified, but not destroyed. Nevertheless, the structural reform had some impact. Firms  

became less willing to depend on borrowing. Banks came to be less under the direct 

control of the government. The consolidated Financial Supervisory Service was 

established to improve prudential regulation ability. More fundamentally, Korea after 

the crisis improved property rights, strengthened the rule of law, reduced corruption, 

and improved the quality of financial information. The increased weight of foreign 

capital itself had some positive effect in this regard. As a result, profitability came to 

exceed the average cost of borrowing. From 2002 to 2011, the average ROE of 

manufacturing firms was 12.0 percent, while their average cost of borrowing was 6.3 

percent (see Appendix Table 1). Though this change is mainly due to the fall of the cost 

of borrowing rather than the rise of operating profitability, Korean firms are no longer 

destroying shareholder value or chronically producing non-performing loans. Chaebol-

affiliated firms are now showing higher profitability than ordinary firms (Lee 2010). As 

a result, Korean stock prices have risen compared not only to the nadir of the crisis, but 

also to the pre-crisis period. 

Those gains by foreign investors are unlikely to be monolithic. Foreign investors who 

had invested in Korea before the crisis are likely to have lost money with the onset of 

the crisis. Some of them may have left Korea forever, and some of them may have 

returned to purchase the Korean assets on a fire-sale basis. Korea was also severely hit 

by the global financial crisis in 2008. Korean asset prices tumbled and the exchange rate 

soared, denting the value of foreigners’ assets in Korea. However, as the crisis began to 

recede in 2009, the situation was reversed and foreign capital returned to resume 

investment. Throughout this process, individual investors may have gained or lost, but 

the groundwork for overall gains was laid. Although the complexity of interests within 

the Complex makes it difficult to define the Complex as a homogenous entity, any 

interest group has the same problem. Here, we will focus on how much foreign 

investors as a whole gained from Korea as a result of the 1997 crisis. 

The gains are likely to take the form of capital gains as well as investment income 
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(dividends and interest). Capital gains by foreign investors will increase the “external 

wealth of nations” for their home countries (Lane and Milesi-Ferretti 2007). Capital 

gains from international investment are a substitute for current account surplus in 

increasing the external wealth of nations. This is the reason that the global imbalance in 

net foreign assets differs from that in the current account. For example, the large size of 

the U.S. current account deficit does not lead to an equivalent reduction in its net 

foreign assets (Hausmann and Sturzenegger 2006). Because people save to increase 

wealth, capital gains that increase external wealth are equivalent to an increase of saving, 

and thus, national income.  

It is thus most likely that global finance capital increased its gains from investment in 

Korea after the crisis, that is, the Complex achieved its goal. Then, what did Korea gain 

or lose? Ceteris paribus, foreign investors’ gains are Korea’s losses. Their investment 

income reduces Korean national income directly. Their capital gains increase Korea’s 

liabilities to foreigners, and because Korea needs saving to reduce those liabilities, 

foreign investors’ capital gains are equivalent to the reduction of Korean national 

income.  They will drive a wedge between Korea’s GDP and national income 

eventually.1  However, there may be some benefits offsetting these losses.  

First of all, Koreans may have gained from their own investment abroad. Korea had 

begun international investment before the crisis. After the crisis, while Korea was forced 

to open her capital market fully by the IMF, she was not prohibited from investing 

abroad. Koreans were free to invest in advanced countries whose capital markets were 

                                     

1 One may focus on the direct effect of capital gains on national income by examining 

the resale of the assets and remittance of the proceeds. Unfortunately, in the real practice 

of balance of payments accounting, the proceeds are not divided into the original 

investment and the capital gains thereupon, but the two are lumped together and then 

treated as capital outflow. It is thus impossible to know the direct effect of foreigner 

investors’ capital gains on national income. 
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generally open. Korea could also invest in some emerging market countries which kept, 

though often partially, their capital markets open.  

Thus, Korea’s cost incurred through international investment can be calculated as the 

difference in the gains (investment income and capital gains) between foreign 

investment in Korea and Korean investment abroad. Of course, Korea’s cost will be 

meaningful only when the difference comes from the difference in the “rate of return” 

(henceforth ROR) rather than the amount of investment. Moreover, even when the 

difference comes from the difference in the ROR, it may reflect the difference in the 

risk-bearing: foreign investors may have reaped higher ROR from investment in Korea 

than Koreans reaped from investment abroad because they bore higher risk. This may 

also have benefited Koreans by enabling them to share risk with foreign investors. The 

two groups may have done a mutually beneficial game of exchanging risk and return 

rather than a game unilaterally benefiting foreign investors.  

This was seemingly true in the fire sale immediately after the crisis. When foreign 

investors purchased the high-risk high-return Korean assets on fire sale, they helped 

Korea resolve the foreign exchange crisis. However, this is true on the assumption that 

the foreign exchange crisis was fait accompli. In fact, those fire sale assets were 

virtually “created” by the U.S. Treasury and IMF, the cronies of those foreign investors. 

The Complex created the risk for Koreans and then reduced it partially, so that the net 

effect should be an overall increase in the risk for Koreans. 

After the fire sale was over, there was now a room for a mutually beneficial exchange 

of risk and return in individual investments. However, it is now well-known that 

keeping capital markets open in EMCs involves collateral macroeconomic risk. The 

inflow of capital may lower exchange rates, resulting in a deterioration of the current 

account. Capital flows may then reverse suddenly and precipitate another foreign 

exchange crisis. Korea has tried to reduce that risk mainly by holding more reserve 



14 

 

assets.2  Before the crisis, Korea held reserve assets equivalent to three months’ 

payment in the current account according to the old rule of thumb. Sticking to that rule 

but opening short-term capital market from 1993 led to the foreign exchange crisis of 

1997. After the crisis, as the IMF forced Korea to open all capital markets rather than 

allowing to go back to the capital control, Korea had to accumulate reserve assets in 

excess of the “required” reserve assets under the capital control. The opportunity cost of 

holding those “excess” reserve assets for the EMCs is considerable (Rodrik 2006). 

Korea after the crisis is no exception.  

That opportunity cost will be a legitimate price (for reduced risk) if holding more 

reserve assets, while keeping capital markets open, lowers the possibility of another 

foreign exchange crisis compared to the pre-crisis situation (before 1993) where Korea 

held only the “required” reserve assets with capital control in place. Otherwise, holding 

more reserve assets while keeping capital markets open is basically the same as the case 

of fire sale: Korea pays the opportunity cost only to mitigate the risk imposed by the 

IMF.   

Furthermore, we have to examine another risk, which is not dealt with in the financial 

market. The IMF demanded labor market reform to facilitate the structural adjustment. 

This meant making it easier for firms to lay off workers. Structural adjustment, thus, 

most likely affected the level of risk or the sense of insecurity felt by Koreans via the 

labor market. The sense of insecurity could be mitigated if the labor market were 

immediately made sufficiently “flexible,” so that dismissed workers could be moved 

smoothly to new, and better, jobs. It would also be affected by the introduction of a 

                                     

2  Korea also made efforts to enhance the risk management ability of financial 

institutions and the prudential regulation ability of the financial authority. Though these 

efforts are also costly, they are indispensable even without capital market opening, and 

their cost is unlikely to be large compared to the cost of holding more reserve assets. We 

thus ignore that cost here.      
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sufficient social safety net to help tide over the hardship of moving to new jobs. Korea 

indeed tried to enhance labor market flexibility and strengthen the social safety net after 

the crisis. Furthermore, Koreans’ sense of insecurity will be reduced if more and better 

jobs are created after the crisis. The creation of jobs will depend, most of all, on the 

growth rate of the economy. Structural reform and capital market opening may lead to a 

higher growth rate of GDP by improving resource allocation.  

