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Introduction 
Korea that the official name is Republic of Korea is one of the developed countries. the economic system is a mixed economy which is dominated by a number of large industrial conglomerates known as chaebols. Hence, Bloomberg (2018) states that five biggest chaebols, including Samsung, SK, Hyundai, LG, and Lotte, account for the half of the Korean stock index (Bloomberg, 2018). The chaebols has large impact on Korean economy. The capital city is Seoul, and the population was 51.5 million in 2017. According to the Ministry of Foreign Affairs of Japan (2018), the total land area is 100 thousand square km, and it is a quarter of the size of that of Japan. Moreover, Korea’s GDP was 1,530.75 US dollars, and GDP per capita is 29,938 US dollars in 2017 (knoema, n.d.). Ranking by GDP per capita is 29th out of 189 countries. According to the World Economic Forum (2018), the Global Competitiveness Index ranking from 2017 to 2018 is 26th. The main industries of Korea are chemical, auto-mobile production, and electronics. Also, according to the Ministry of Foreign Affairs of Japan, Korea joined Asia-Pacific Economic cooperation (APEC) in 1989.	Comment by Admin: You need to state what this means. What does it show? What components have brought Korea down and what are its strong pints? Need more detail or Ray WILL mark you down.
[bookmark: _i3t9xdh5sdcd]This paper consists of two sections. In Part Ⅰ, six macroeconomic indicators, GDP, unemployment rate, inflation rate, public finance, interest rate, and balance of trade, show the fluctuating over the last 30 years. Next, in Part Ⅱ, the major macroeconomic problem over the last 30 years in Korea, which is the economic contraction in 1998, will be described through four parts; identifying the problem, major causes, policies, an outcomes.
 
Introduction to Part 1 
	After the collapse of the Pol Pot regime, the Cambodian economy has made rapid progress. However, Cambodia has experienced many economic fluctuations such as its economic boom in 1999 and 2005, and its contraction in 2009. The characteristic of Cambodia, which lost its economic function during the Pol Pot regime is that it has to rely heavily on foreign countries for its development. Cambodia could not develop at all without support from foreign countries. Therefore, Cambodian economic fluctuations are very sensitive to external influences. In order to understand the overall economic conditions, the Cambodian major macroeconomic indicators over the last 25 years will be examined in Part 1 of this paper. These include nominal and real GDP, GDP growth rate, unemployment rate, inflation rate, interest rate, public finance, exchange rate, and balance of trade. Through analyzing these indicators, the trends of the Cambodian economy can be understood, and the significant period that will examined in Part 2 can be identified.	Comment by Admin: Why is this about Cambodia? This seems to be copied and pasted from another group’s research paper. 

Real and Nominal GDP 
	Gross domestic product (GDP) is one of the most important economic indicators and represents the size of a nation’s economy. GDP is the monetary measure of market value of final goods and services in a country during a year and is a barometer that enables policy makers to determine whether economic conditions are contracting or expanding (Investopedia, n.d.). Therefore, GDP is an important macro-economic indicator. GDP consists of consumption expenditure, investment, government purchases and net exports. South Korean GDP was made up of 48.1% from consumption expenditure, 31.6% from investment, 15.3% from government purchases, and 3.6% from net exports in 2017 (Central intelligence agency, n.d.). 
Figure 1 shows the proportion of primary, secondary, and tertiary industry categories to GDP in Korea in 2017. This figure shows that the tertiary industry was largest of the three industries. Also, in 2017, specific industry as Percentage of GDP in Korea was 0.2% from mining, 2.0% from agriculture, forestry and fisheries, 3.2% from electricity, gas and water supply, 3.7% from transportation and warehousing, 5.0% from construction, 6.7% from finance and insurance, accommodation and food services, 7.2% from real estate and rental, 11.0% from whole sail and retail, 29.1% from leasing and other services and 31.9% from manufacturing (Mizuho, 2018).
Also, there are two types of GDP, which are nominal and real GDP. Nominal GDP is calculated in current prices. On the other hand, real GDP is measured in constant prices. Therefore, nominal GDP is affected by inflation or deflation, but in contrast, real GDP eliminates the influence of inflation. As a result, when there is inflation in a country, nominal GDP often exceeds real GDP. Also, if inflation or deflation happen in a nation, the nation’s nominal GDP cannot accurately analyze productive capacity. Thus, real GDP is used to analyze real output because it excludes the effect of inflation or deflation. 
[image: ]
Figure 1: Korean GDP by industry sectors in 2017. Adapted from Central Intelligence Agency. Retrieved from https://www.cia.gov/library/publications/the-world-factbook/geos/ks.html

[image: ]
[bookmark: _30j0zll]Figure 2: Real and Nominal GDP in Korea 1988-2017. Adapted from The World Bank. Retrieved from https://data.worldbank.org/country/korea-rep

