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            Abstract
          
        

        
          A structuralist macroeconomics perspective is taken to interpret the two recent financial crises in Korea, and new policy framework and reform measures are suggested to build a crisis-resilient macro-financial system. This paper focuses on the “Frenkel-Neftci” cycle (Taylor 1998) and the two kinds of expected spreads, interest spread and capital gain spreads, which initially motivate foreign investment in emerging economies. To establish a crisis-resilient macro-financial system, a new macro policy framework that can be described as “an intermediate system” is proposed, with full capital mobility but with an explicit option of Tobin taxes, flexible basket, band, and crawl (BBC) exchange rate system, and relative independence in monetary policy striking a new balance between interest rates and exchange rate targeting. An intermediate system is proposed because it is not easy to prevent the “two kinds of spreads” from happening simultaneously in a standard open macroeconomic policy setting.

        

      

      
        Keywords: 
Financial crises, BBC (basket, bands, and crawl), Tobin taxes, Intermediate system, Capital controls

      

    

    

  
    
      Acknowledgments
      This research was supported by a grant (RISA 2009-6) from the Research Institute for Social Advancement. The authors would like to thank Wai Mun Chia, Doowon Lee, Soyoung Kim, and Inhyung Lee for their helpful comments or information; and Jin Son for research assistance.

    

    

  
    
      References
      
        
          	
          	
        

        
          	
            
              1. 
            
          
          	Bhagwatti, J. “The Capital Myth: The Difference between Trade in Widgets and Dollars.” Foreign Affairs 77 (No. 3 1998): 7-12.
			[https://doi.org/10.2307/20048871]
		
        

        
          	
            
              2. 
            
          
          	BIS. Principles for Sound Liquidity Management and Supervision. September, 2008.
        

        
          	
            
              3. 
            
          
          	Campbell, J., Medeiros, K., and Viceira, L. Global Currency Hedging. NBER WP1 3088, 2007.
			[https://doi.org/10.3386/w13088]
		
        

        
          	
            
              4. 
            
          
          	Chow, H.-K. “Singapore’s Exchange Rate Policy: Some Implementation Issues.” Singapore Economic Review 52 (No. 3 2007): 445-58.
			[https://doi.org/10.1142/S0217590807002701]
		
        

        
          	
            
              5. 
            
          
          	Chung, D.-K., and Eichengreen, B. Fostering Monetary and Financial Cooperation in East Asia. World Scientific, 2009.
			[https://doi.org/10.1142/7259]
		
        

        
          	
            
              6. 
            
          
          	Eatwell, J., and Taylor, L. Global Finance at Risk. New York: The New Press, 2000.
        

        
          	
            
              7. 
            
          
          	Edison, H., Klein, M. W., Ricci, L., and Slok, T. Global Account Liberalization and Economic Performance: Survey and Synthesis. NBER Working Paper No. 9100, 2002.
			[https://doi.org/10.3386/w9100]
		
        

        
          	
            
              8. 
            
          
          	Edwards, Sebastian. Capital Mobility and Economic Performance: Are Emerging Economies Different? NBER Working Paper No. 8076, 2001a.
			[https://doi.org/10.3386/w8076]
		
        

        
          	
            
              9. 
            
          
          	Edwards, Sebastian. Capital Controls, Capital Control Flow Contractions, and Economic Vulneralibility. NBER Working Paper No. 12852, 2001b.
        

        
          	
            
              10. 
            
          
          	Eichengreen, B. Taming Capital Flows. World Development, 1999.
			[https://doi.org/10.1016/S0305-750X(00)00005-X]
		
        

        
          	
            
              11. 
            
          
          	Eichengreen, B. Capital Account Liberalization: What do the Cross Country Studies Tell Us? University of California, Berkeley, 2001.
			[https://doi.org/10.1093/wber/15.3.341]
		
        

        
          	
            
              12. 
            
          
          	Epstein, G. Should Financial Flows be Regulated? Yes. DESA Working Paper No. 77, 2009.
        

        
          	
            
              13. 
            
          
          	Epstein, G., Grabel, I., and Jomo, K. S. Capital Management Techniques in Developing Countries: An Assessment of Experiences from the 1990’s and Lessons for the Future. Working Paper Series 56, Political Economy and Research Institute, 2003.
			[https://doi.org/10.2139/ssrn.393620]
		
        

        
          	
            
              14. 
            
          
          	Ferrari-Filho, F., and Paula, L. “Exchange Rate Regime Proposal for Emerging Countries: A Keynesian Perspective.” Journal of Post Keynesian Economics 31 (No. 2 2008): 227-48.
			[https://doi.org/10.2753/PKE0160-3477310203]
		
        

        
          	
            
              15. 
            
          
          	Fisher, S. Capital Account Liberalization and the Role of the IMF. Princeton Essays in International Finance No. 207, Princeton: International Finance Section, 1998.
        

        
          	
            
              16. 
            
          
          	FSF. Strengthening Liquidity Standards. December, 2008.
        