Growth rate of GDP is important in itself, aside from its relationship to job creation 

and the sense of insecurity. Improvement in resource allocation may also lead to the rise 

in the growth rate of productivity. The rise of Korean asset prices after the crisis may 

reflect the expectation that the growth rate of GDP or productivity will rise. If that is 

true, Koreans should also benefit from the rise of Korean asset prices from which 

foreign investors gain. Because Koreans still own much larger share of Korean assets 

than foreign investors, Koreans’ gains will far outweigh foreign investors’ gains. 

Korea’s cost incurred through international investment will be more than offset. We 

need thus to empirically verify whether the growth rate of GDP and productivity rose 

after the crisis. We also have to examine whether other performance of the economy, 

including, for example, income distribution, improved after the crisis. If the overall 

performance of the Korean economy indeed improved, the crisis may turn out a 

“blessing in disguise,” as asserted by Michel Camdessus in 1997 (Camdessus 1997), 

then Managing Director of the IMF. 

In summary, foreign investors’ gains from Korea can be calculated by adding capital 

gains to investment income; the cost that Korea incurred in international investment can 

then be calculated by adding the opportunity cost of holding reserve assets to the 

difference in gains between foreign investment in Korea and Korean investment abroad. 

This should be complemented by the calculation of RORs for foreign investment in 

Korea and Korean investment abroad. The cost and the difference in RORs should be 

weighed against whether Koreans came to face lower overall risk – that is, whether they 

came to feel less insecure – not only in financial market but also in labor market after 
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the crisis. We also have to examine whether the overall performance of the economy 

improved after the crisis.  

 

 

4. GAINS AND LOSSES FROM INTERNATIONAL INVESTMENT 

 

In this section, we calculate foreign investors’ gains from Korea, the cost Korea 

incurred in international investment, and RORs for foreign investment in Korea and 

Korean investment abroad. We can do this using two data sets compiled by the Bank of 

Korea: international investment position data and balance of payments data (both from 

http://ecos.bok.or.kr). International investment position data shows the state of the 

“external wealth of nations” by summarizing the amount of assets held abroad and 

liabilities to foreigners.  

International investment is classified into four categories: direct investment, portfolio 

investment, derivatives, and other investment. In the case of Korean investment abroad, 

reserve assets are classified separately, even though they are no more than portfolio 

investment assets held by the monetary authority. Among them, direct investment seems 

less relevant to our analysis than the other categories of investment. Gains from direct 

investment belong to the realm of global industrial capital rather than finance capital 

and, thus, are less likely to be a concern of the Complex. However, they are relevant for 

our analysis for two reasons.  

First, foreign direct investment, as well as portfolio investment, can be used as an 

instrument of short-term gain by finance capital. The acquisition of ownership of no 

more than 10 percent of voting shares is classified as direct investment. Even when 

share ownership is higher, finance capital can use direct investment for short-term gain. 

Indeed, this was true of the East Asian crisis, where foreign direct investment by 

collective funds (private equity funds, mutual funds, and hedge funds) became active. 

Collective funds took over control to carry out structural adjustment and quickly sold 
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the assets as soon as prices rose (Krugman 2000; Aquiar and Gopinath 2005).  

Second, the increase in gains by global industrial capital, as well as finance capital, is 

among the costs incurred by Korea due to the crisis. If gains occur in global industrial 

capital as a result of actions by the Complex, it may be no more than an “unintended 

consequence.” However, ceteris paribus, those gains increase Korea’s liabilities to 

foreigners, and thus are equivalent to the reduction of Korean national income.  

Table 1 presents the international investment position as of the end of each year from 

1994 to 2012, which are the first and last years for which data are available. Both 

foreign investment in Korea and Korean investment abroad increased over this time 

period. Korean investment abroad increased more rapidly than foreign investment in 

Korea, starting from a lower base. However, this did not reverse Korea’s net investment 

position: it was negative before the crisis, and it is still negative after the crisis. Thus, 

Korea had 61.0 (187.6 - 126.6) billion dollars of net foreign liabilities as of the end of 

1997, and Korea still had 103.0 (945.0 - 842.0) billion dollars of net foreign liabilities  

as of the end of 2012 even though Korea recorded 326.7 billion dollars of current 

account surplus from 1998 to 2012 (this can be calculated from Appendix Table 1). It is 

thus apparently clear that Korea paid a large cost after the crisis in the form of the 

difference in capital gains between foreign investment in Korea and Korean investment 

abroad.3 

 

                                     

3 The value of Korean assets held by foreigners in 2012 would have been much larger 

had foreign investors not resold a large amount of Korean assets after realizing capital 

gains. For example, the share of Korean stocks held by foreigners peaked at 42.1 

percent of market value in June 2004, but it fell to 32.5 percent in December 2012 

(http:// www.krx.co.kr). In other words, considering the figures in Table 1 and the 

current account surplus will underestimate the cost Korea incurred. More accurate 

amount of the cost will be calculated below.   
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[Table 1] 

 

Foreign investment in Korea comes mainly from advanced countries such as the U.S., 

E.U., and Japan. These countries account for 68.5 percent of the balance of total foreign 

investment in Korea, on average, during the ten years from 2002 to 2011, for which  

data by countries are available. It is impossible to know the composition of total Korean 

investment abroad because the composition of reserve assets is not published. If we 

exclude reserves assets, the U.S., E.U., and Japan account for 47.4 percent of the 

balance of Korean investment abroad on average from 2002 to 2011. Considering that 

most of the reserve assets are composed of liquid assets from advanced countries, such 

as U.S. Treasury Bills, and that reserve assets account for a large share of the total 

balance of Korean investment abroad (see Table 1), we can conclude that advanced 

countries also account for the larger share of Korean investment abroad. For Korea, 

international investment is thus mainly a relationship with advanced countries. In other 

words, the gains and losses from international investment are related to the interests of 

the Complex.4   

The amount of gains from international investment is composed of capital gains and 

investment income:  

 

(1) TGt = KGt + IYt.  

 

Here, TGt, KGt, and IYt denote total gains (the sum of capital gains and investment 

income), capital gains, and investment income, respectively.  

                                     
4 This is even more valid considering the fact that some foreign investment comes from 

tax havens located outside advanced countries but probably used mainly by their 

investors. International investment position data by countries can be obtained from 

http://ecos.bok.or.kr. 
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Capital gains during a particular year can be calculated as the changes in the 

investment balance minus the amount of net capital flow (net capital inflow for foreign 

investment in Korea and net capital outflow for Korean investment abroad) during that 

year:  

 

(2)  KGt = Kt – Kt-1 – NFt.     

 

Here, Kt, Kt-1, and NFt denote the investment balance as of the end of year t, the 

investment balance as of the end of year t-1, and net capital flow, respectively. Net 

capital flow data are provided by the balance of payments table. Because the 

international investment position data are available from 1994 to 2012, we can calculate 

capital gains from 1995 to 2012.  

There is a technical problem in calculating capital gains on derivatives. Capital gains 

on derivatives are recorded in such a way that they are always positive; foreigners’ 

(Koreans’) capital losses are not recorded as such, but as Koreans’ (foreigners’) capital 

gains as the counterpart in transactions. We therefore calculate total gains from all 

investment except derivatives.  