Figure 2 shows nominal and real GDP in Korea between 1976 to 2017. As can be seen, Korean real GDP has increased fourfold from 1988 to 2017, but Korean nominal GDP has gone up sevenfold during the same period. In figure 1, Korean real GDP is based on the price level of 2010. Basically, the price level before 2010 was lower than the price level of 2010, so nominal GDP is lower than real GDP before 2010. However, the price level during 2005 to 2007 was larger than the price level of 2010, so real GDP is lower than nominal GDP during 2005 to 2007. As seen in Figure 2, there were two significant periods when Korean nominal GDP contracted, which were from 1997 to 1998 and from 2007 to 2009. 	Comment by Admin: This is good. I think you are the only group to clearly explain this.
[bookmark: _1fob9te][bookmark: _Hlk535504110]The first period of significant contraction was from 1997 to 1998. Actually, Korean nominal GDP decreased from 557.5 billion dollar in 1997 to 374.24 billion dollars in 1998. In 1997, financial crisis occurred because many major Korean conglomerates went bankrupt and some commercial banks had huge non-performing loans due to excessive investment. In addition, in order to stop excessive investment, the Bank of Korea, the Korean central bank, introduced high interest rate, from December 1997 to July 1998 (Kim, n.d.). Actually, the call rate, the interbank interest rate was raised from 14.1% November 1997 to 25.6% January 1998 (Cho, n.d.). Thus, capital investment decreased from 208.6 billion dollars in 1997 to 103.9 billion dollars in 1998 (The world bank, n.d.). Moreover, the Korean won depreciated from 1,026 won per US $ in November 1997 to 1,707 won per US $ in January 1998 (Cho, n.d.). Due to depreciation of won, costs of Korean imports increased, therefore, cost-push inflation happened. Actually, Inflation rate went up from 4.4% in 1997 to 7.51% in 1998 (International Monetary Found, n.d.). Due to inflation, final consumption expenditure decreased from 335.8 trillion won in 1997 to 323.4 trillion won in 1998 (The world bank, n.d.). As a result, nominal GDP went down from 557.5 billion dollars in 1997 from 374.24 billion dollars in 1998 (The world bank, n.d.). This will be described in more detail in part 2. In short, from 1997 to 1998, Korean economy contracted significantly because capital investment decreased due to bankruptcies of companies and consumption also went down due to cost-push inflation. 
[bookmark: _3znysh7]The second period of significant contraction was from 2007 to 2009. Korean nominal GDP decreased from 1,122.6 billion dollar in 2007 to 901.9 billion dollars in 2009. In 2007, the global financial crisis happened, and a credit crunch occurred in connection with the financial crisis, so US investors stopped investment for Korea due to shortages of US dollars. Therefore, demand for won went down. Actually, the Korean won depreciated from 903 won per US $ in October 2007 to 1,532 won per US $ in February 2009 (Boards of Governors of the Federal Reserve System, n.d.). Due to depreciation of the won, Korean import cost increased, hence, cost-push inflation occurred again in 2008, so the inflation rate went up from 2.54 % in 2007 to 4.67 % in 2008 (International Monetary Found, n.d.). Because of inflation, consumption growth decreased from 6.16% in Q1 2007 to – 0.83% in Q1 2009 (The Global Economy.com, n.d.). Also, due to depreciation of won, foreign direct investment went down from 2.1 billion won in November 2007 to 0.3 billion won in March 2009 (Bank of Korea, n.d.), so company’s profit decreased because their fund to make profit decreased due to low foreign direct investment. Thus, capital investment further decreased from 330.9 billion dollars in 2008 to 256.7 billion dollars in 2009 due to low profit forecasts (The world bank, n.d.). Therefore, Korean nominal GDP diminished from 1,122.6 billion dollar in 2007 to 901.9 billion dollars in 2009. To summarize, from 2007 to 2009, the Korean economy faced significant contraction because consumption growth went down because of inflation and capital investment decreased due to low FDI. 
In conclude, from 1988 to 2017, nominal GDP generally increased. However, there were two significant contractions. In the first period, from 1997 to 1998, because Korea faced a financial crisis due to bankruptcies of chaebols and huge bad loans, investment went down, and consumption also decreased due to cost-push inflation, therefore, nominal GDP declined. In the second period, from 2007 to 2009, investment diminished due to low FDI, and consumption growth went down due to cost-push inflation after the Korean economy was affected by the global financial crisis, hence, nominal GDP dropped. 

Real GDP Growth Rate 
	This section will explain the Real GDP growth rate in Korea from 1987 to 2017. The Real GDP growth rate measures economic growth from one period to another. As mentioned before, Real GDP removes the effect of inflation, so the Real GDP growth rate is an important indicator because it shows a country’s true economic situation such as expanding or contracting. 
[image: ]
Figure 3: GDP growth rate from 1987 to 2017 in Korea. Retrieved from https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2017&locations=KR&start=1987

	Figure 3 above shows the Real GDP growth rate in Korea from 1987 to 2017. As seen, while the growth rate has been fluctuating, it has been generally positive. However, especially, three periods which are 1997 to 1998, 2002 to 2003 and 2007 to 2009 were significantly fluctuating.
In the first period, the real GDP growth was sharply decreased from 5.9% in 1997 to -5.4 % in 1998. The reason why GDP growth decreased was because Korea suffered from the effects of severe internal and external problems. In the internal problem, many Korean chaebols went bankrupt at that time. According to the Investopedia (n.d.), chaebol is a business conglomerate structure that originated in South Korea in the 1960s, creating global multinationals with huge international operations. In Korea, the only four biggest chaebols covered 9.7% of Korean GDP (Chuuou Nippou, 2014). It is data that comes from later than the Korean economic contraction, but this information shows that Korea’s economic growth was supported by the strong power of chaebols. This structure never changed for a long time, so the bankruptcies of Korean chaebols in 1997 and 1998 had very negative effect on the Korean economy. In addition, the Asian currency crisis happened slightly after the chaebol problem. This crisis triggered the depreciation of Korean Won value. Under the crisis period, the exchange rate of Korean Won to US dollar reached from 1 US dollar equal 891 Korean Won in 1997 to 1 US dollar equal 1,707 Korean Won in 1998 (theglobaleconomy, n.d.). Korean companies suffered in this situation. Then, the capital investment decreased from 208.64 billion US dollars in 1997 to 103.9 billion US dollars in 1998 (theglobaleconomy, n.d.). In this period, the amount of investment decreased 50%. Therefore, the real GDP growth rate decreased sharply from 5.92% in 1997 to -5.4% in 1998 (Keizai no Netachou, 2018). 
During the second period, the real GDP growth rate declined again from 2002 to 2003. It was because Korea experienced a painful credit card crisis (Taesoo Kang, 2009). In order to recover from the damage of Korea economic crisis in 1998 described above, the Korean government implemented new policies to stimulate the consumption. In 1999, the Korean government started encouraging citizens to obtain and use credit cards in order to increase domestic consumption. For example, government did a lottery system by using receipts of credit card, and income deduction according to usage amount of credit card (Taesoo Kang, 2009). This policy was successful until 2002, however, the boom of credit card burst in 2003. Final consumption expenditure Annual percent growth of final consumption expenditure decreased from 8.28% in 2002 to 0.24% in 2003 (World Bank Open Data, 2018). It means that the growth of consumption decreased, so the real GDP growth rate declined from 7.43% in 2002 to 2.93% in 2003 (Keizai no Netachou, 2018).
During the third period, the real GDP growth rate declined from 5.46% in 2007 to 0.7% in 2009 (Keizai no Netachou, 2018). It was because of the global financial crisis in 2007. The global financial crisis started in United States due to a subprime loan system for low income people. At that time, the housing price continued to increase, however, the rising of housing price stopped. Then, many people could not repay the housing loan to banks. It lead to the collapse of the lending system in US. Then, one of the biggest investment banks in US went bankrupt. When the problem happened, the European Union (EU), was also affected by global financial crisis. Korea exported a lot of goods and services to US and the EU, but when the economy was damaged by the global financial crisis, domestic consumption decreased. Then, the amount of imports from Korea to both the US and EU decreased. In addition, the capital investment decreased from 365.7 billion US dollars in 2007 to 256.7 billion US dollars in 2009. Korea did not have enough capital to increase their productive capacity. Therefore, the real GDP growth rate declined from 5.46% in 2007 to 0.7% in 2009 (Keizai no Netachou, 2018) 
To sum up, the Korean real GDP growth rate from 1987 to 2017 fluctuated but was positive overall, but there were three significant negative periods. In the first period, during 1997 to 1998, Korea suffered some internal and external problems, especially bankruptcy of chaebols and the effect of Asian currency crisis, so GDP declined. In the second period, during 2002 to 2003, GDP declined again because Korea also suffered problems because of the burst of the credit card bubble, and Korean people’s consumption decreased, and the economy contracted. In the third period, GDP declined again because Korea also suffered due to the global financial crisis. The Korean Won depreciated again and FDI decreased, and it triggered the severe management situation for Korean companies. Then, the capital investment decreased further, and the economy contracted again. In Part II, this research paper will provide detailed information and research data about the  first period’s problem in 1997.
	
