ch

°o]-&

* %k

]

O:

AR}

= A m]A]

202149 54
= GDPoj| O]%]

]_

fis

S

ey .

il
il

U 28370

W% 3§50l
SVAR 283 TVAR =¥

ok <o T 0

mhy
KO
X

o]

<0

T
<k

K
o
<0

op

o

I
H
<o
<0
o

_|

—_—

%
[ 0
<0
op
ro
ﬂ._l_l

=)
K
=

()
I~
~
T

o

ofu

)
T

it
ol
™
b
~

<
<Jo
<0
o
o
o
K
Ul
ol
_r
__A_.O
op
fo
(K
o

s

#
e

ol

.m.o
I

"

)

—_—

=
]!
o+
op

%%

BK

Ofu
ol

=
il
!

%0

K

__AT
m

ol
e

AR, TVAR &2

I 7{oF

9

=]
w

=
K3

E|
(¢

o o=

o] 37|17}
TVARZ

73
5

0>

2|

O:

13

L
L)

f1A1

d, SVARR

9

1

[e]

A

Bl

=)
o>

[e:

7l & A
=9 Z71g5 =0l =7 9
T AADAEA] URES W R 35 (AaE 1RIA]),

CRME R

E32, E44, F41

st

=il
-
st
st} ¥k, E-mail: ckgusl1011@sogang.ac.kr.

S

S

],
A4,
q

I 371=

o
[}

°

9.

|7
715

1
a
. oistd A

710l H]

flof:

VS

N
T

Tel: 02) 705-8770, Fax: 02) 704-8599, E-mail: kwark@sogang.ac.kr.

1

A
a

* Preliminary and incomplete
o AR, A7etn 2

sk A 73T


mailto:kwark@sogang.ac.kr.
mailto:ckgus11011@sogang.ac.kr

HE

toll =4l 5% Al

9]

Al

Aol

L AR 3

HO]—

Mz of
KO

Al

RO o
rio

-

ol K
_l_l_|

=

Yy o
o

T ok

Tl

S

S o

N

-~

N

iy ™
5%

1997~1998¢ 2Q]g+9]7]
[

ﬁo
ol
Ul
va
K]
__O_I .__IWﬂ
o of
K
o
Bt oK
o
o 2
— N\
)A
— Op
A ]
o r
o
KE -

__O_l

stE|9ieh o]

A
=

o] 7}

[e))
IS}

gt =X]of o

2007~2008 =-&%1719] ofu}

= Al

st

ot

<]

—_—
1o

Ko

—_—

o
ol

e (2011)9]

o

0
o
—
T
|

Bl
T

)

ol

ol

Br

!

oju
00

2

FEol

A= oY A

L wolole Tel7h ot oty

SAlol o]y

ofo} stoi,
o] A7), A7t

o]
AR

=
o

X} OECD, IMF

of gt} ¥

oA o4 7HA|

=
[s)

719

o%

=

P

o

1o

. KT

<+

Sé

SES

VAR =3,

& JHaAle

of o

<

l

2B B M (principal component

o},

E]7] & &}il(Balakrishnan et al., 2009),
Debuque-Gonzales and Gochoco-Bautista, 2013; Hatzius et al., 2013) Z]0]

(Erdem and Tsatsaronis, 2013;

?_]_—

7=

T

analysis)o| <]

sejA Qo

N
L

Kk

(dynamic factor models)2 ©]-&35t0] X

o2 0]= Chicago Fed7}

65]
Index)

Financial Conditions

NFCI(National

Aol o

§ =292

9

Kk

Doz et al. (2012)9] =E}

LN
=

)

=

Al Al
=22

W, e - 34 (2006)2

of 2717 ®ipRte FEste 19914 127158 20053 2&27|7HA19]

ol

w718

Zoto] 19914 127]5E 200649 487]71x]e] 273

CFAN W EAgOlA 27t 2

Al
A

AZOllA ZH2t 371

=

L AEAR 2

QJ(2011)

o
35

S

Noland (2007)S Atustet.