The starting point for analyzing the effect of the crisis is comparing the amount of 

total gains before and after the crisis. To do this, we have to divide a total of 18 years 

(from 1995 to 2012) into pre-crisis and post-crisis periods. It is clear that the years 1995 

and 1996 belong to the pre-crisis period, while the 15 years from 1998 to 2012 belong 

to the post-crisis period. As for the year 1997, there was a domestic financial crisis 

before the foreign exchange crisis broke out. However, asset prices really collapsed with 

the ensuing foreign exchange crisis in the last few months of 1997. In other words, the 

change in asset prices from the end of 1996 to the end of 1997 mainly reflects the effect 

of the foreign exchange crisis. Thus, we include 1997 in the post-crisis period.5  

                                     
5 We can make a more detailed classification between pre-crisis and post-crisis periods 

using quarterly data, which are also available. However, there are few differences in the 
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To compare the amount of total gains between the pre-crisis and post-crisis periods, 

we first calculate the sum of the total gains in each period respectively. Of course, the 

sums cannot be compared directly because of the difference in time span: pre-crisis 

period is composed of only two years, while post-crisis period has 16 years. The annual 

average is a better measure, but it will fail to capture the effect of inflation. We thus 

calculate the amount of gains as a percentage of GDP in each year, and we then average 

these figures over the years for each time period (pre-crisis and post-crisis).  

Table 2 presents the results of the calculation for each category of investment and the 

sum of all investments excluding derivatives. In the case of Korean investment abroad, 

portfolio investment and reserve assets are lumped together because of the data problem: 

interest earned on reserve assets are lumped together with interest earned on bonds (a 

part of portfolio investment) in the balance of payments data. 

 

[Table 2] 

 

Before the crisis, foreign investors’ total gains from all investments (except 

derivatives) were 1.5 billion dollars in two years. They were equivalent to 0.2 percent of 

Korean GDP on average annually. After the crisis, foreign investors’ gains increased 

drastically, though with some fluctuations. The fluctuation is most visible for 2008, 

when foreign investors suffered a whopping 190.5 billion dollars of losses, although 

they subsequently recovered. In sum, after the crisis, foreign investors reaped an 

astounding 494.3 billion dollars of total gains in 16 years. This is equivalent to 4.1 

percent of Korean GDP on average annually. Some of these gains from direct 

investment should have accrued to industrial capital rather than finance capital. 

However, the sum of total gains from portfolio investment (325.5 billion dollars) and 

other investment (68.7 billion dollars) alone amounts to 394.2 billion dollars, or 3.3 

                                                                                                           

results.  
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percent of GDP on average annually. This figure indicates that the Complex did achieve 

its goal. 

Koreans’ gains from investment abroad also increased after the crisis. Before the 

crisis, Koreans reaped 0.6 billion dollars of total gains from all investments (except 

derivatives) in two years, which was equivalent to 0.1 percent of GDP on average 

annually; after the crisis, total gains rose to 147.7 billion dollars in 16 years, or 

equivalent to 0.9 percent of GDP on average annually.  

In calculating the difference in total gains between foreign investment in Korea and 

Korean investment abroad, we can ignore the possibility that all the gains from direct 

investment are not a concern of the Complex: what we want to know is the cost that 

Korea incurred as a consequence (intended or unintended) of the crisis. We can also 

include the capital gains from derivatives in the calculation, as their difference is free 

from the technical problems mentioned above.  

In calculating the opportunity cost of holding reserve assets, we have to pay attention 

to the difference in the sources of the reserve assets. If the reserve assets are 

accumulated merely through the inflow of foreign capital, we do not need to consider 

the opportunity cost separately because foreign investors’ gains comprise the 

opportunity cost. Foreigners earn their gains from investment in Korea, while Korea 

earns gains on reserve assets. If, on the other hand, reserve assets are accumulated 

through a current account surplus, we have to consider the opportunity cost of holding 

reserve assets separately. For example, if large enough reserve assets are accumulated 

through current account surplus, interest on reserve assets may even be larger than 

foreign investors’ total gains from Korea. In that case, the simple comparison of total 

gains will indicate that Korea is a net gainer in international investment. However, this 

is not true: Korea, in that case, will incur a large opportunity cost. Korea’s buildup of 

reserve assets after the crisis was, indeed, financed by the current account surplus. The 

total current account surplus from 1998 to 2012 was 326.7 billion dollars, which was 

larger than the net capital inflow in reserve assets (that is, the amount of reserve assets 
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that Korea purchased), which amounted to 271.8 billion dollars during the same period. 

Thus, we have to add the opportunity cost of holding “excess” reserve assets to the 

calculation of the cost incurred by Korea after the crisis. 

The opportunity cost of holding “excess” reserve assets can be obtained by 

multiplying the amount of excess reserve assets by the social opportunity cost of capital. 

The social opportunity cost of capital is a slippery concept that is hard to calculate 

empirically. There is no formal study about the opportunity cost of capital after the 

crisis in Korea. Here, we use another rule of thumb: setting the opportunity cost of 

capital as equal to the growth rate of GDP, applying the “optimal growth model.” This 

method was used to calculate the “reference” real interest rate during the period of 

financial repression (from the mid-1960s to the early 1980s) in Korea (Krueger and Yoo 

2001). The average growth rate of GDP from 1997 to 2012 was 4.06 percent. To this 

number, we have to add the rate at which the purchasing power of the U.S. dollar 

changed; that is, the U.S. inflation rate. Among various inflation rates of the U.S. 

economy, the Export Price Index seems the best fit for our purpose as it represents the 

purchasing power of the dollar in the world market.6  

The opportunity cost of holding reserve assets can thus be approximated as: 

 

(3) CRt = (0.0406 + πust)*[(Rt -1+ Rt)/2 – 0.25*CPt]. 

 

Here, CRt, πust, Rt, Rt-1, and CPt denote cost of holding excess reserve assets at year t, 

the increase rate of the U.S. Export Price Index in year t, reserve assets at year t, reserve 

assets at years t-1, and payment in current account at year t, respectively. The average 

                                     
6 Of course, the export price index has the limitation that the composition of Korea’s 

possible imports from the U.S. (using the reserve assets) may differ from the 

composition of U.S. exports as a whole. But other indices, such as the Consumer Price 

Index or Producer Price Index are more flawed in this respect. Since 1997, among the 

three indices, the increase rate of the Export Price Index has been the lowest; thus, the 

cost of holding reserve assets is unlikely to be overestimated 
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amount of reserve assets held during a year is approximated by taking an average of the 

amount held at the end of the previous year (Rt-1) and the amount held at the end of that 

year (Rt). CPt is multiplied by 0.25 to represent three months of current account 

payments. If the average amount of reserve assets is less than three months of current 

account payments, opportunity cost is set at zero rather than negative.  

Table 3 presents the difference in total gains, the opportunity cost of holding excess 

reserve assets, and their sum to represent the cost Korea incurred from international 

investment. The cost before the crisis was 1.0 billion dollars in two years, or 0.1 percent 

of GDP on average annually. After the crisis, the cost rose to 445.4 billion dollars in 16 

years, or 3.8 percent of GDP on average annually.   

 

[Table 3]  

 

The next step of our analysis is to calculate the ROR on investment. Given the 

situation of the data, we cannot calculate the exact ROR figure, but we can calculate 

two figures between which the “true” value of ROR lies. The first figure is obtained by 

dividing the amount of total gains by the amount of the investment balance as of the end 

of the previous year:  

 

(4)  ROR1t = TGt/Kt-1.   