[bookmark: OLE_LINK3][bookmark: OLE_LINK4]Unemployment Rate 
This section discusses the unemployment rate in south Korea from 1987 to 2017. The definition of unemployment is “people who do not have a job, have actively looked for work in the past four weeks, and are currently available for work” (The Balance, 2018. Para.1). In Korea, the national unemployment definition is the same as the International Labor Organization’s (ILO) definition, as mentioned above. 
[image: ]
Figure 4: Unemployment rate from 1987 to 2017 in Korea. Retrieved from https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2017&locations=KR&start=1987

	Figure 4 above shows the unemployment rate in Korea from 1987 to 2017. As seen, the unemployment rate has been fairly stable at between 2 and 4 % expect for 1997 to 1998. 
First, the peak point of unemployment rate was 6.9% in 1998, which was sharply increased from 2.6% in 1997. The reason why the unemployment rate increased is because the Korean economic contraction happened from 1997 to 1998. This economic contraction was mentioned before in the GDP and GDP growth rate sections. At that time, most of the chaebols, which is the special Korean company group style, went bankrupt. As mentioned before, Korean economy and Korean chaebols had strong relationship. During 1997 and 1998, 25 chaebols went bankrupt, including Hanbo, Sanmei, Kia, which are among the top 10 chaebols in Korea, so many workers were laid off. Korean companies had a lot of bonds from Korean commercial banks. When the chaebols went bankrupt, the bonds changed to non-performing loans. Then, it connected to collapse of the fractional reserve banking system in Korea. The meaning of fractional reserve banking system is a banking system in which only a fraction of bank deposits are backed by actual cash on hand and are available for withdrawal (Investopedia, n.d.). In short, when this system collapsed, Korean banks could not lend out money. Then, some Korean commercial banks also went bankrupt. When the commercial banks went bankrupt, most of Korean company found it  difficult to obtain finance and it triggered the bankruptcy of many Korean companies. Therefore, the unemployment rate reached its high point of 6.9% in 1998.
	After the peak point in 1997 to 1998, the unemployment rate stabilized at around 3 or 4%. It is because the unemployment rate and GDP growth are connected. In terms of GDP growth, while there were some fluctuations, generally it continued to be positive from 2000 to 2017. As mentioned, the unemployment rate is related to economic situation because if the Korean economy faces a severe contraction, companies also face the severe financial problems, on the opposite side, when the Korean economy grows rapidly, the companies have to employee more labor to increase their productive capacity. Therefore, stable GDP growth means no big changes in the economy, therefore, the unemployment rate was very stable from 2002 to 2017.
	To summarize, the unemployment rate in Korea from 1987 to 2017 sometimes fluctuated but was stable and relatively low overall . In 1998, it reached the peak point because the Korean economic contraction happened. In the crisis, 25 chaebols went bankrupt and commercial banks could obtain the loan from chaebols so mainly of them also went bankrupt. Other Korean companies faced difficult financial management conditions because it was difficult to borrow money and some of them went bankrupt and others laid off workers. Thus, unemployment rate was increased. Since then, unemployment rate is generally stable. It is because the Korean economy has not experienced a severe economic crisis. The Korean economy could grow constantly, so the unemployment rate has been stable at between 3% and 4%. In Part II, this research paper will provide detailed information and data showing the connection between the Korean financial crisis in 1998 and the unemployment rate.	Comment by Admin: I have left aligned this, it was justified

Inflation Rate 
In this part, the inflation rate of South Korea between 1987 and 2017 will be described. “Inflation is a quantitative measure of the rate at which the average price level of a basket of selected goods and services in an economy increases over a period of time.” (Investopedia, n.d., para.1) Prices can accurately convey information about relative scarcities, so the price level is an important macroeconomic indicator. In a healthy economy, low and stable inflation is ideal because it shows an increasing demand in the economy. (Samuelson, 2010).There are three types of inflation, which are demand pull inflation, cost push inflation, and monetary inflation. Cost-push inflation results from general increases in the costs of the necessary inputs required to produce goods and services, for example, capital, land, and labor. Demand-pull inflation occurs when the economy grows quickly, and then aggregate demand exceeds aggregate supply, and this causes an increase in price. (Investopedia, n.d.). Also, monetary inflation is when an increase in the money supply (government printing money) generally results in inflation. As the money supply increases the currency loses its purchasing power and the price of goods and services increases. (Inflation Data, n.d.)
[image: ]
Figure 5: Inflation Rate calculated by the Consumer Price Index of South Korea from 1987 to 2017. Retrieved from the World Bank 
Figure 5 shows the South Korea’s inflation rate from 1986 to 2012. The Inflation Rate in figure 5 refers to an overall increase in the Consumer Price Index (CPI), which is a weighted average of prices for a common consumption basket. The overall value of the CPI will depend on the weight of each of the goods with respect to the whole basket. Annual inflation, refers to the percent change of the CPI compared to the same month of the previous year.
As seen in this figure, South Korea’s inflation rate has a trend of decreasing overall during the 30 years. It went down from around 9.1% in 1991 to 2.1% in in 2007. However, South Korea experienced serious inflation from 1989 to 1991, from 1997 to 1998, and from 2007 to 2008.
The first period of notable increase in the South Korea inflation rate is from 1989 to 1991. The major reason of this rapid change was the high global oil price (oil shock) and high wages of labor in South Korea. South Korea’s industry depends highly on its import of oil. According to the World Bank, Korea’s net energy import in 1989 is 70% of its energy use. When Gulf War occurred in 1990, Iraq reduce supply of oil, who is a major oil supplier, and it caused the oil price increasing due to lack of supply but no reduction in demand. The price of crude oil increased from 14.7 dollars per barrel in 1988 to 22.8 dollars per barrel in 1990. In this situation, the rise in oil price during the oil shock caused the cost of production in South Korea to go up severely. Another reason for this rapid inflation from 1989 to 1990 was the high labor wage due to the labor reforms. According to Country Studies, “Labor stoppages in the manufacturing sector, coupled with a scarcity of labor, led to 20-percent salary increases for workers in the manufacturing sector in 1988 and 25-percent salary increases in that sector in 1989. These raises later spread, increasing wages across the entire economy by 18.7 percent in 1989.” (Country Study, n.d. para4) To sum up, oil is the key material for almost all South Korea goods, and labor force is also necessary for production. Therefore, it means then the price of South Korea goods became high, this type of the inflation was cost- push inflation. 
The second period of high inflation is during 1998 to 1999, when a severe financial crisis occurred in South Korea. In 1998, the Government of Korea lost control over macroeconomic policies and the financial crisis drove the country to the edge of national bankruptcy. Many overseas investors sold their stocks, so the value of won drastically fell down. Then import prices increase sharply due to decreasing the value of won. Thus, cost-push inflation happened and the inflation rate increased from 3.1% in 1996 to 7.4% in 1997. More details about this period will be given in part II.
 	Finally, in 2008, the situation was similar to 1997, the 2008 financial crisis happened, and overseas corporation, especially U.S. companies, withdrew short-term funds from banks in Korea. Therefore, demand of won decreased due to withdrawing short-term funds, so the value of won drastically fell down. As a result, import prices increased sharply due to decreasing the value of won. Thus, inflation happened again, and reached from 2.5% in 2007 to 4.6% in 2008
To conclude, from 1987 to 2017, Korean inflation rate generally decreased, especially after 1991, the peak of Korean inflation. From 1989 to 1991, the cause of oil shock made a cost-push inflation occurred in Korea. Then in 1997 and 2008, the Asia Financial Crisis and the Global Financial Crisis leaded to the capital flight and the depreciation of won, also result in high inflation rate in Korea. As we can see that the both of this two inflation were not as severe as the inflation in 1991, it shows Korea Economy had developed efficiently on control the inflation situation.