Brave and Butters (2012)& %r115}2}.

ol

st

SEAE 7 2 AFRak Aol CsiA
A

5t



P PHS F6) 19959 287]8E 20108 28717A9] B71E FENRALE FEoL
2842 BHIYL. FFLYANE o] 5§ (20147} 507) FULE BEY T
4g 1 2 spystgon], A2

)
TS8P E IO 67 SgRert A7 A=

of
o2
o
4 e
o Pt 4
Fu ot rlo Mz |4

<
T
=
o
ofm
=O_‘L
o
oX
fo
|d
o
o%
15
|U
N
=2
=)
)
ol
ok
2
N
N
o
l:
i
qz
Q
ol
o

Ir
=
fru
Mo
ok
i

Borw o B Ho

208 B A= Structural Vector Autoregressive (0]st SVAR) 23S AME5HY
k2

T 3§ L A2FA0l AL IFL 2L 01T F§AYY @

opt
N
e
rot

B
i
el
N
rptoA
re
-1

=

Adait Exjetexs Assc. olg

3 9 (2012)= F¥EXROo=z EGARCH
(exponential generalized autoregressive conditional heteroskedasticity) 28-S A&t
of 0T FAAFORRH FF FANFORY 14 2% WY oAt FAste, 5ol
013 ZALAIR] JRiAlE 20 F7i0] o] FARC @ FAAR WEA tlAE Yol
28 HAsSgY. Z§%7] Adayto st EAde x=2 DCC(dynamic conditional
correlation) 232 E3f o]2ofXitt. AXls 2] (2012), Hwang et al. (2013)2 2008¥ =
28 387 BAl vl=at stw RAXNA ¥4 g9 AT SUtSIgies EA
Yiu et al. (2010)& st=S =

K

g5t 1170 ofAlop FAAFS] L& YRS FEoH

of, o] &R U] FAAG dELAE I AT JA| 22 FEH7] GA S7Tst
Fee EAT. 1 9] Cheung et al. (2007)2 ofAlob 2§71 &, 28471 713t 26H71
2 7Re 4o = o FotAlor =7hee] dF FA49E It Granger JIMAAE &
Aot =l o] 4 FALER ofxof F5H7] oA =Fol U]=e dE FAlS
°] 52 Granger cause SHA|PF F§97] o|Fol= Granger UiPHAE HOJA| A= o=
UERSTE ole} 22 AFEL d¥ UoJHE Ar&siilon, FApogojdt: @Y HLE
ARgsto] Ol &A1 g AT Mol ASAE wAsHIH. 2oy & A4e &
=84 MAyto] 27 A

718 HlolHE AMESHH, 848 Ae+E Sl AR ofYet
SAIRS BASITHE Aox 1 Afolo] 9k,

uj2o] 2g370 @2e] A2Axd] A d%L VAR mHS Eof 4% dypms
Taylor and Lee (2014)2} Yamamoto (2014)7} t}t. Taylor and Lee (2014)= Block
recursive VAR 2@ AFgslol, 0120 18 AmeE /bt @0 A U £ALE U
noc s Z7IA71S B Ytt Yamamoto (2014)= 2 H1Q} 0pEbrpx| R