 

However, the gains or losses that accrue in a particular year may come not only from 

the assets held as of the end of the previous year, but also the assets bought or sold 

during that year. We thus calculate another figure using the investment balance as of the 

end of the previous year plus the net capital flow at a particular year as the denominator:  

 

(5)  ROR2t = TGt/(Kt-1 + NFt). 
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The true ROR should lie between ROR1t and ROR2t. We approximate the true ROR by 

taking the average of ROR1t and ROR2t; that is, (ROR1t + ROR2t)/2. Table 4 presents 

the results of this calculation for the same categories of investment as in Table 2.  

 

[Table 4] 

 

As expected, the ROR of all foreign investment (except derivatives) in Korea is 

higher than the ROR of all Korean investment (except derivatives) abroad in terms of  

annual average, though there are fluctuations over time. More importantly, the 

difference in annual average RORs between foreign investment in Korea and Korean 

investment abroad widened after the crisis. Of course, comparison between the pre-

crisis and post-crisis periods is difficult because the time span for the pre-crisis period is 

too short. Particularly, an annual average ROR of about 0.6 percent for all foreign 

investment (except derivatives) in Korea in 1995 and 1996 seems far from the long-run 

trend. However, it is unlikely to be much higher in 1994 (and possibly in 1993), 

considering that ‘other investment’ accounts for the largest share of foreign investment 

in Korea, as shown in Table 1. ROR on ‘other investment,’ which is composed of trade 

credit and inter-bank borrowing, tend to be low. If we extend time span further to the 

past, the ROR of foreign investment in Korea is unlikely to have been high because 

foreign investment in Korea was composed mainly of long-term loans.  

The corollary of the widening of the difference in the RORs after the crisis is that 

Korea is incurring a large cost even though she is consistently recording current account 

surplus, that is, capital is flowing out of Korea. Before the crisis, Korea was incurring 

the cost, but it reflected the net inflow of capital. Korea recorded a chronic current 

account deficit until 1985, which was filled by a large net inflow of capital. The inflow 

of foreign capital thus compensated for the shortage of domestic saving in relation to 

investment. Naturally, a large difference in the gains from international investment 

emerged, but it reflected the contribution of foreign capital to growth by filling the 
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saving-investment gap. Because capital inflow mainly took the form of long-term 

borrowing (regulated by the government), investment income (interest payments) 

accounted for the larger share of the difference. The difference in investment income 

peaked at 2.6 percent of GDP in 1985, the last year when Korea recorded a chronic 

current account deficit (see Appendix Table 1). Korea then recorded a large current 

account surplus from 1986 to 1989, and the difference in investment income fell 

drastically by 1990. In the 1990s, capital gains or losses came to account for relatively 

more of the difference in the total gains, apparently due to the opening (though limited) 

of the capital market. However, the difference in total gains basically reflected 

cumulative net inflow of capital, and thus the contribution of foreign capital to growth.  

On the other hand, after the crisis (starting from 1998), Korea has consistently 

recorded net outflow of capital, but Korea nevertheless is incurring a large cost, due to 

the widening of the difference in RORs. The cost thus fails to reflect the contribution of 

foreign capital to growth, at least directly.7 Thus, we can say that the cost equivalent to 

3.8 percent of annual average of GDP (shown in Table 3) was newly created by the 

crisis. Of course, this figure should be revised downward because some difference in 

total gains after the crisis still reflects cumulative net inflow of capital. Korea’s net 

investment position in 1996 was still minus 61.0 (130.1 – 191.1) billion dollars (see 

Table 1), apparently reflecting the cumulative net capital inflow until that year. Korea 

further recorded 8.2 billion dollars of current account deficit in 1997 (see Appendix 

Table 1). Then, the cumulative net capital inflow apparently became negligible by the 

end of 1999, as the sum of the current account surplus during 1998 and 1999 amounted 

to 67.1 (42.6 + 24.5) billion dollars, almost offsetting the sum of the negative 

                                     
7 Of course, it is possible that increased efficiency in the use of capital (to which the 

increased influence of foreign capital itself may have contributed) after the crisis may 

offset this effect. To see whether this is true, we will have to examine what happened to 

the growth of GDP and productivity after the crisis; this will be done in Section 5.  
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investment position in 1996 and the current account deficit in 1997, which amounted to 

69.2 (61.0 + 8.2) billion dollars. The difference in investment income in 1997, 1998, 

and 1999, which amounted to 0.6, 1.7 and 1.2 percent of GDP respectively, may still 

reflect the cumulative net capital inflow. However, these figures are apparently bloated 

by the high interest policy in 1998. Even if we assume that these figures are not bloated, 

it will take away only 0.22 ((0.6+1.7+1.2)/16) percentage points on average annually 

during the 16 years after the crisis.  

Meanwhile, there is a missing factor that should revise foreigners’ gains and Korea’s 

cost upwards. The above calculation does not incorporate any information about gains 

from the real estate market, whose statistics have not been compiled. The real estate 

market had been almost completely closed to foreign investment, but was thrown 

completely open by the IMF after the crisis. A large amount of Korean real estate was 

sold via fire sale to foreigners immediately after the crisis. The price of the purchased 

estate rose drastically as the economy recovered subsequently. The real estate market 

was also kept open for foreign investment after the fire sale concluded.  

In summary, the cost Korea incurred from international investment due to the 1997 

crisis amounts to at least about 3.6 (3.8 – 0.22) percent of GDP on average annually. 

This calculation relied on some rules of thumb and is thus not extremely rigorous. It 

nevertheless is clear that foreign investors gained tremendously and Korea incurred a 

huge cost through international investment after the crisis. For Korea not to lose from 

the crisis, the cost should be offset by benefits elsewhere.  

 

 

5. OFFSETTING BENEFITS? 

 

As elaborated in Section 3, the first possible source of offsetting benefits is lowering 

the level of the risk – the sense of insecurity – felt by Koreans. In this respect, the fire 

sale immediately after the crisis did not represent a fair exchange of risk and return. 
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After the fire sale phase was over, there was surely some genuine exchange of risk and 

return in individual transactions. However, this will be paled if the risk of a foreign 

exchange crisis increased after the crisis.  

There is no way to know how effectively holding the “required” reserve assets with 

capital controls in place before 1993 prevented a foreign exchange crisis. Korea 

nevertheless showed no sign of the possibility of a foreign exchange crisis before 1993, 

at least after Korea began to record a large current account surplus in 1986. On the other 

hand, keeping capital markets open while holding “excess” reserve assets after the crisis 

proved quite vulnerable to foreign exchange crisis, as evidenced by the fact that Korea 

was quickly drawn into the global financial crisis of 2008.  

An obvious reason for the vulnerability is shown in Table 1. After the crisis, in spite 

of the large current account surplus recorded, Korea’s net investment position has been 

consistently negative due to the difference in capital gains, undermining the overall 

creditworthiness of Korea. Of course, the foreign exchange crisis in 2008, as in 1997, 

was a matter of liquidity rather than net (overall) investment position. Embarrassingly, 

Korea came to face a liquidity problem in 2008 exactly for the same reason as in 1997: 

Korean banks incurred short-term foreign debt through trade-related financing and inter-

bank borrowing and then faced trouble when foreign banks asked for repayment as the 

global credit crunch tightened in the autumn of 2008.  