South Korean Public Finance 
In this part, the Korean public finance will be described. There are two important concepts to facilitate understanding of public finance. The first is government spending, which is also called government final consumption expenditure. Globaleconomy states that “general government final consumption expenditure includes all government current expenditure for purchases of goods and services. It also includes most expenditure on national defense and security” (2017, para.1). Second, another important term for public finance is government revenue. According to the Financial Times (n.d, para.1), government revenue is the money a government gains from taxation and other sources like the government assets in order to assist finance expenditure. In the case of Korea, the revenue of the Korean government is mainly from taxes. The total value of various taxes share of government income was 76% in 2016. The major component of government tax revenue were taxes on income, profits and capital gains: 119,15 billion won, Social security contributions: 104,69 billion won, Payroll taxes: 1,12 billion won, Taxes on property: 48,62 billion won, Taxes on goods and services: 110,32 billion won, and Other: 9,64 billion won (OECD, 2017). Figure 6 shows government spending as a percent of GDP from 1980 to 2017. Overall, Figure 6 shows that the main 30 year trend has been gradually increasing year by year.  
[image: https://lh6.googleusercontent.com/RsEzQnj0pIGNB40OvmJcdNsG9Hfhbg3Z6vQE4C6wzQjX6rN5iBD3D1TgrTPjrhjNm6RW9ug8TNFmVfteQl9dRMasu7r_byJUvZm8JxJTWBI_PRskf7thWeCRdUpXjgNIpWj4r-yKP5WFXIBRiQ]
Figure 6: Korean Government Revenue/Expenditure. Adopted from World economic item, Retrieved from http://ecodb.net/country/KR/imf_ggrx.html

Figure 7 shows government revenue and expenditure excluding national debt budget in Korea from 1995 to 2018. This graph measures the difference between government spending and revenue. When government spending is greater than revenue, it is called a government deficit. In contrast, when government revenue is greater than spending, it is known as a government surplus. Generally, equilibrium, meaning government revenue and expenditure are equal, is the best condition for public finance. However, it is difficult for most countries to stabilize the public finance. It is because how to use the money will be budgeted in a year is determined by government expectations. Nonetheless, they do not proceed as expected.
 These graph can be divided into two important periods, from 1997 to 1998, and from 2008 to 2009. In this section, the marked differences between expenditure and revenue will be described. 

[image: https://lh6.googleusercontent.com/KVhanW1DD51bjxT0RNSQZbjSttwl8OD7VQIcLlxnu-I6r9VmyJ-EMrdVwY2CnjyVujfF1koQzkd444f8tkzJsWsbMpagjTSWOODtz0nVWips9FNQzUcM70q4WAzZ_OFg6FEK-0Qh_17lqGojfw]
Figure 7: Korean Government Surplus/Deficit. Adopted from World economic item, Retrieved from http://ecodb.neot/country/KR/imf_ggxcnl.html

The first notable change in public finance was from 1997 to 1998. In this period, the government spending increased from 25.5 % of the general account in 1997 to 30.3 % in 1998. This is because, to overcome the financial crisis in 1997, the government spent huge amounts on economic development expenses such as agriculture, forestry and fishery development, commercial industry support, transport, and communication. Especially, transport and communication accounted for half of the economic development expenses in order to overcome the crisis (Kukku, 2008). From 1997 to 1998, the government surplus decreased from 15,233 billion won to 9,472 billion won (World economic item, 2018). Therefore, increased government expenditure led to a decrease in the government surplus.
Another significant period is from 2008 to 2009, when the government spending increased and it caused a government deficit. According to globaleconomy (2018), Korean corporate tax revenue decreased from 28% of revenue in 2008  to 24 % in 2009. In addition, income and profits tax declined from 30.62 % of revenue in 2008 to 28.38 % in 2009 (theglobaleconomy, 2018). Therefore, the government expenditure was greater than its revenue and it reached the government deficit in 2009. Figure 6 does not include national debt, so the government revenue decreased, compared to Figure 6 including national debt. As a result, the government deficit reached - 1.3 % of GDP (OECD, 2018).	Comment by Admin: I have fixed font size; it was 10.5 for some reason	Comment by Admin: This does not make sense; please revise

Real Interest Rate 
This section will explain the real interest rate in South Korea from 1987 to 2017. A real interest rate is an interest rate that has been adjusted to remove the effects of inflation from nominal interest rate. (Investopedia, n.d.) In South Korea, Real interest rate is the lending interest rate adjusted for inflation as measured by the GDP deflator.(CEIC,n.d.). Furthermore, in South Korea, the central bank can announced the change in the lending interest rate directly. By the change in lending interest rate, the real interest rate in the economy will also change at the same time by the calculation. Therefore, the central bank can change the money supply in the whole economy, then control economic conditions. For example, by reducing the real interest rate, the investment and consumption in the country will increase, so the GDP of Korea will also increase. Therefore, Nominal Interest rate is one of the important indicators observed by economists, and because of the inflation can reduce the lender's or investor’s purchasing power, so it is better to use real interest rate to analyze the economy. Also, in this paragraph, two important fluctuations of South Korea real interest rate from 1987 to 2017 will be discussed. 
[image: https://lh6.googleusercontent.com/uukSSq0RCRh4dfWMR34QRIcqNvSIt4L89ENTCp66sNRioNL0WNwjnk10TQ0ljweLM6YtkJWUN8iQDjmMJGlW_5lo6DxyytFg_OCDJARCUj7eUtH2ee8fpQTioCG-cwu-MIYkKk0m6okjJ9MU0Q]
Figure 8: South Korea Real Interest Rate. From 1987 to 2017. Trading Economics. Retrieved from :https://tradingeconomics.com/south-korea/real-interest-rate-percent-wb-data.html