P ohop ko T T b B R B W o
T oo o [ ® Mo L, x0T T op Mok 3 WD ol fo o
o 4 0 BK — ~ M o = o
o) < o Ko = —, o I ro o = " o . o
el o_"o ﬂﬂ_._.ﬁ o ].Jllﬂ_._n __AE._oEﬂoo_u_u _._._|_u._
< o K s P AT Emus o w =
! u] i ! B % —o _,A__o
Cp ™ B Heep™ R eale
wol g TT R AU T T T E DN W8S
o = X W r R S < A
T LR g MR g w R T
,mAVnﬂ_u&.w_‘%ﬁummile.__uaﬁﬂ,ﬂﬂlA_.N_MQ.WﬂWn,
R e = G of ko0 x ™Tonr
hTm_oﬂLnﬁ:._mmoMﬁHT;oﬂﬁale_toK,._mﬂ”Ao }m,ﬂl%mﬂ
"B T o e bR LR P
—_— ! — K .
TlowK  Hmeto Ppl Tl Rty
R o pgE o My & 5 e Ko ™ o T
op > [ W= NI NI i o= 0 o
%d%%ﬂnﬂ.ﬂo_u%ﬂiﬂ - Y
g M " 2 : . >
EmmﬁﬂmﬁnM%%%@%ﬁ%%%%%@%m
: = ~ &K =
_oLmlﬂEMM%ozo,_ﬁe_exmoxlwa %q_%WwﬁmON
— £ o & o oo op Ko B o © Bo B° &
PSS TEAE S TR T R LT LR
d4 Ko T L g0 K e K e 1 — =
Ko N A 2 o4 o MR o
S L LA SR F LY
ro S op = WK op . = S W =
g o — S ol < L._.gr..mlq7
mﬂ%glﬁw_emmﬂﬂﬁ_.o_amﬁ%Hﬁ_uq_wﬂm.o_mWao_l._woM R o
i 2o S Ko I e B ® = O %o 3k o B KO pr
55T s T PR _m o warr PM K 5P K
ﬂwﬂ%_xﬁaﬁ_nkoaﬂo_ﬁﬂ@_ﬂ%wim&a%
=3 5 A4 ~X f rrI-
q__mq__,__%;._.w,h_‘nunmm_.mMﬂ_.o_u;._.,,moo_‘__H_MW_ﬁauﬂﬁ_._u
o . ~qu_.L_._._|G_ _AojumﬂPA_o_uo L|E.__u__._._|
o a9 g Ko pl T T il
N o S AU R S T
oy By o <R el o B TR K T X fo ™ 2
.A_loWTN7OMEOL__A_.OO_L%M_H|%RONOM_“_MAT._!_&l L_L:._o,w
ﬂ@ﬂﬂ%x_.mﬂA_om__oN,MEH__Oﬂqo_Liwﬂm@%%
W2 mo i T ke oM o T oop e o of T or B
oM delop g o ool R oob o i %0 W Mo R K
oo o Mg g WA B ok oo UE K 0 O
I STl S R I O - I
S R TR S ) e &
LGy I o W T W o MK T owe omf ) o e o
ol %8B T e o 0 N o T K % T of W o W B © <o

710

o

7)ot 23

[¢]

o=
51

|

L.

3
Z|
5

[ex
[}

°

o]

1 7oF

[9)

_l?]_
=

J i

[}

=
)

=ofl OjAl= 9

717}F

EfAt7 19 H(SVAR) &2

]_

2 AA

:’

549
=il

-

740] 3

al A

= =2

o =
B o

5

DS

|y
B
t
1
a

=] F71==7ld o=

f A1

[9

tof 0] =]
x| AW Ect VAolAL @ob

oI EA,
[¢)

-

710l o AR

o] #7)5]%o] £go] =7 9

A gepx]
ool

=]
=0

Uol7t TVAR 38 o] &
EE]

wxo] ALgH dlole]
o]

I.

371



KOSPI 55, KOSPI HiEd, && 468 & ¥Hsd AP 52 2, 4§ Ax
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2 19961 127]56 20209 4877kA] B718 ZEARR S-S AESIYTHY ALY WSS
o] Ao]= <Table 1>} 7t}

<Table 1> Description of Variables for Korea's Financial Condition Index
Variable Description
Return of KOSPI Quarterly rate of return of Korea Composite Stock Price Index(KOSPT)
Volatility of KOSPI Quarterly standard deviation of daily return
Growth rate of W/$ Quarterly growth rate of Won-Dollar exchange rate
Volatility of #W/$ Quarterly standard deviation of daily growth rate of ¥/$
Term spread 3 year Government bond rate - 3 month CP rate
Risk spread 3 year AA- corporate bond rate - 3 year Government bond rate

Change in Gov't bond rate Quarterly change in 3 year Government bond rate
Spread on household loan  Lending rate on household loans - 3 year Government bond rate

Growth rate of total loans Quarterly growth rate of total loans of depository financial institutions
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Korean Financial Conditions Index)=
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<Table 2> Principal Component Analysis

Component Proportion Cumulative
Component 1 0.3583 0.3583
Component 2 0.2168 0.5750
Component 3 0.1556 0.7307
Component 4 0.1189 0.8496
Component 5 0.0534 0.9030
Component 6 0.0403 0.9433
Component 7 0.0285 0.9718
Component 8 0.0189 0.9908
Component 9 0.0092 1.0000