This scenario could have been foreseen given the IMF conditionality in 1997. The 

1997 crisis was caused by ill-sequencing in the capital market opening - liberalization 

of the inflow of short-term capital before long-term capital and liberalization without 

the development of proper risk management ability of banks and the prudential 

regulation ability of the financial authority. However, the IMF demanded opening all 

capital markets, assuming that Korea would develop those abilities immediately. Not 

surprisingly, this task proved difficult. Even advanced countries have difficulty putting 

in place viable risk management ability in banks and finely tuned prudential regulations, 

as clearly illustrated by the global financial crisis of 2008. The challenge was a 
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tremendous one for an EMC like Korea, whose financial sector was one of the most 

underdeveloped sectors of the economy. In other words, the IMF “institutionalized” the 

ill-sequencing of capital market opening rather than correcting it, and this led to the 

near-outbreak of another foreign exchange crisis in 2008.  

To cope with the impending foreign exchange crisis, the Korean government did 

exactly the same thing as in 1997 crisis. It guaranteed the payback of foreign debt held 

by banks. Now, the ability of the government to bail out the banks was once again the 

critical factor deciding the outbreak of the foreign exchange crisis. Korea did not have 

enough reserve assets for that purpose, in spite of the enormous increase after the crisis. 

Finally, the U.S. Federal Reserve Board allowed a 30 billion dollar swap agreement 

with the Bank of Korea. Only this measure stabilized the situation critically. Currency 

swap agreements with Japan and China followed.  

Thus, the critical difference between the crises of 1997 and 2008 stemmed from the 

difference in the attitude of the U.S. In 1997, the U.S. virtually drove Korea into a 

foreign exchange crisis. In 2008, the U.S. helped Korea avoid another foreign exchange 

crisis. The underlying reason seems obvious: in 1997, the U.S. wanted to open up the 

Korean capital market, while in 2008, the U.S. wanted to stop an impending global 

meltdown. Thus, the IMF’s policies in 1997 increased the likelihood of another foreign 

exchange crisis in Korea. The resolution of the crisis would again depend upon the 

goodwill of the U.S., which was in itself a great risk. 

Furthermore, the impact of the structural adjustment and reforms on the labor market 

affected the sense of insecurity – that is, the level of risk – felt by most Koreans.  

First, hundreds of thousands of workers, including one-third of financial sector 

employees, lost jobs through the structural adjustment. They were mostly middle-class 

workers, whether white or blue collar. The implicit logic of laying them off was that it 

would raise the overall productivity of the economy by moving workers out of the over-

employment that had arisen under poor corporate governance and soft budget 

constraints. The laid-off workers were supposed to move to more productive 
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employment opportunities. Enhanced labor market flexibility and a hurriedly provided 

social safety net would facilitate this transition. Things did not work out that way, 

however. When dismissed from their current jobs, Korean workers were unlikely to find 

better employment alternatives to improve productivity. Instead, their alternatives were 

often unemployment or “disguised unemployment” in simple labor or petty self-

employed business.  

There is no comprehensive study addressing the relocation of labor after the crisis. 

The only available evidence is a case study by the Korea Research and Consulting 

Institute on Poverty regarding the fate of 945 dismissed employees of Chungcheong 

Bank, a provincial bank that merged with another bank in 1998 (Ryu 2008). As of 2007, 

nine years after being dismissed, only 22 workers (of the original 945) had regular jobs. 

The rest of the cohort were jobless, engaged in simple laboring jobs, or self-employed 

with such jobs as running petty restaurants, inn-keeping, and taxi driving. Five of the 

original workers committed suicide, two died of disease, and many more experienced 

divorce and the collapse of their families. About 200 workers severed ties with their 

former colleagues and probably secluded themselves from society. Not many received 

aid from the hurriedly introduced rock bottom social safety net.  

The case may be an extreme one because the labor market for white-collar workers in 

Korea is especially rigid. It nevertheless suggests that structural adjustment led to 

dramatically increased insecurity for hundreds of thousands of laid-off workers. While 

foreign investors benefited from the high-risk investment, Koreans’ risk increased 

enormously.  

The sense of insecurity coming from the labor market most likely persisted after the 

structural adjustment concluded. As labor reform made it easier to recruit workers on 

short-term employment contracts, the share of “non-regular workers” skyrocketed, 

accounting for as much as 48.4 percent of total employment by 2004 (Kim 2008: 182). 

Its share has not fallen since then. Even regular workers feel a higher risk of being laid 

off because of the reform to make layoffs easier. 
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The persistence of non-regular workers and the higher probability of layoffs faced by 

regular workers reflect the scarcity of jobs as well as the institutional change. Jobs have 

become scarce mainly because growth has slowed. The average growth rate of GDP 

during the 15 years from 1998 to 2012 was 4.1 percent, while it was 9.1 percent during 

the 15 years from 1982 to 1996 (see Appendix Table 1). A decelerating growth of GDP 

may be natural as per capita GDP rises, but the 1997 crisis slowed growth further  

(Park 2005). One may speculate that this further fall may reflect the correction of the 

“over-investment (on over-borrowing)” before the crisis through the structural reform. 

Investment ratio fell from 34.4 percent on average from 1982 to 1996 to 29.1 percent on 

average from 1998 to 2012 (see Appendix Table 1). However, if this reflects the 

correction of over-investment, we should observe the rise in the growth rate of total 

factor productivity after the crisis. Unfortunately, the growth rate of total factor 

productivity failed to rise unambiguously, as one study shows a rise (Pyo 2007) while 

other studies report a decline (Kwack 2007; Cho et al. 2012). One may argue that, 

neglecting the problem of “over-investment” before the crisis, productivity growth may 

also slowdown naturally as the per capita GDP rises (Eichengreen et al. 2012: Chapter 

7). Or, one may guess that the failure to relocate the dismissed workers to more 

productive jobs, as elaborated upon above, is responsible.  Whatever is the explanation, 

the clear fact is that the structural reform after the crisis did not lead to a higher growth 

rate of either GDP or productivity. The rise in asset prices after the crisis is thus unlikely 

to represent the expectation that the growth rate of GDP or productivity will rise.  

One may argue that the 15 years from 1998 to 2012 do not represent a sufficiently 

long timespan. Capital market opening and structural reform may have enhanced long-

run growth “potential” that could not be realized within those 15 years. However, this is 

unlikely for at least one clear reason: the fiscal situation. Korea’s fiscal position has 

substantially deteriorated after the crisis. The high interest rate policy and radical 

structural adjustment created huge financial distress (mentioned in Section 3), which 

sizably increased the public funds needed to shore up the financial system compared to 

the case where there had been only a domestic financial crisis. The hurried provision of 
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a social safety net also contributed to the deterioration of the fiscal position.  

As a result, Korea’s national debt (including the government guarantee of debt), 

which stayed at 9.9 percent of GDP at the end of 1996, rose to 35.4 percent of GDP by 

2001, when all the public funds needed were raised.8 This figure does not capture 

contingent liabilities, especially in pensions. Contingent liabilities in pensions are 

expected to rise rapidly because of a trend unrelated to the crisis: a falling birth rate. 

Korea’s crude birth rate, defined as the number of children that a woman of child-

bearing age (15-49 years) gives birth to, had fallen from 3.47 in 1975 to 1.67 in 1985, 

but it still stood at 1.65 in 1995 (see Appendix Table 1). In other words, the crude birth 

rate steadily fell until the mid-1980s but then, for a decade before the crisis, more or less 

stabilized to the average of OECD countries. The rate then fell again after the crisis, 

hitting a nadir of 1.08 in 2005. It has recovered somewhat to 1.30 in 2012 after the 

government spent billions of dollars, but the crude birth rate stands among the lowest in 

the world. Thus, contrary to the view that a poor fiscal situation was responsible for the 

1997 crisis, the fiscal situation deteriorated as a result of the crisis.  