Figure 8 shows real interest rate in South Korea from 1987 to 2017. The first period of the important change is from 1989 to 1991. During this period, South Korea had a high inflation rate. Due to the high cost of production, consumption and investment is declined during this period. To solve this recession, the Bank of Korea set the low lending interest rate. Actually, the real interest rate decreased from 5.21% in 1989 to 0.47% in 1991. Therefore, the money supply was increased because it was easier for business and individuals to borrow money. 
 	The next key period in forms of real interest rate was from 1997 to 1998. Because of the severe economic crisis occurred in 1997, the exchange rate of won decreased sharply. Furthermore, after receiving financial aid from the IMF, Korea was required to achieve the requirement set by the IMF even it may hurt its economy in the short-term. Therefore, Korea choose tight monetary policy which means the Bank of Korea set high interest rate to attract foreign investors and cool down the domestic investment. The interest rate went up from 7.50% in 1997 to 10.19% in 1998. However, the Korean GDP reached to its lowest point in 1998. Then to solve the severe recession, the Bank of Korea decided to set low interest rate to stimulate borrowing for investment and consumption, then help the economy recover. From 1999 to 2004, the interest rate decreased by 2.83%. 
The third significant period of the interest rate was from 2007 to 2009. As mentioned above, the global financial did not hurt Korean economy a lot. During the Financial crisis, the GDP growth rate of Korea went down, and the bank of Korea set low interest rate to save the economy. The lower interest rate can help individuals easier get loans for their payment, and business can borrow money to finance their business in the lower cost. The interest rate decreased from 4.05% in 2007 to 2.03% in 2009.
	To conclude, during the economy recession, the central bank of Korea always set low interest rate to stimulate the consumption and investment, so that the economy can recover smoothly. However, in the 1997 crisis, the central bank of Korea set higher interest rate to attract foreign investors. The interest rate can be a useful tool for the central bank to influence the economy.

Balance of Trade 
In this section, the Korean balance of trade from 1988 to 2017 will be explained. Balance of trade is the difference in value between a country’s exports and imports over a year (Merriam-Webster, n.d.). Exports and imports are essential to develop and grow a nation’s economy because net exports, exports minus imports, is one of the GDP components. Therefore, balance of trade is an important indicator. When the import value exceeds the export value, the country has a trade deficit. On the contrary, if the export value exceeds the import value, the country has a trade surplus. Also, when a nation’s financial account, transactions of assets, is in deficit, its balance of trade, one of the current-account’s components, must be in trade surplus because financial account plus current account equals zero. In contrast, if nation’s financial account is surplus, its balance of trade must show a trade deficit. 
In 2017, Korean major imports were crude petroleum, integrated circuits, petroleum gas, refined petroleum and cars. On the other hand, in 2017, Korean major exports were integrated circuits, cars, refined petroleum, passenger and cargo ships and vehicle parts (OEC, n.d.). In addition, Korean major export partners are China, the United States, Vietnam, Hong Kong, Japan and Singapore. Also, Korean major import partners are China, the United States, Japan, Germany, Saudi Arabia and Australia (OEC, n.d.). About 60 % of Korean export and import partners are Asian countries (OEC, n.d.), so they are important for Korean trade.
Also, the exchange rate is closely related to balance of trade. Figure 9 shows the exchange rate of Korea from 1998 to 2017. According to Investopedia, “An exchange rate is the price of a nation’s currency in terms of another currency” (para 1). In Korea, after December 1997, a floating exchange rate system has been introduced (Jetro, 2018). According to Investopedia, “A floating exchange rate is a regime where the currency price is set by the forex market based on supply and demand compared with other currencies” (para 1). Moreover, the exchange rate influences balance of trade because when a nation’s currency appreciates, costs of imports decrease and costs of export increase. On the other hand, if a nation’s currency depreciates, costs of imports go up and costs of export go down. 
Figure 10 shows Korean imports and exports from 1988 to 2017. As seen, both imports and exports have been gradually increasing year by year. Moreover, figure 11 shows Korean balance of trade from 1988 to 2017. As seen, in the 1990s, Korea had a trade deficit but after 1997, Korea always had a trade surplus. In addition, recently, Korean trade surplus has been gradually increasing year to year. However, there were three significant periods when net exports increased sharply, and Korea had a trade surplus, which were from 1997 to 1998, from 2008 to 2009, and 2010 to 2014.
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Figure 9: Exchanged rate for South Korea Won per US Dollar from 1988 to 2017. Adapted from the world bank. Retrieved from https://data.worldbank.org/country/japan

[bookmark: _3dy6vkm][image: ]
Figure 10: Exports and Imports of South Korea from 1988 to 2017. Adapted from OEC South Korea. Retrieved from https://atlas.media.mit.edu/en/profile/country/kor/#Exports
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Figure 11: Balance of trade of South Korea from 1988 to 2017. Adapted from UNCTAD. Retrieved from https://unctad.org/en/Pages/Statistics.aspx