<Table 3> Weights on Variables for Components 1 and 2

variable (normalized residuals) weights (Component 1) weights(Component 2)

Return of KOSPI -0.29 0.29

Volatility of KOSPI 0.36 0.28

Growth rate of W/$ 0.35 -0.16

Volatility of #/$ 0.51 0.11

Term spread -0.43 0.02

Risk spread 0.44 0.26

Change in Gov't bond rate 0.13 -0.55

Spread on household loan -0.10 0.64

Growth rate of total loans -0.04 -0.15

&, Hatzius et al. (2010) A& PRo2HES JIFS HIAGtL #4351 FZAE

TS UEUe S8d8ReE =E5H7] St yHES AASIT. a8 AS A
AHEEE 2t 58S WA GDP 4E, AdEHoldE 5o AAl A Haso] et
ARH A7 3, 3 AR fstel £YRENS AN 4T BRozuEY JF2
35l AAZ 4 Atk Zoltt. 2y & oAM= VAR 22 F5l 542 AEs]
2o, S84 dist A AEFAS JPdstn AR Oo=R o] JFES A|AsH=
Hatzius et al. (2010)9] ¥¥22 A-&st7]ol= AEsHA] odth

2. A=e} 7)E BA

QoA HAG WEol weh PEY F§HYALY 0% FSHYAS, @A olFl GDP
YHE 28 Wale 5 ANFANSE olgalol uFe] F§FAL AHalel B HA
o o} 7+
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= =
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R 2= YolA LESH upet o] FFAIAS] AEE ¥rgstil oty HItE= ) WA E
28 F/d#2M(Principal Component Analysis)& &5t &St A WAl 242& ol &

sttt 0=9] S8AIY HHIE €afe RAe=2A U= a8 48e

9 oh= NFCI (National Financial Conditions Index)E& AFEstg o0 F7tA o2 FHx[9]
ZARAFE ] AP EA| S A7 ANFCI (Adjusted National Financial Conditions Index)
& A 2AeR 9o Argsll BotR|g Autol= 8 AtolE BolX| AT vlw 54
Frlpel Wept ¢ FAlo] 0lxls G RS U5} 2ol AAGDPEIHE, KFCL, A
RS £ AAWLER SVAR walo] ol gatick. ARG L cholZe Wste] YeH g
g0 aulabgolel vlwe] AulAtEslE ol &stel ALt Atmel BA gar|zie
KFCIo] 253404 97} 2§¥450] ol 87b54o] Aol 19969 187]%E 20209 4
2 17HR = AR E QY. dlofElof tigh At i} &A= <Table 2>0f AJ2jEo] o
ol-&H Wiz Atol9] J¥Ale= <Table 5>0f A|AIE|of T}
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r
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<Table 4> Data Description and Sources

Quarterly,

Variabl Descripti
ariables escription Sources Q1 1996-Q4 2020

Chicago Fed’s
NFCI National Financial
Conditions Index

FRED Economic Data (NFCI) Not Seasonally
(https://fred.stlouisfed.org/) Adjusted

Chained 2012

USGDP US Real GDP FRED Economic Data (GDPC1) dollars, Seasonally
growth rate (https://fred.stlouisfed.org/) adjusted annual
rate
Korean Real GDP Bank of Korea Cl.lamed 2015
KORGDP prices, Seasonally
growth rate (http://ecos.bok.or.kr/) .
adjusted
Principal
K Fi ial
KFCI orean tinanca Constructed by authors Component

Conditions Index Analysis of nine

financial variables
Growth rate of the Bank .Of Korea
real exchange rate - Basic exchange rate (W/$), average
REALEX s - Consumer Price Index (2015=100)
=Aln((’e¥/$)(%)) FRED Economic Data
- CPI(USACPIALLMINMEI, 2015=100)

NFCL, KFCI= 2-84180] g}t 749 opx|i ZgAto] HHE A9 Wolxl = Walo
2 Alpsteo] 9] GRo] @7 U 0]Re} FEARALL FTet v]R AAFEN 242
gt oj2o] 2GRS Aol o] ATt
. _
(o]