A deteriorating fiscal position undermines growth potential and, thus, job prospects. 

It also causes average Koreans to feel less secure about their future as they develop 

concerns about pensions, taxation, inflation, etc. Thus, though there is no way to fully 

quantify the net effect, the difference in gains calculated in Section 4 is unlikely to be 

offset by reduced risk for Koreans. The only mechanism whereby Koreans could reduce 

their level of risk was risk-sharing through individual international investments after the 

fire sale phase was over. All other factors, including the fire sale, the increased 

likelihood of a foreign exchange crisis, the increased insecurity in the labor market, and 

the deterioration of fiscal situation, raised risk for Koreans.  

                                     
8 The figures are from the 2003.4 issue of Financial Statistics Bulletin, published by the 

Ministry of Ministry of Finance and Economy. 
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Of course, the slowdown of economic growth is itself a big price that Korea has paid, 

regardless of the effect on risk. Moreover, there have been other negative effects, the 

most remarkable of which has been the rise in inequality. Korea’s income distribution 

deteriorated significantly after the crisis. All studies agree that labor income inequality 

rose concomitantly with the crisis. The widening gap is attributable to the disappearance 

of middle-class jobs in the process of the radical structural adjustment and to the 

increase of non-regular workers after the crisis (Shin, 2007; Yoo, 2007; Kim 2012). 

Although the shortage of data makes it impossible to compare the distribution of 

property income, the rise of net profitability (that is, ROE), especially in chaebol firms, 

most likely led to the deterioration of property income distribution. The rise of asset 

prices (including stock prices) may also have led to the deterioration of wealth 

distribution. The long-run results of the crisis, thus, are far from being a “blessing in 

disguise.” 

 

 

6. IMPLICATIONS  

 

It will be interesting to examine the amount of the cost that other crisis-hit East 

Asian countries incurred. The IMF provides the relevant data for Thailand and 

Indonesia from 1995 to 2010 and from 2001 to 2010 respectively. It is thus possible 

to calculate the cost from 1995 to 2010 for Thailand and from 2002 to for Indonesia. 

The results are presented in the Appendix Table 2. Thailand incurred the cost 

equivalent to about 5.2 percent of GDP on average annually from 1997 to 2010, and 

Indonesia incurred the cost equivalent to about 5.1 percent of GDP from 2002 to 2010.  

This happened while current account was mostly in surplus, that is capital was 

flowing out of Thailand and Indonesia. It is impossible to know the extent to which 

that cost is offset by other benefits. However, at least in terms of the cost incurred 

relative to the size of the economy, Thailand and Indonesia turn out to have suffered 
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even more than Korea.  

Korean experience – probably together with Thai and Indonesian experience –    

provides some implications for the discussion of the NGFA that started after the 2008 

crisis. In particular, NGFA should address the fundamental unfairness to emerging 

market countries when dealing with a foreign exchange crisis. 

First, the NGFA should eliminate the opportunity for a few people representing the 

Complex to wield arbitrary power. In 1997, they virtually precipitated a foreign 

exchange crisis that could have been avoided. They were, in fact, “playing with fire,” if 

we consider the potential contagion effects of the crisis. Even today, once a foreign 

exchange crisis breaks out in an EMC, there seem to be few objective mechanisms to 

resolve the crisis; instead, resolution depends on the  discretion of such individuals, 

whose decisions may be affected by political as well as economic considerations. The 

power of the Complex has apparently weakened, as the image and authority of the IMF 

were tarnished with the 1997 crisis (Weisbrot 2007). Indeed, after the 2008 crisis, EMCs 

received a raise in their voting quotas in the IMF and representation in the newly 

formed G-20. New mechanisms, such as regional financial agreements, may also serve 

as a check on the exercise of a few people’s arbitrary power. However, one may still 

legitimately question whether those changes are enough. While the “oligarchy” may 

undergo some reform domestically in advanced countries, it seems much more difficult 

to reform – let alone disband – the Complex by making, above all, the IMF independent 

from the U.S. Treasury and Wall Street.  

The NGFA should also address the problem of fairness between creditors and debtors. 

In the 1997 crisis, Korean borrowers may have committed serious moral hazard, but 

foreign lenders did the same. They likely knew the insolvent situation of Korean banks 

but nevertheless lent them money, apparently believing that the Korean government 

would bail out the banks in case of trouble (Dooley and Shin 2000); this belief proved 

correct. Banks lending money to EMCs such as Korea committed double moral hazard 

if they expected that the IMF coming to the rescue would be on the creditors’ side, 
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which also proved true in the 1997 crisis. Moreover, the 2008 crisis has shown that 

banks from advanced countries that lend to EMCs may believe that, if things go very 

badly, their home governments may bail them out.  

Thus, it is unfair to demand a high interest rate policy in affected EMCs to reverse 

capital flows while bailing out creditors. A high interest rate policy not only creates 

recessions in the debtor country, but also forces her to carry out a fire sale. Creditors 

who precipitated the crisis are exonerated and may even return to participate in the fire 

sale, as occurred in Korea’s 1997 crisis.  

If the cause of the crisis is a liquidity problem, a fair solution may be the bail-in, as 

seen in the 1997 Korean crisis, but without conditionality; alternatively, the solution in 

this case may be IMF-based lending with a more moderate interest rate set by 

predetermined rules. When the cause of the crisis is an insolvency problem stemming 

from fiscal or external imbalance, some austerity measures, including high interest rate 

policy, will be inevitable. But even in these cases, some kind of penalty should be added 

on the creditor side for their moral hazard. 

 There should be an end to demands for capital market opening as a part of rescue 

packages because, as in Korea, such policies most likely lead to the institutionalizing of 

ill-sequencing in the capital market opening process. In addition, this demand is not in 

line with the conclusions of the large extant literature on financial globalization. The 

literature suggests that some preconditions should be met for financial openness to 

generate benefits in EMCs (Obstfeld 2009; Kose et al. 2011). However, the onset of a 

foreign exchange crisis signals that these preconditions have not been met. Now, even 

the IMF endorses some use of capital controls (Ostroy et al. 2011), but whether the IMF 

will cease calls for capital market opening as a condition for the rescue package remains 

to be seen.  

Finally, demanding domestic structural reform after a foreign exchange crisis should 

be reconsidered. There are three reasons to do so.  

First, the Korean case suggests that, unless the domestic economic structure is 
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directly responsible for the crisis by causing, for example, government insolvency, there 

is no justification to demand domestic structural reform to resolve a foreign exchange 

crisis.  

Second, structural reform intensifies the need for a fire sale and adds distress to the 

citizens of the debtor country. The distress is amplified further if labor market 

conditionality is attached. Old jobs are eliminated, but new jobs may not be created. 

Resources may not move from low-productivity to high-productivity uses, but, rather, 

from low-productivity underemployment to zero-productivity unemployment or near-

zero-productivity disguised unemployment. The Korean case shows that IMF-mandated 

reforms can produce some positive consequences, such as improved property rights, a 

strengthened rule of law, reduced corruption, and better financial information. However, 

they may fail to translate into an improvement of the overall performance of the 

economy, even in the long run.  

