©
2011 2013

Study on Financial Instability and International Comparison of East Asian Economies:
Origins of Crisis and Policy Implications

PARK, Cheol Soo

3,200,000 960,000

The project consists of three papers as outputs. Origins of mechanism of economic
growth and sequential crisis can be better explained by structural factors which reflect political and eco
nomic process of each country. Combination of interactions among players, domestic and international, as w
ell as the behavior of financial sector has consequences such as the existing policy regime, cycle of boom

and financial crisis that was witnessed in experiences in Korean economy[1lst paper]. A positive premium d
epends on the relation between two factors: the lack of a commitment of banks toward investors, the state
of net worth of the financial firms. The effect of a particular intervention depends crucially on how an i
ncentive compatibility constraint is designed and enforced[2nd output]. Third one focus global liquidity a
nd flows of funds as a whole economy in order to clarify mechanism of corporate saving which reflect struc
tural shift in financing and hence flow of funds in financial system.
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Origins of Crisesin Asian economies:

How Finance Shapes Economies of Korea and

Japan Origins
[Journal  of The Global Business &
Economics Anthology 2014]

"Origins of Crises in Asian economies |: How
Finance Shapes Economies of Korea and Japan”
National Conference of

Japan Economic Policy Association(JEPA)
the Business &

Economics Society International Conference

"Origins of Crises in
Asan economies. How Finance Shapes
Economies of Korea and Japan" The Global
Business & Economics Anthology 2014
(Forthcoming) (ISSN: 1553-1392)

The purpose of this study is to
improve understanding mechanisms of such East
Asian economies in general and of Korean
economy in particular, that had succeeded in
growth but faced challenges of economic crises,
experiencing one crisis every ten years among
others have. The financial systems in East Asia
economies in the postwar period to post global
crisis strongly supported catch-up growth.
Financial system in Korea evolved from the
government-led repressed system toward the
more market-oriented and liberalized one through
the process of responses to external shocks and
globalization. The process has been implemented
through structural adjustment by groups in
sectors with power.

The study argues that origins of mechanism
of economic growth and sequentia crisis can be
better explained by structural factors which

reflect political and economic process of each
country. For example, factor alowing the
financial structure to be adjusted was to file up a
large stock of non-core liabilities which serves as
an indicator of the erosion of risk premiums and
hence of vulnerability to a crisis. In the banking
sector and financial system as a whole, given the
incompleteness  of domestic financial
intermediaries in Korea, reliance on short-term
foreign currency-dominated liabilities was built
and accumulated as a part of structure of the
economy. This underlying structure, in turn,
played an important role in generating and
propagating crises in the dynamic path of Korean
economy. Combination of interactions among
players, domestic and international, as well as
the behavior of financia intermediary has
aggregate consequences on the economy as a
whole. One of aggregate consequences is
asymmetric phenomena of boom, economic
growth, and financia crisis that was witnessed in
experiences in Korean economy.

2 "Default Risk and
Unconventional Monetary Pdlicies” The
International Journal of Economic Policy
Studies Val. 8 No. 8. 173-195. 2013.

2 The purpose of this study is to
clarify the mechanism of financial friction in a
simple two-period model, which is a two-period
version of the Gertler-Kiyotaki model, in an
attempt to enhance understanding of financial
instability. Our focus is on financial firms’
balance sheet channel of transmission of adverse
shocks when an incentive constraint is present in
financial intermediary firms and/or production
firms. In this paper we show that the larger
positive premium equilibrium reflects the extent
of inefficiency in a financial market through the
structure of incentive constraint and the size of
net worth. Further we argue that the existence of
a positive premium in our model depends on the
relation between two factors in states space: the
degree of pledgeability or lack of a commitment
of financial firm/bank toward investors, as well
as the state of net worth of the financial
intermediary.

As policy implications, unconventional
monetary policy in our model means thevarious
measures to shift the premium curve inward as
close as possible. Thus this study suggests that
monetary policy in a broad sense should consider
not only prudence of net worth but also
mechanism design to affect the incentive
structure of financial firms/intermediaries. In this
sense, the effect of a particular intervention
depends crucially on how an incentive
compatibility constraint is designed and enforced.
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"Origins of Crises in Asian Economies II:
Policy Regime and Financial System of
Korea and Japan. "  the presentation at the
Business & Economics Society International
Conference in Corce di Malta Via della Scala,
Florence, Italy on July 6-9, 2014.

"Origins of Crises in Asian Economies I:
How Finance Shapes Economies of Korea
and Japan,"  the presentation at the 71st
National Conference of Japan Economic
Policy Association(JEPA) on 25 May 2014 at
Kobe University.

"Default Risk and Monetary Policies"

presented at The Japan Economic Policy



Association 11™ International Conference
20~21 October, 2012, Nagoya Gakuin
University, Nagoya Japan
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