2o JTUAE BolFm YUk w3,
=50 38529 A I

6) Chicago Fedolq stz NFCI, ANFCI Afole] Aml4E 098602 -xIQlo] o9 vl2sto] BAZT 7
9] Rto|7F AUt R|4eof chgh F7HAQ1 A2 https://www.chicagofed.org/publications/nfci/index & %t
Jstef. Esh F7PH0Z St Louis Fed9] Financial Stress Index (STLFSI2), Kansas City Fed<]
Financial Stress Index 52 12{5l¢ oL} ¥ ¢ 10] XA NFCIZt 7H AA™ s TWHSHYI T
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<Table 5> Contemporaneous Cross Correlations between Macroeconomic Variables

. P
NFCI KFCI AlnGDPY AlnGDPXO"  Aln (W/$) Aln((W/&;)(W))
NFCT 1
KFCI 0.32 1
AlnGDPY -0.32  -0.12 1
AlnGDP*" 0.19  -0.52 0.40 1
Aln (W/$) 0.26 0.68 -0.17 -0.56 1
pUs
Aln((W/$)(W)) 024  0.67 -0.17 -0.54 0.99 1
Note: Refer to <Table 4> for descriptions of variables. AlnX is a log-difference of wvariable X,
AlnX=InX,—InX,_,.
<Figure 1> Financial Conditions Indexes and Macroeconomic Variables
KFCI and Korean GDP Growth NFCI and Korean GDP Growth
15 30 6
4
-2
0
=
-4
6
-8
e FC| = dlnkorgdp NFCI (left) dinkorgdp (right)
NFCI and KFCI NFCl and Change in ¥/$
e NFCl (l€ft) s KFCI (right) w— NFCI (left) dinrealex (right)

Note: NFCI, KFCI, dlnkorgdp, and dlnrealex are US financial conditions index, Korean financial
conditions index, the growth rate of Korean real GDP, and the growth rate of real exchange rate,
respectively.

TggEAL0] 2HS £1 IYOR NHEH <Figwe 17} 2o} AT F§YHAS
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<Figure 2> Cross-Correlations between Korean Financial Conditions Index and

Korean GDP Growth, p(Aln GDPX" KFCI . )
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Note: The numbers above or below the bars indicate the cross-correlations between the Korean financial
conditions index (AFCI.,) and the Korea’s GDP growth rate (AlnGDP/“%) for k=—5,--,5 shown
in the horizontal axis.
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<Figure 3> Impulse Responses to One Standard Deviation Innovations: NFCI, KFCI, and
KORGDP with Short-Run Restrictions
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Note: The impulse responses of variables to one standard deviation shocks are drawn based on the
short-run restrictions with the order of NFCI, KFCI, KORGDP. The blue lines are point estimates of the
impulse responses and the red dotted lines are 90 percent confidence intervals.
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<Figure 4> Impulse Responses to One Standard Deviation Innovations: KORGDP, NFCI, KFCI

with Long-run and Short-run Restrictions

0.4

02

-02

-04

-06

-08

Response of KORGDP to NFCI

Response of KORGDP to KFCI

Response of KORGDP to KORGDP

0123 456 7 8 910111213 141516

0.8

0.6

0.4

02

Response of KFCl to NFCI

Response of KFCl to KFCI

Response of KFCI to KORGDP

-0.05
0.1

Response of NFCl to NFCI

0.08
0.06
0.04
0.02

-0.02
-0.04
-0.06
-0.08

0.1

01234567 §°9~10.101213 8153

Note: The impulse responses of variables to one standard deviation shocks are drawn based on two
long-run identifying restrictions and a short-run restriction. The dark solid lines are point estimates and
the red dotted lines are 90 percent confidence intervals drawn from 10,000 simulations with a
bootstrapping method.