Third, and most importantly, it is a matter of sovereignty. Even if structural reform 

ultimately will benefit the debtor country, its government must decide upon it. If forcing 

structural reform is justified by the logic that the IMF can destroy “cronyism,” it is little 

different from old imperialist logic: the enlightened imperialist power understands the 

interests of local people better than they themselves do. This is especially true so long as 

the IMF remains a part of the Complex.  
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      Unit: billion dollars

Total Direct Portfolio Derivatives Other
1994 113.9 14.9 35.0 0.0 64.1
1995 149.4 18.2 47.9 0.0 83.2
1996 191.1 25.7 59.0 0.0 106.4
1997 187.6 14.2 60.2 0.0 113.2
1998 196.1 22.2 65.7 0.0 108.2
1999 249.1 41.9 107.2 0.0 100.1
2000 225.0 43.7 80.3 0.0 100.9
2001 241.5 53.2 106.4 0.4 81.5
2002 268.5 62.7 116.2 0.9 88.7
2003 322.0 66.1 165.0 0.9 90.0
2004 391.9 87.8 210.3 0.9 92.9
2005 513.0 104.9 310.5 1.3 96.3
2006 617.4 115.8 352.4 2.4 146.8
2007 776.6 122.0 456.7 4.9 193.1
2008 547.9 94.7 252.2 15.8 185.3
2009 730.8 121.1 391.6 32.6 185.5
2010 831.4 134.2 489.1 27.4 180.7
2011 839.2 133.7 477.1 29.1 198.4
2012 945.0 147.2 582.1 30.9 184.8

Total Direct Portfolio Derivatives Other R.A.1)

1994 81.6 9.7 4.8 0.0 44.8 22.3
1995 108.3 13.3 7.3 0.0 58.3 29.4
1996 130.1 17.6 14.5 0.0 68.6 29.4
1997 126.6 19.6 12.1 0.0 86.1 8.9
1998 148.5 19.1 9.3 0.0 71.6 48.5
1999 165.5 19.2 8.0 0.0 64.2 74.1
2000 190.1 21.5 5.5 0.0 66.9 96.2
2001 185.0 20.0 7.9 0.4 53.9 102.8
2002 206.8 20.7 11.6 0.9 52.2 121.4
2003 258.1 25.0 19.6 0.8 57.5 155.4
2004 329.7 32.2 33.1 1.1 64.3 199.1
2005 368.4 38.7 52.1 1.0 66.2 210.4
2006 465.6 49.2 97.8 1.4 78.3 239.0
2007 593.3 74.8 158.6 2.3 95.4 262.2
2008 489.5 97.9 75.1 10.4 104.9 201.2
2009 625.9 120.4 101.2 28.7 105.6 270.0
2010 694.1 143.2 112.2 27.6 119.5 291.6
2011 742.0 171.6 103.4 26.8 145.5 306.4
2012 842.0 196.4 130.9 31.4 156.3 327.0

Notes: 1) R.A. denotes reserve assets.
Data: http://ecos.bok.or.kr.

Foreign Investment in Korea

Table 1. International Investment Position

Korean Investment Abroad



                                  Unit: billion dollars, percent

Deriva- Portfolio Deriva-

tives plus R.A.2) tives

1995 2.0 -0.7 0.7 1.5 2.8 0.5 0.7 0.6 0.7 1.8
1996 5.5 -8.9 0.3 2.1 -1.3 0.0 0.7 0.4 -1.9 -1.2
1997 -14.0 -10.6 1.0 8.5 -16.2 -2.2 -8.6 0.9 5.4 -5.4
1998 3.0 7.0 1.1 11.5 21.5 -5.6 4.8 0.4 -5.6 -6.4
1999 11.1 36.7 0.9 4.8 52.6 -4.5 4.8 0.4 -8.7 -8.4
2000 -6.2 -36.4 0.7 8.7 -33.9 -1.7 -1.2 0.5 2.1 -0.7
2001 7.6 16.5 1.0 1.5 25.6 -3.3 0.4 0.9 -5.1 -7.9
2002 8.9 6.7 1.4 5.1 20.7 -1.8 10.5 1.8 0.5 9.1
2003 2.1 28.6 1.2 4.7 35.4 0.9 15.9 1.7 0.6 17.3
2004 15.0 30.5 2.4 4.0 49.5 3.0 12.6 4.7 0.1 15.7
2005 15.2 91.0 5.6 -1.1 105.1 1.6 -0.5 6.9 0.6 1.7
2006 11.5 39.9 9.5 4.8 56.2 0.9 30.5 9.3 6.2 37.6
2007 9.7 81.4 9.2 5.1 96.1 7.8 25.9 13.1 5.2 38.9
2008 -25.6 -172.4 80.6 7.5 -190.5 5.5 -48.3 63.0 -2.2 -45.0
2009 28.2 95.7 94.8 2.8 126.7 7.2 38.5 93.2 3.6 49.2
2010 18.3 60.0 43.4 2.5 80.8 2.0 16.8 48.4 -1.3 17.5
2011 0.8 -23.7 46.3 1.0 -21.9 10.7 0.5 42.7 -0.3 10.9
2012 14.6 74.7 32.2 -2.7 86.6 6.6 22.9 38.1 -6.0 23.5

1995-1996 7.5 -9.5 1.1 3.6 1.5 0.4 1.4 1.0 -1.3 0.6
1997-2012 100.1 325.5 331.2 68.7 494.3 27.1 125.4 325.9 -4.8 147.7

1995-1996 0.7 -0.8 0.1 0.3 0.2 0.0 0.1 0.1 -0.1 0.1
1997-2012 0.8 2.5 2.2 0.8 4.1 0.0 1.0 2.2 -0.1 0.9

            2) Portfolio investment plus reserve assets.

Notes: 1) Excluding derivatives.

Sum

The Average of Annual Percentage of GDP

Table 2. Total Gains from International Investment

Korean investment abroadForeign investment in Korea

Direct Portfolio Other All1) Direct Other All1)



            Unit: billion dollars, percent

  Korea incurred
Percentage Percentage Percentage

of GDP of GDP of GDP
1995 1.2 0.2 0 0 1.2 0.2
1996 -0.1 0.0 0 0 -0.1 0.0
1997 -10.7 -2.0 0 0 -10.7 -2.0
1998 28.6 8.0 0 0 28.6 8.0
1999 61.5 13.3 0.6 0.1 62.1 13.5
2000 -33.0 -6.2 1.9 0.4 -31.1 -5.8
2001 33.7 6.7 1.7 0.3 35.4 7.0
2002 11.3 2.0 1.9 0.3 13.2 2.3
2003 17.5 2.7 4.5 0.7 22.0 3.4
2004 31.5 4.4 8.3 1.2 39.9 5.5
2005 102.1 12.1 8.7 1.0 110.7 13.1
2006 18.8 2.0 9.4 1.0 28.2 3.0
2007 53.3 5.1 11.9 1.1 65.2 6.2
2008 -127.8 -13.7 9.3 1.0 -118.5 -12.7
2009 79.1 9.5 -0.7 -0.1 78.4 9.4
2010 58.3 5.7 12.8 1.3 71.1 7.0
2011 -29.2 -2.6 16.4 1.5 -12.8 -1.1
2012 57.2 5.1 6.8 0.6 64.0 5.7

1995-1996 1.0 0.0 1.0
1997-2012 352.0 93.4 445.4

1995-1996 0.1 0.0 0.1
1997-2012 3.2 0.6 3.8

The Average of Annual Percentage of GDP

Sum

  The cost

Tabe 3. Korea's Cost from International Investment

AmountAmount

excess reserve assets
   Difference in 

total gains

Amount

  Opportunity cost of



        Unit: percent

Portfolio

plus R.A.2)