        
          	
            
              17. 
            
          
          	Glick, Reuven, Guo, Xueyan, and Hutchison, Michael. “Currency Crises, Capital Account Liberalization, and Selection Bias.” Review of Economics and Statistics 88 (No. 4 2006): 698-714.
			[https://doi.org/10.1162/rest.88.4.698]
		
        

        
          	
            
              18. 
            
          
          	Grenville, S. Exchange Rate Regimes for Emerging Countries. Reserve Bank of Australia Bulletin, November, 2000.
        

        
          	
            
              19. 
            
          
          	Grilli, Vittorio, and Milesi-Ferreti, Gian Maria. “Economic Effects and Structural Determinants of Capital Controls.” IMF Staff Papers 42 (No. 3 1995): 517-51.
			[https://doi.org/10.2307/3867531]
		
        

        
          	
            
              20. 
            
          
          	Kang, H. “Fluctuations in Real Estate Prices and Monetary Policy Counter Measures.” Monthly Bulletin, Bank of Korea 60 (No. 7 July 2006): 23-60 (in Korean).
        

        
          	
            
              21. 
            
          
          	Keynes, J. M. The General Theory of Employment, Interest and Money. London: Macmillan, 1936.
        

        
          	
            
              22. 
            
          
          	Kim, K.-H. “Structural Changes in the Housing Market and Government Policy: Before and After the Outbreak of the Asian Currency Crisis of 1997.” Kyong Je Hak Yon Gu 55 (No. 4 2007): 369-99 (in Korean).
        

        
          	
            
              23. 
            
          
          	Kim, K.-H. National Land and Real Estate. Presentation at ‘The Korean Economy 60 Years’ Conference, 2008.
        

        
          	
            
              24. 
            
          
          	Kim, K., Kim, B.-K., and Suh, Y. Opening to Capital Flows and Implications from Korea. IMER Working Paper, Bank of Korea, 2009.
        

        
          	
            
              25. 
            
          
          	Kim, K., and Song, C. Foreign Exchange Liberalization and Its Implications: The Case of the Korean Won. HKMA Conference on Currency Internationalization: International Experiences and Implication for the Renminbi, Hong Kong, October 15-16, 2007.
        

        
          	
            
              26. 
            
          
          	Kindleberger, C. P. A Financial History of Western Europe. London: George Allen & Unwin, 1984.
        

        
          	
            
              27. 
            
          
          	Klein, M., and Olivei, G. Capital Account Liberalization, Financial Depth and Economic Growth. NBER Working Paper 7384, 1999.
			[https://doi.org/10.3386/w7384]
		
        

        
          	
            
              28. 
            
          
          	Kong, C., and Han, Y. “Analysis of the Different Impacts of Interest Rates and Exchange Rates across Business Cycles.” Monthly Bulletin, Bank of Korea 63 (March 2009): 23-49 (in Korean).
        

        
          	
            
              29. 
            
          
          	Kose, M. A., Prasad, E. S., Rogoff, K., and Wei, S. J. Financial Globalization: A Reappraisal. IMF Working Paper WP/06/189, 2006.
			[https://doi.org/10.5089/9781451864496.001]
		
        

        
          	
            
              30. 
            
          
          	Kraay, A. In Search of the Macroeconomic Effects of Capital Account Liberalization. World Bank Working Paper, 1998.
        

        
          	
            
              31. 
            
          
          	Lane, P. R., and Milesi-Ferretti, G. M. “The External Wealth of Nations Mark II Revised and Extended Estimates of Foreign Assets and Liabilities.” Journal of International Economics 73 (No. 2 2007): 223-50.
			[https://doi.org/10.1016/j.jinteco.2007.02.003]
		
        

        
          	
            
              32. 
            
          
          	Lee, S.-Y. Controversy Persists over Foreign Bank Control. Korea Times, Section 6, December 30, 2009.
        

        
          	
            
              33. 
            
          
          	Lee, T. “On Overseas Investment of Korea and Foreign Domestic Investment.” Foreign Exchange International Financial Review, Bank of Korea 7 (June 2006): 95-114 (in Korean).
        

        
          	
            
              34. 
            
          
          	Magud, N., and Reinhart, C. Capital Controls: An Evaluation. NBER Working Paper, 2006.
			[https://doi.org/10.3386/w11973]
		
        

        
          	
            
              35. 
            
          
          	Malovic, M. Exchange Rate Regimes and Monetary Policies in Emerging Markets: A Showdown for Few Theoretical Misconceptions. CSGG Discussion Paper No. 42, 2007.
        

        
          	
            
              36. 
            
          
          	O'Donnel, B. Financial Openness and Economic Performance. Unpublished, Trinity College Dublin, 2001.
        

        
          	
            
              37. 
            