<Table 6> Forecast Error Variance Decomposition for Three Variable Model

Forecast Error Variance
Decomposition for Korea's

Forecast Error Variance
Decomposition for KFCI

Forecast Error Variance
Decomposition for NFCI

. GDP
horizon Korea’s Korea’s Korea’s
real NFCI KFCI real NFCI KFCI real NFCI KFCI
shocks shocks  shocks shocks shocks  shocks shocks shocks  shocks
1 0.73 0.13 0.14 0.17 0.19 0.64 0.14 0.86 0.00
4 0.53 0.10 0.37 0.20 0.18 0.61 0.13 0.84 0.03
8 0.62 0.10 0.29 0.26 0.18 0.56 0.17 0.77 0.06
12 0.69 0.08 0.24 0.27 0.18 0.55 0.19 0.74 0.07
16 0.74 0.06 0.20 0.28 0.18 0.54 0.19 0.73 0.08
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<Figure 4> Impulse Responses to One Standard Deviation Innovations: NFCI, USGDP, KFCI,
and KORGDP with Short-Run Restrictions
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Note: The impulse responses of variables to one standard deviation shocks are drawn based on the
short-run restrictions with the order of USGDP, NFCI, KFCI, KORGDP. The blue lines are point
estimated f the impulse responses and the red dotted lines are 90 percent confidence intervals.
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<Figure 5> Impulse Responses to One Standard Deviation Innovations: USGDP, KORGDP,
NFCI, and KFCI with Long-run and Short-run Restrictions
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Note: The impulse responses of variables to one standard deviation shocks are drawn based on five
long-run identifying restrictions and a short-run restriction. The dark solid lines are point estimates and
the red dotted lines are 90 percent confidence intervals drawn from 10,000 simulations with a
bootstrapping method.
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<Table 7> Forecast Error Variance Decomposition for Four Variable Model

Forecast Error Variance Decomposition  Forecast Error Variance Decomposition

for Korea's GDP Growth for KFCI
horizon US real XOT8S  \pCr KECI US real RO%S NFCI KECI
shocks cal shocks shocks shocks eal shocks shocks
shocks shocks
1 0.36 0.43 0.11 0.09 0.17 0.14 0.40 0.29
4 0.20 0.44 0.20 0.16 0.24 0.17 0.34 0.26
8 0.26 0.45 0.14 0.14 0.27 0.19 0.30 0.25
12 0.28 0.49 0.11 0.12 0.29 0.18 0.28 0.25
16 0.30 0.52 0.09 0.10 0.30 0.18 0.27 0.25
Forecast Error Variance Decomposition  Forecast Error Variance Decomposition
for US GDP Growth for NFCI
horizon US real KOT&S  \per KECI US real  RO®S NpCI KECI
shocks real shocks shocks shocks real shocks shocks
shocks shocks
1 0.41 0.09 0.10 0.39 0.38 0.12 0.49 0.00
4 0.54 0.10 0.12 0.24 0.36 0.15 0.45 0.04
8 0.66 0.09 0.10 0.14 0.37 0.20 0.37 0.07
12 0.73 0.08 0.08 0.11 0.37 0.20 0.34 0.09
16 0.77 0.07 0.07 0.09 0.38 0.20 0.33 0.10
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<Figure 6> Impulse Responses to One Standard Deviation Innovations: NFCI, KFCI, and Real

exchange rate with Short-run Restrictions
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Note: The impulse responses of variables to one standard deviation shocks are drawn based on two
long-run identifying restrictions and a short-run restriction. The dark solid lines are point estimates and
the red dotted lines are 90 percent confidence intervals drawn from 10,000 simulations with a
bootstrapping method.
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<Figure 7> Impulse Responses to One Standard Deviation

NFCI, and KFCI with Long-run and Short-run Restrictions

Innovations: Real exchange rate,

Response of Real ##/$ to NFCI
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Note: The impulse responses of variables to one standard deviation shocks are drawn based on two
long-run identifying restrictions and a short-run restriction. The dark solid lines are point estimates and
the red dotted lines are 90 percent confidence intervals drawn from 10,000 simulations with a

bootstrapping method.