[bookmark: _1t3h5sf]The first period of sharp increase in balance of trade was from 1997 to 1998. In 1997, economic contraction happened because many chaebols, large Korean conglomerates, went bankrupt and some commercial banks had huge bad loans because of excessive investment. As a result, the Korean won depreciated from 1,026 won per US $ in November 1997 to 1,707 won per US $ in January 1998 (Cho, n.d.). Therefore, import prices increased due to depreciation of the won, so the total amount of imports decreased significantly. The value of Korean imports went down from 165.3 billion $ in 1997 to 110.7 billion $ in 1998 because of high cost of import (OEC, n.d.). As a result, net exports rose from – 3.7 billion $ in 1997 to 40.3 billion $ in 1998 due to contraction of Korean imports (UNCTAD, n.d.), so Korean balance of trade became surplus. To summarize, from 1997 to 1998, Korean balance of trade went up sharply, and showed a trade surplus because Korean imports decreased, and exports increased due to the depreciation of won. 
The second period of sharp increase in balance of trade was from 2008 to 2009. The global financial crisis happened in 2007, and a credit crunch occurred due to the financial crisis, so US investors stopped investment and withdrew funds from Korea because of lack of US dollars. Hence, demand for won went down. Because of low demand for won, the Korean won depreciated from 903 won per US $ in October 2007 to 1,532 won per US $ in February 2009 (Boards of Governors of the Federal Reserve System, n.d.). Therefore, import prices increased due to depreciation of won, therefore, Korean imports declined from 500.8 billion $ in 2008 to 386.6 billion $ in 2009 because business imported less goods due to high cost of imported products (OEC, n.d.). In the end, net exports went up from – 0.1 billion $ in 1997 to 42.27 billion $ in 1998 due to decrease in Korean imports (UNCTAD, n.d.), so Korean balance of trade developed a trade surplus. In short, from 2008 to 2009, Korean balance of trade went up sharply because Korean imports diminished because of depreciation of won.
The third period of sharp increase in balance of trade was from to 2010 to 2014. In 2009, Korea made a free trade agreement with the Association of Southeast Asian Nations (ASEAN), an association of southeastern Asian countries to facilitate economic growth and political development. In addition, also in 2010, Korea signed a free trade agreement with European Union (EU), an organization in European countries created to unify and strengthen their economies (JETRO, 2018). Therefore, Korea could trade tariff- free goods with ASEAN and EU countries because of the free trade agreement, so the trade between Korea and these countries became much more active after 2009. As a result, Korean exports increased from 540 billion $ in 2010 to 709 billion $ in 2014 and Korean net exports went up from 34.8 billion $ in 2010 to 74.15 billion $ in 2014. Overall, from 2010 to 2014, Korean balance of trade rose sharply because Korean exports increased due to free trade agreement. 
[bookmark: _4d34og8]To sum up, from 1988 to 2017, balance of trade fluctuated overall but there were three periods when net exports went up sharply. In the first period, from 1997 to 1998, Korean imports decreased because the Korean won depreciated due to the financial crisis in Korea. Thus, balance of trade increased sharply. In the second periods, from 2008 to 2009, because the demand for the won lowered and the won depreciated due to the effect of the global financial crisis, Korean imports went down. Therefore, net exports rose. In the third periods, from 2010 to 2014, Korean exports went up because Korea signed the free trade agreement with ASEAN and the EU, hence, balance of trade increased.

Conclusion to Part I 
	In conclusion to Part Ⅰ, the six major economic indicators were explained; GDP, unemployment rate, inflation rate, public finance, interest rate, and balance of trade. These indicators clearly showed the Korean economic condition. It can be seen that the Korean economy was dominated by the chaebol system through analyzing these important indicators. Korea has faced some economic problems owing to heavy debt, however, the most serious problem in the last thirty years is the financial crisis in 1998. It will be described in Part Ⅱ, and will include the problem, cause, and effects of the economic contraction in Korea. Moreover, the government policies implemented, and their outcomes will be also explained in Part Ⅱ.	Comment by Admin: Fix the Introduction section and it will be a great Part I. If you had submitted this paper to Ray with the current Introduction you would all get an F for plagiarism.

Introduction of Part II by Masayuki Shiratori
	As seen in Part I, many macroeconomic indicators were fluctuating in 1997 and 1998, and this was because the big financial crisis happened in 1997. The Korean economy fell into economic contraction due to especially three factors which are bankruptcy of Korean companies, especially chaebols, bankruptcy of Korean Banks, and the effect of capital flight. Therefore, in part II, the detail of three major effects and causes of the problem will be described. Then, policies implemented by the central bank and the Korean government to solve the problem and outcomes of these policies will be discussed.

Identifying the Macroeconomic Problem 
	This section will discuss about the economic contraction of Korea from 1997 to 1998. Especially, the real GDP growth rate declined from 7.4% in 1997 (Q2) to -7.3% in 1998 (Q2) (theglobaleconomy, n.d.). The Real GDP also decreased from 619.5 billion US dollars in 1997 to 585.6 billion US dollars in 1998 (Theglobaleconomy, n.d.). It was also almost a 10% decreased in productive capacity in one year. As mentioned earlier, the components of GDP are consumption, investment, government purchases, and Net exports. Of these components, this section will focus on consumption and investment because consumption covered over half of GDP and investment covered over  . Final consumption expenditure which is based on the 2010 value of US dollars decreased from 454.8 billion US dollars in 1997 to 412.5 billion US dollars in 1998 (World Bank Open Data, 2018). It means the consumption decreased 10% from 1997 to 1998. Capital investment was also decreased from 208 billion US dollars in 1997 to 103.9 billion US dollars in 1998, a decrease of over half (the global economy, n.d.). Domestic investment; commodities, machinery and the car industry also decreased, but this section will focus on three industry’s investment situation. Commodities industry’s investment decreased from 60.6 % in 1997 to 37.9% in 1998. Machinery industry’s investment decreased from 56.6% in 1997 to 36.2% in 1998, and the Car industry decreased from 92.9% in 1997 to 49.0% in 1998 (KOSIS, n.d.). Overall, this represented a 50% decrease in investment from the previous year.
	Secondly, at that time, other Korean industry also contracted. The manufacturing industry, mining industry, which includes quarrying industry, had experienced a 24 percent contraction in 1998. Also, the revenue of construction industry decreased from 32.4 billion US dollars in 1997 to 9.9 billion US dollars in 1998. It means that construction industry could not sell goods and services well. Also the Equipment investment growth rate decreased from 7.3% in 1996 to -38.8% in 1998. Then, many kinds of industries, especially chaebols were bankrupt in 1997 and 1998. Specifically, in 1997 and 1998, 25 chaebols went bankrupt which include Hanbo, Sanmi, Kia. These chaebols were top 10 chaebols in Korea. As the Korean economy and chaebols had strong relationship, the bankruptcy of chaebols was one of the big macroeconomic problems.   
	Thirdly, at the same time, the Korean won was depreciated with the exchange rate between Korean won and US dollars changing from 1 US dollar being equal to 891 won in July, 1997 to 1,707 won in January 1998. It means that the  Korean won lost more than 50% of its value. When the Korean won depreciated, Korea had to pay more money to import foreign goods. Then, this expensive import cost caused inflation and is called cost-push inflation. Due to high cost of import goods due to weakened the Korean won, some of Korea’s principal industries, including motor vehicles and electronics who rely heavily on imported components had to increase their prices of goods and services which caused the inflation rate to increase from 4.4% in 1997 to 7.5% in 1998.   
	Finally, the unemployment rate increased from 2.1% in August 1997 to 7% in June 1998 (OECD, 2018). It is because most Korean companies started to cut the number of workers. As mentioned before, domestic investments were decreasing such as commodities, machinery and car industries. Investment decreasing means the productive capacity decreases, then, Korean companies could not maintain the same number of workers. In addition, as mentioned above, many of Korean companies and chaebols were bankrupt which lead to increasing the unemployment increased further. For these reasons, unemployment rate increased.
To summarize, the Korean economy experienced a lot of problems such as decreasing the domestic consumption and domestic investment. Moreover, Korean industries and chaebols were bankrupted so the unemployment rate increased. In addition, by Korean won depreciation, inflation rate went up so consumption went down and more workers were eventually laid off, further increasing the unemployment rate.