          
          	Ostry, Jonathan D., Ghosh, Atish R., Habermeier, Karl, Chamon, Marcos, Qureshi, Mahvash S., and Reinhardt, Dennis B. S. Capital Inflows: The Role of Controls. IMF Staff Position Notes, SPN/10/04, February 19, 2010.
			[https://doi.org/10.5089/9781462347513.004]
		
        

        
          	
            
              38. 
            
          
          	Park, C., and Kim, A. “An Analysis of the Relation between the Korea-US Policy Rate Gap and KRW/USD Exchange Rate.” Monthly Bulletin, Bank of Korea (February 2008): 50-80 (in Korean).
        

        
          	
            
              39. 
            
          
          	Quinn, D. “The Correlation of Change in International Financial Regulation.” American Political Science Review 91 (No. 3 1997): 531-51.
			[https://doi.org/10.2307/2952073]
		
        

        
          	
            
              40. 
            
          
          	Reinhart, C., and Rogoff, K. “The Aftermath of Financial Crises.” American Economic Review 99 (No. 2 2009): 446-72.
			[https://doi.org/10.1257/aer.99.2.466]
		
        

        
          	
            
              41. 
            
          
          	Rodrik, D. “Who Needs Capital Account Convertibility?” Essays in International Finance (No. 207 May 1998): 55-65.
        

        
          	
            
              42. 
            
          
          	Rodrik, D., and Subramanian, A. “Why did Financial Globalization Disappear?” IMF Staff Papers 56 (No. 1 March 2009): 112-38.
			[https://doi.org/10.1057/imfsp.2008.29]
		
        

        
          	
            
              43. 
            
          
          	Rogoff, K. “Monetary Models of Dollar/Yen/Euro Nominal Exchange Rates: Dead or Undead?” Economic Journal 109 (No. 459 1999): F655-69.
			[https://doi.org/10.1111/1468-0297.00477]
		
        

        
          	
            
              44. 
            
          
          	Ryou, S., and Park, S. “An Analysis of the Efficiency and Stability of Korea’s Foreign Exchange and Swap Market.” Monthly Bulletin, Bank of Korea 62 (October 2008): 54-92 (in Korean).
        

        
          	
            
              45. 
            
          
          	Stiglitz, J. E. “Capital Market Liberalization, Economic Growth, and Instability.” World Development 28 (No. 6 2000): 1075-86.
			[https://doi.org/10.1016/S0305-750X(00)00006-1]
		
        

        
          	
            
              46. 
            
          
          	Stiglitz, J. E. “Global Crisis and a Crisis-resilient Macro-financial System.” Seoul Journal of Economics 2010, Forthcoming.
        

        
          	
            
              47. 
            
          
          	Summers, L. H. “International Financial Crises: Causes, Prevention and Cures.” American Economic Review 90 (No. 2 2000): 1-16.
			[https://doi.org/10.1257/aer.90.2.1]
		
        

        
          	
            
              48. 
            
          
          	Taylor, L. “Capital Market Crises: Liberalization, Fixed Exchange Rate, and Market-Driven Destabilization.” Cambridge Journal of Economics 22 (No. 6 1998): 663-76.
			[https://doi.org/10.1093/cje/22.6.663]
		
        

        
          	
            
              49. 
            
          
          	UN Commission (Led by Stiglitz). Report of the Expert on Reform of International Monetary and Financial System. New York: United Nations, 2009.
        

        
          	
            
              50. 
            
          
          	UNCTAD. Trade and Development Report 2009. New York: United Nations, 2009.
        

        
          	
            
              51. 
            
          
          	Wang, Y. K. Flexible BBC Exchange Rate System and Exchange Rate Cooperation in East Asia. KIEP Working Paper 08-03, 2008.
        

        
          	
            
              52. 
            
          
          	Williamson, J. Crawling Bands or Monitoring Bands: How to Manage Exchange Rates in a World of Capital Mobility. Institute for International Economics, 1999.
			[https://doi.org/10.1111/1468-2362.00004]
		
        

        
          	
            
              53. 
            
          
          	Wilson, P. “Monetary Policy in Singapore: A BBC Approach.” In W. Chia and H. Sing, (eds.), Singapore and Asian in Globalized World. Singapore: World Scientific, 2009.
			[https://doi.org/10.1142/9789812815583_0004]
		
        

        
          	
            
              54. 
            
          
          	Yang, Y., and Lee, H.-L. “An Analysis of the Attractions of Arbitrage Transactions and of Domestic Bond Investment by Foreigners and Korean Branches of Foreign Banks.” Monthly Bulletin, Bank of Korea (August 2008): 55-89 (in Korean).
        

        
          	
            
              55. 
            
          
          	Yoon, S., and Bae, J. “Analysis of Factors Affecting Inflows and Outflows of Foreign Capital for Stock Investment.” Monthly Bulletin, Bank of Korea 61 (No. 9 September 2007): 23-56 (in Korean).
        

      

    

    

  OEBPS/images/big_23_2.jpg
SEOUL JOURNAL

OF ECONOMICS






OEBPS/images/_common/images/crossref.gif