<Table 8> Forecast Error Variance Decomposition for Three Variable Model

Forecast Error Variance
Decomposition for Real
Exchange Rate

Forecast Error Variance
Decomposition for KFCI

Forecast Error Variance
Decomposition for NFCI

horizon Real Real Real
exchange NFCI  KFCI  exchange NFCI  KFCI  exchange NFCI  KFCI
rate shocks shocks rate shocks shocks rate shocks shocks
shocks shocks shocks
1 0.82 0.13 0.05 0.32 0.15 0.53 0.16 0.84 0.00
4 0.78 0.13 0.09 0.39 0.16 0.45 0.18 0.81 0.02
8 0.83 0.12 0.05 0.39 0.16 0.44 0.19 0.78 0.03
12 0.87 0.09 0.04 0.39 0.17 0.44 0.20 0.77 0.04
16 0.89 0.08 0.03 0.40 0.17 0.43 0.20 0.76 0.04
3. 0|3 383240 =9 FAAET F8SZX uR]= T H|gE &4
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<Figure 8> Impulse Responses to a Positive One Standard Deviation Innovation of NFCI
from Three Variable TVAR Model for Expansions and Recessions
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Note: The impulse responses of variables to a positive one standard deviation shock of NFCI are drawn

from a TVAR model with the three variables: NFCIL KFCL and AlnGDP?". The red lines
are impulse responses during expansions and the blue lines are impulse responses during

recessions.
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<Figure 9> Impulse Responses to a Negative One Standard Deviation Innovation of NFCI
from Three Variable TVAR Model for Expansions and Recessions
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Note: The impulse responses of variables to a negative one standard deviation shock of NFCI are

drawn from a TVAR model with the three variables: NFCL KFCI and Aln GDPYPF. The red
lines are impulse responses during expansions and the blue lines are impulse responses during
recessions.
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<Figure 10> Impulse Responses to a Negative Two Standard Deviation Innovation of NFCI
from Three Variable TVAR Model for Expansions and Recessions
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dinkorgdp
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Note: The impulse responses of variables to a negative two standard deviation shock of NFCI are
drawn from a TVAR model with the three variables: NFCL KFCIL and Aln GDPX9%. The red
lines are impulse responses during expansions and the blue lines are impulse responses during

recessions.
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<Figure 11> Impulse Responses to a Positive One Standard Deviation Innovation of NFCI
from Four Variable TVAR Model for Expansions and Recessions
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Note: The impulse responses of variables to a positive one standard deviation shock of NFCI are drawn

from a TVAR model with the four variables: NFCIL Aln GDPY, KFCI and Aln GDPXPF. The

red lines are impulse responses during expansions and the blue lines are impulse responses
during recessions.
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<Figure 12> Impulse Responses to a Negative One Standard Deviation Innovation of NFCI

from Four Variable TVAR Model for Expansions and Recessions
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Note: The impulse responses of variables to a negative one standard deviation shock of NFCI
the four variables: NFCI Aln GDPY, KFCI,

a TVAR model with

ssssss

eeeee

are
and

drawn from
AlnGDPXPE The red lines are impulse responses during expansions and the blue lines are

impulse responses during recessions.
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<Figure 13> Impulse Responses to a Negative Two Standard Deviation Innovation of NFCI

from Four Variable TVAR Model for Expansions and Recessions
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Abstract

Since the Global Financial Crisis occurred, there has been growing interest in the financial
conditions index as a measure of soundness of the financial market. This study constructs the
Korean financial conditions index and estimates the transmission process of US financial shocks
and real shocks to the Korean economy using a structural vector autoregressive (SVAR) model.
The main empirical results are summarized as follows. First, an increase in the US financial
conditions index (NFCI) tends to lower Korea's GDP growth rate, and this negative effect
persists for several quarters. Second, the US financial shocks raise the Korean financial
conditions index, implying an empirical evidence for the international transmissions of the
financial shock. Third, the deterioration of Korea's financial condition has a negative effect on
Korea's GDP growth. Fourth, financial shocks drawn from a positive innovation of the US
financial conditions index or a positive innovation of the Korean financial conditions index,
whether originating from abroad or domestically, appears to raise the real exchange rate,
deteriorating the terms of trade of Korea. Fifth, from a TVAR model estimation, the impact of
the US financial shock on Korea's real and financial sectors is greater during recessions than
during expansions. Sixth, it was found that an improvement in the US financial conditions during

Korea's economic downturn must be large to effectively help Korea's economic recovery.
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