1995 12.6 -1.6 2.1 2.0 4.2 2.1 1.3 1.9

1996 28.7 -15.7 2.2 -0.8 -0.1 1.8 -3.0 -1.1

1997 -51.7 -16.4 7.8 -8.6 -11.2 -23.7 7.2 -3.7

1998 18.3 11.5 10.7 11.0 -26.3 15.9 -6.8 -4.6

1999 42.8 52.8 4.6 25.0 -21.4 7.2 -11.9 -5.1

2000 -13.5 -32.2 8.8 -13.4 -7.9 -1.3 3.3 -0.4

2001 16.7 19.2 1.6 11.0 -14.5 0.4 -8.0 -3.9

2002 16.4 6.1 6.2 7.9 -8.5 8.8 0.9 4.4

2003 3.3 22.6 5.3 12.2 3.9 10.8 1.1 7.3

2004 21.3 17.6 4.4 14.5 11.1 6.4 0.1 5.5

2005 16.7 41.9 -1.2 24.9 4.7 -0.2 0.9 0.5

2006 10.8 12.7 4.1 10.0 2.0 10.6 8.9 8.7

2007 8.3 22.2 3.1 16.5 13.6 7.0 6.1 9.1

2008 -20.7 -38.9 4.0 -23.3 6.6 -12.8 -2.1 -7.2

2009 29.4 34.9 1.5 22.2 6.8 12.6 3.5 9.6

2010 15.0 14.5 1.3 11.1 1.5 4.4 -1.1 2.8

2011 0.6 -4.8 0.5 -2.6 7.0 0.1 -0.2 1.5

2012 10.8 15.1 -1.4 10.7 3.6 5.3 -3.9 3.2

1995-1996 20.6 -8.6 2.1 0.6 2.0 2.0 -0.9 0.4

1997-2012 7.8 11.2 3.8 8.1 -1.8 3.2 -0.1 1.7

            2) Portfolio investment plus reserve assets.

Notes: 1) Excluding derivatives.

Foreign investment in Korea Korean investment abroad

Table 4. Average Rate of Return

Direct Portfolio Other All1) Direct Other All1)



Return Average Growth Invest- Crude

Year on cost of rate of ment birth

Equity1) borrowing1) Amount Percent2) Amount Percent2) GDP ratio rate

1980 -7.3 18.7 -5.1 -7.9 0.9 1.4 -1.9 33.0 2.82

1981 -5.2 18.4 -3.9 -5.4 1.4 1.9 7.4 30.5 2.57

1982 0.2 16.0 -2.1 -2.8 1.3 1.6 8.3 30.1 2.39

1983 9.6 13.6 -1.4 -1.7 1.4 1.6 12.2 31.2 2.06

1984 6.8 14.4 -0.4 -0.4 1.9 2.0 9.9 31.2 1.74

1985 5.8 13.4 -1.5 -1.5 2.6 2.6 7.5 31.3 1.66

1986 10.9 12.5 4.5 4.0 2.9 2.5 12.2 30.5 1.58

1987 10.7 12.5 10.8 7.5 2.2 1.5 12.3 30.8 1.53

1988 10.2 13.0 14.8 7.7 1.8 1.0 11.7 32.4 1.55

1989 6.4 13.6 5.3 2.2 1.2 0.5 6.8 35.3 1.56

1990 5.6 12.3 -1.4 -0.5 0.7 0.2 9.3 38.0 1.57

1991 5.6 13.0 -7.5 -2.4 0.8 0.2 9.7 40.0 1.71

1992 3.7 12.3 -2.2 -0.7 1.0 0.3 5.8 37.0 1.76

1993 4.2 11.2 3.0 0.8 1.2 0.3 6.3 36.0 1.65

1994 7.6 11.4 -3.5 -0.8 1.2 0.3 8.8 36.8 1.66

1995 11.0 11.7 -8.0 -1.5 2.0 0.4 8.9 37.1 1.63

1996 2.0 11.2 -23.0 -4.0 2.4 0.4 7.2 38.1 1.57

1997 -4.2 10.6 -8.2 -1.5 3.2 0.6 5.8 35.6 1.52

1998 -15.9 13.5 42.6 11.9 6.0 1.7 -5.7 25.2 1.45

1999 0.0 11.5 24.5 5.3 5.6 1.2 10.7 29.1 1.41

2000 -5.8 10.5 14.8 2.8 2.9 0.5 8.8 30.7 1.47

2001 0.0 9.4 8.4 1.7 1.7 0.3 4.0 29.3 1.3

2002 17.3 7.7 7.5 1.3 0.1 0.0 7.2 29.3 1.17

2003 9.6 6.8 15.6 2.4 0.4 0.1 2.8 30.0 1.18
2004 15.61 5.93 32.3 4.5 -0.5 -0.1 4.6 29.9 1.15
2005 12.87 5.98 18.6 2.2 2.4 0.3 4.0 29.8 1.08
2006 10.37 6.27 14.1 1.5 0.5 0.0 5.2 29.7 1.12
2007 11.10 6.36 21.8 2.1 0.4 0.0 5.1 29.5 1.25
2008 6.13 6.50 3.2 0.3 -4.2 -0.5 2.3 31.0 1.19
2009 10.20 5.85 32.8 3.9 -2.3 -0.3 0.3 26.2 1.15
2010 13.91 5.50 29.4 2.9 -1.4 -0.1 6.3 29.6 1.23

2011 9.76 5.34 26.1 2.4 -3.3 -0.3 3.6 29.5 1.24

2012 n.a. n.a. 43.1 3.8 -5.4 -0.5 2.0 27.5 1.3

Notes: 1) Manufacturing sector.
           2) Percentage of GDP.

Appendix Table 1. Background Statistics

Sources: http://ecos.bok.or.kr, http://kosis.go.kr.

investment income

Difference inCurrent 

account



               Unit: billion dollars, percent

Total Percent C.A.1)/ Total Percent C.A.1)/
cost of GDP GDP cost of GDP GDP

1995 n.a. n.a. -8.4 n.a. n.a. -3.2
1996 -1.2 -0.6 -8.5 n.a. n.a. -3.4
1997 15.8 10.5 -2.3 n.a. n.a. -2.3
1998 0.2 0.2 12.4 n.a. n.a. 4.3
1999 -2.7 -2.2 9.8 n.a. n.a. 4.1
2000 19.2 15.6 7.1 n.a. n.a. 4.8
2001 -3.9 -3.4 3.9 n.a. n.a. 4.3
2002 2.5 2.0 3.2 -9.5 -4.8 4.0
2003 17.9 12.6 2.7 13.8 5.9 3.5
2004 -0.5 -0.3 0.4 12.6 4.9 0.6
2005 5.4 3.0 -6.7 9.7 3.4 0.1
2006 5.4 2.6 -1.2 18.0 4.9 3.0
2007 25.8 10.4 4.1 44.9 10.4 2.4
2008 -17.3 -6.3 -1.6 -23.7 -4.6 0.0
2009 25.8 9.8 6.3 81.1 15.1 2.0
2010 58.4 18.3 2.2 78.2 11.0 0.7

1997-2010 151.91
2002-2010 225.0

1997-2010 5.2 2.9
2002-2010 5.1 1.8

Data: Calcualted from the IMF, International Financial Statistics .

Appendix Tabe 2. Total Cost from International Investment: Thailand and Indonesia

Notes: 1) Current account in the balance of payments.

Thailand Indonesia

Sum

The Average of Annual Percentage of GDP
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