Major Causes of the Problem 
	The biggest cause of the economic contraction in Korea was bankruptcy of Korean companies and banks. It was because the Korean economy and chaebols have strong relationship. In addition, chaebols and companies lend from Korean banks. Therefore, the following part of this section will explain the business bankruptcy, Banking system collapsing, and capital flight.

Business bankruptcy 
The first main cause of the recession from 1997 to 1998 in South Korea was the bankruptcy of businesses. Since 1990, South Korea started its financial sector liberalization that deregulated restrictions on asset and liability management of financial institutions. (Kihwan, 2006) For example, liberalize all bank and non-bank lending rates and long-term deposits over two-year maturity, issue government bonds of close to market interest rates, and switch to the notification system for foreign direct investment into Korea. (Blueprint of Korea, 1993) During this period, many Korea businesses, especially chaebols were continuing borrowing and investing. In South Korea’s economic system, chaebols are taking an important part. Chaebol is a group of massive, mostly family-run business conglomerates, who dominates South Korea’s economy and influence over its politics. (Albert, 2018) The top five, taken together, represent approximately half of the South Korean stock market’s value. To sum up, Chaebol drive the South Korea’s investment and employ people around the Korea. This investing boom in Korea had made a significant growth in Korea’s GDP, its GDP growth rate reached to 9.5% in 1996.
 However, there are also two major problems are hidden in the prospective sight. The first problem was the inefficient business practices and heavy amounts of capital investment of chaebols. According to Eleaner (2018),South Korea’s chaebols have helped lift the country out of poverty, but their extraordinary influence could put the health of the Korean economy at risk. As written above, because of Korea government’s support and protect, chaebols expected to be saved by the government if they experienced financial troubles. Therefore, they dared to do unwise amount of investment, even the revenues and profits were not maximized. Their goals were expansion, growth, and market share, not profitability, and at the same time, their debts accumulated. The largest 30 chaebol’s average debt/equity ratio was over 500% in 1997.
The second problem was that with the liberalization of foreign investment, chaebols not only borrowing money from domestic banks, they also tend to borrowing money from foreign investors. However, there are also a maturity gap between the long-term and short-term loans. That means short-term capital inflows ahead of long-term capital inflows because of short-term borrowing has looser regulation. Much of the loans for foreign lenders were short-term, meaning they needed to be re-paid in the near future and has higher interest rates. Then, chaebols’ reliance on foreign sources of capital increased. The total external short-term debt was increased from 4,407 billion won in 1994 to 12,063 billion won in 1996. Short-term debt shares of external debt is 57.8 % in 1995. According to Lee (2003), “With the inefficient investment and increasingly debts, Korean economy was continuingly developing. Korean steelmakers with excess capacity were extremely vulnerable when the currency crisis hit the economy in late 1997.”
Then, the trigger of business bankruptcy came from the United States. In 1995, the United States made “strong dollar” policy to protect its own economy by improving its imports, the exchange rate changed from 1$ = 771 won in 1995 to 1$=847 won in 1996. The depreciation of won lead to an increase in the foreign debt.  Furthermore, the yen depreciated more than Korea during this period, so the exchange rate (yen/won) changed from 1 won= 0.121 yen in 1995 to 1 won =0.135 yen in 1996. Even though the weaker won, then caused the cheaper price of Korean goods and services should lead to an increase in Korean exports, the depreciation of yen reduced the advantages. It is difficult for Korea to export to Japan, which is its second largest export partner in 1990s.  Furthermore, the price of its goods and services in the international market was relatively higher, so Korea could not compete with Japan. The export values growth rate of Korean reduced from 30.1% in 1995 to 3% in 1996. Both the increasing debts and decreasing profits domestically and externally, the chaebols cannot pay back their debts and then go bankrupt. Hanbo, the largest steel industry in Korea went bankrupt in January 23, 1997, its debt/equity ratio was 675 % in 1996 and 1501 % in 1997. After the bankruptcy of Hanbo, in April and May, Shilo and Meidu, two big chaebols of wine and supermarket collapsed. In total, there are 189 construction companies went bankrupt in 1996, and during 1997 and 1998, 25 chaebols went bankrupt. Korean companies that went bankrupt increased from about 1,000 in January 1997 to about 3400 in March 1998. With the bankruptcy, unemployment rates of increase from 2.1 % in August 1997 to 7% in June 1998 
The giant chaebols continuingly went bankruptcy, and then cannot payback their debts to the banks, Non-performing loans at Korean banks sharply increased. Non-performing loan is the loan that cannot be paid back because the borrower went bankruptcy. The non-performing loans of commercial banks and merchant banking corporations were 32.4 trillion won in 1997. 

Banking System Collapseing
The second cause of the significant economic contraction was the collapse of banking system. With the bankruptcy of business and chaebols, the Non-performing loans increased. Non-performing loan is a sum of borrowed money upon which the debtor has not made the scheduled payments for a period of usually at least 90 days for commercial banking loans. (Investopedia, n.d.) Non-performing loans at Korean banks sharply increased --- by commercial banks and merchant banking corporations, their non-performing loans were 32.4 trillion won in 1997. Because of the non-performing loan, Korean banks cannot finance its balance of payment. Furthermore, many Korean banks also make great points of the huge foreign debts. Banks and financial institutions borrowed short-term loan in the foreign investors in high interests, and then loaned out to business, especially chaebols to finance their business. Banks- by financial sector, external short-term debt was increased from 11.3 billion $ in 1994 to 19.4 billion $ in 1996. However, there is a Maturity gap between the situation, banks and business firms to finance long-term investments with short-term foreign borrowings. Short-term debt shares of external debt was 57.8 % in 1995. The long-term loan has lower interest, so it brought great risk to banks. If businesses cannot payback the long-term loan step by step, the bank may do not have money to pay back to foreign investors in high interest.
Due to the bankruptcy of Korean industry, Korean bank also suffered. It was because the Korean bank had a lot of loan to Korean companies. When the Korean bank bankrupt, the loan changed non-performing loan, so Korean company could not repay the money to Korean banks. At that time, 26 of Korean commercial banks were not fill the 8% of capital adequacy ratio (Akama, H, 2003). The meaning of capital adequacy ratio is a measure of a bank's available capital expressed as a percentage of a bank's risk-weighted credit exposures (Investopedia, 2018). This was the effect of bankruptcy of Korean companies. Thus, Korean banks suffered severe finance management.
To make things worse, capital flight began because foreign investors lose the confidence of Korean economy, it will be introduced in the next cause. Due to non-performing loans and reluctance of foreign lenders to provide more money, banks do not have sufficient capital and cannot loan to business ---there is a credit crunch in the economy. A credit crunch is an economic condition in which investment capital is hard to secure. Banks and investors become wary of lending funds to individuals and corporations. (Investopedia, n.d.).Due to non-performing loans, banks do not have sufficient capital and cannot loan to business, then there is a credit crunch in the Korea Economy. Because of the bank reduced their lending to businesses and individuals, the money supply reduced. Then both investment and consumption decreased. South Korea Capital Investment decreased from 237 billion U.S. in 1996 to  103 billion dollars in 1998. Also, Private Consumption Expenditure in Korea decreased from 71852 billion of Korean Won in 1997 to 64110 billion of Korean Won in 1998. 

