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Macroeconomic Fundamentals



Macroeconomic Fundamentals

Export Growth

Fiscal Surpluses
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Financial & Corporate Sector Trends
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Concerns and Facts:

Fallout from Global Financial Crisis



Concerns
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Korea is at risk of external debt defaults.#1

The Korean banking system is too leveraged and faces 
a liquidity crisis.

#2

The Korean real estate sector is under stress and may 
collapse.

#3



External Debt#1-1

Facts: A substantial portion of Korea’s external debt is risk-free
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Large Portion of FX Debt is hedgingBalanced Short and Long-term Debt

Government, BOK
US$ 10.7bn

Domestic branches 
Of Foreign Banks

US$ 79.5bn

Domestic Banks 
and Corporates

US$ 85.4bn

48.6% of Short-Term Debt

Total Debt: 
US$ 419.8bn

Long-term Debt:
US$ 244.1bn

Short-term Debt:
US$ 175.7bn

Total Debt: 
US$ 419.8bn

Foreign investor’s loan
Regarded as FDI

US$ 7.1bn

FX Trade Hedging
US$ 93.8bn

Advance receipts
on shipbuilding exports

contracts
US$ 50.9bn

Debt with 
Potential Risk 

US$ 268bn

US$152bn
no repayment



Foreign Reserves#1-2

Facts: Korea has the world’s sixth largest foreign reserves; 
most are highly liquid assets.
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1  Includes Hong Kong (AA+), Slovenia (AA), Portugal (AA-), Italy (A+), Chile (A+), 
Czech  Republic (A) and Estonia (A). Credit ratings by S&P. Source: IMF.

Total reserves (US$ bn)

Source: Bank of Korea

AA rated or above bonds
US$ 192.5bn

(90.7%)

Deposit
US$ 19.3bn
(9.1%)

Others 
US$ 0.5bn

(0.2%)
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Bank Liquidity#2-1
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Facts: There is no mismatch between foreign currency managing and 
financing held by Korean banks. Foreign currency liquidity ratio remains high.

High Liquidity Ratio: Low Risk from Duration MismatchNo Currency Mismatch
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Managing Amount Financing Amount

Forward exchange 
purchased (off B/S)

65.7 External debt 127.4

Foreign currency 
loans1)

45.5 Residential deposits in 
foreign currency 

19.3

Trade bill discount 
operation

50.5 Foreign bank branches
(swap)2)

23.0

Others 40.0 Foreigners’ investment 
in bond 2) (swap)

32.0

201.7 201.7

1) NPL : 0.3%       2) Estimates (not included in liabilities)



Sound Banking Sector#2-2
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Sufficient buffer to absorb the impact of further default 
risk
─ Coverage ratio is approximately 186%(as of Jun 08)

─ LTV ratio is approximately 47%(as of Jun 08)

Well-diversified lending exposure to various sectors
─ Manufacturing (35.2%), real estate (17.1%), whole/retail 

sale (14.3%), construction (9.7%)

Stringent risk management systems implemented after 
Asian Financial Crisis

Delinquency Ratio (%)



Real Estate Sector#3

facts: Historically, Korea’s real estate prices have lagged GDP growth, 
especially when compared to other markets. This balanced growth has been 

supported by prudent mortgage supervision.

Mortgage Loan-to-Value Ratio Real Estate Price Growth
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Prudential Mortgage RegulationsHousing Price Changes
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Mortgage/ 
GDP

33.4% 72.3% 37.3% 52.4% 36.2%

Regulation 
System

Direct Indirect Direct Mixed Indirect

LTV Limit 40~60% None 60~70% 60% Indirect

DTI Limit 40% None 60% None None

Housing Price Changes (% y-y)

Housing Price Index LTV ratio (%)



Global Financial Crisis & Economic Slowdown:

Government Response
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● Guarantee FX 
debt issuance
(USD 100bn, 
10.30)

● Supply Dollar 
liquidity
BOK -
$10bn(swap)
MOSF -
$25bn(Loan)

● BOK - Swap line 
agreement with 
the  FRB - $30bn 
(10.30)

FX LiquidityFX Liquidity

● Provide special 
liquidity facility for 
non-bank institutions
(10.24)

● Broaden eligible  
collateral for open 
market operations to 
bank debentures

● Help to stabilize 
corporate bonds and 
ABCP Market with 
P-CBO

Credit StabilityCredit Stability

● Tighter 
monitoring on 
banks’ asset size 
& financing 
structure

● Enhance risk 
management via 
MOU with 
financial 
authorities

● Help securitize  
illiquid assets 
(e.g. MBS, 
covered bonds)

Bank Bank 
SoundnessSoundness

● Support for Small and Medium 
Enterprises (10.1)

- Initiate fast-track programs for 
differentiating viable companies

- BOK - Increase the Aggregate Credit 
Ceiling Loans  (10.23)

- Supply KRW liquidity by State owned 
banks 

- Expand public guarantee of SMEs loans
- KODIT - Help issue P-CBO

● Support for the Construction Industry
- Purchase unsold assets held by 

construction companies
- Provide credit enhancements to securitize 

corporate bonds
- Provide tax-incentives for housing sector 

Real EconomyReal Economy

● Lower the Base interest Rate (5.25→
4.00%)  

● Strong Fiscal stimulus packages($26bn)

For banksFor banks

For nonFor non--banks, banks, 
bond marketbond market

Macro Macro -- MeasuresMeasures

● Open possibility 
of expanding 
Swap Schemes 
(Bilateral ·
Multilateral)

<If necessary>

● Support 
recapitalization of 
financial 
institutions

● Enhance deposit 
guarantees

Micro Micro -- MeasuresMeasures

Key Policy Measures

● Expand purchasing 
Repo by BOK

● Ease the KRW 
Liquidity Ratio 
Requirement (10.29)



Thank You



● This material has been produced by the Financial Services Commission of 
Korea (the “FSC”) for informational purposes only and does not constitute an 
offer to sell or a solicitation to buy any security or other financial instrument. 
The information contained in this document has not been independently 
verified and neither approval nor guarantee is given that it is accurate or 
complete. The opinions, forecasts, assumptions, estimates and derived 
valuations contained in this material should be considered in the context of the 
circumstances prevailing at the time indicated and are subject to change at 
any time without prior notice. Neither the FSC nor other persons shall be liable 
for any direct, indirect, special, incidental, consequential, punitive or 
exemplary damages, including lost profits arising in any way from the 
information contained in this material. This material is for the use of intended 
recipients only and the contents may not be reproduced, redistributed, or 
copied in whole or in part for any purpose without FSC's prior express 
consent.
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