Capital Flight
The third cause of the recession in Korea was the capital flight. The collapse of the banking system and the credit crunch promoted more businesses to collapse. In July 1997, Kia, a huge automobile manufacturer went bankrupt. Foreign investors had lost the last confidence in the Korean economy, and the capital flight began severely. Then, the Korean government announced on August 25, 1997, that it was committed to providing financial support to commercial and merchant banks and would ensure repayment of all Korean financial institutions’ foreign debt liabilities. The markets, however, cannot roll over short term loans.
At the same time, the Asian Financial Crisis started in Thailand and then infected the whole Asian area, which made things even worth. Foreign investors withdrew their money from the whole Asia. According to Statistics of the United State, the credit ranking of Korea decreased from A++ to A for long-term loans, and from A to A- for short-term loan. Also, the Price Level of the Capital Stock for Republic of Korea decreased from 60% of U.S GDP in 1996 to 43% of U.S GDP in 1998. The Foreign Direct Investment (FDI) (Balance of Payments, current US$): decreased from 2.1 billion US dollars in 1996 to -1.7 billion US dollars in 1998. Because of the demand of Won decreased, and investors’ urgent change from won to other currencies, the supply of won increased, and then the won value decreased sharply. The Korean won depreciated about 49% in late November 1997.  Exchange rate decreased from 1$=848 won in 1996 to 1$=1659 won in December 1997, which is the lowest exchange rate during the Korean history.
In November 1997, default of the central bank, the Bank of Korea, made the withdrawal of foreign funds accelerated. Then Korea request help from the IMF on November 21.

Solutions to the Problem 
	In order to solve the economic contraction, the Korean government requested help from the International Monetary Fund (IMF), an international institution which makes loans to help countries in balance of payments, as bailout. Also, the Korean government implemented monetary policy, fiscal policy, and structural reform of banking and chaebol under the IMF’ conditionality.

Fiscal Policy 
Normally, fiscal policy refers to the use of government spending and tax policies to influence macroeconomic conditions, including aggregate demand, employment, inflation and economic growth (Investopedia, 2017). In this economic contraction, the Korea government borrowed money from the IMF. However, to get the aid of the IMF, Korea had to confirm with the IMF conditionality. In this conditionality, the IMF required Korea to do tight fiscal policy. According to the IMF conditionality (1997), Korea had to increase VAT product coverage and remove tax exemptions, and increase excises, luxury taxes, and transportation tax. Thus, Korean government followed the conditionality. This part will focus on Korean VAT tax and other taxes.
	At first, the Korean government implemented extending the scope of VAT tax. The meaning of Value-added tax (VAT) is a consumption tax placed on a product whenever value is added at each stage of the supply chain, from production to the point of sale (Investopedia, 2018). Korea had been using VAT from 1977 and had set the VAT rate to 10% and never changed this rate. However, in 1998, to increase their tax revenue, Korean government decided to extend the range of products that would be liable to pay VAT. For example, Korean government decided about cigarettes became subject to VAT on the top of the existing local tax (Ministry of Strategy and Finance KOREA, 2012). Before the crisis happened, cigarettes were not a target of VAT. The reason why cigarettes were mainly selected is because cigarettes are inelastic-demand goods. If the tax rate on elastic demand goods is increased, sales of elastic demand goods would decrease, then it will lead to decreasing the tax revenue. Therefore, cigarette selected by government, because consumption of inelastic-demand goods does not go down due to increase in price.  
	Secondly, the Korean government changed other tax systems. For example, the Korean government increased the transportation tax in 1998 (Ministry of Strategy and Finance KOREA, 2012). According to the Ministry of Strategy and Finance KOREA, (2012), from 1998, Korean government increased three times about the tax on petroleum. The first time, in January 8, petroleum tax increased from 414 won per litter to 455 won per litter. After that, on May 2, petroleum tax increased again from 455 won per litter to 591 won per litter. Then, it increased the tax level again from 591 won per litter to 691 won per litter. The reason of increasing the petroleum tax is because petroleum is a necessity for life. In other words, petroleum is also an inelastic-demand goods. The level of decreased total sales of inelastic-demand goods is very little even when prices rise. People have to buy petroleum to use machines which need to petroleum regardless of price. Therefore, petroleum was selected by the Korean government as a method of increasing revenue.
	By implemented these policies, the Korean government wanted to increase their tax revenue. This part focus on two tax systems about VAT tax and other tax, however, needless to say, there were many kinds of tax increases in Korea at that time. However, this essay only focused on two topics because they were the main fiscal policies.

Monetary Policy 
Next, under the IMF requirement, the Bank of Korea introduced a high interbank interest rate as monetary policy. The two objectives were to lower excessive investment by the chaebols and to stabilize the exchange rate (Kim, n.d.). When interest rate is high, borrowing cost becomes high, so companies hesitate to borrow money from banks. Also, if interbank interest rate becomes high, the deposit rate also becomes high. Therefore, foreign investors are more willing to deposit money in Korean banks which means demand for won becomes high, so the won will appreciate due to high demand, and the exchange rate will stabilize. In December 1997, the call rate, which is the interbank interest rate, was raised. Figure 12 shows the change of call rate from July 1997 to June 1998. At the peak, the call rate was 25.6 % in January 1998 (Cho, n.d.). The high interest rate policy continued until June 1998 (Kim, n.d.). In short, in order to stop excessive domestic investment, and to stabilize the currency, the Bank of Korea introduced high interest rates from December 1997 to June 1998.

Figure 12: Call rate from July 1997 to June 1998. Adapted from The Financial Crisis in Korea.
Retrieved https://aric.adb.org/pdf/aem/external/financial_market/Republic_of_Korea/korea_
mac.pdf

Banking Reform 
[bookmark: _Hlk532880006][bookmark: _Hlk532880144]     In order to make a stable banking system, at the beginning of 1998, the Korean government started banking reforms under the IMF support. First, in order to purchase non-performing loans of the banking sector, the Korean Asset Management Corporation (KAMCO) was established in 1998 (Kim, n.d.). Commercial banks were required to have a capital ratio of 8 % by the Korean Government (Kim, n.d.). Capital ratio equals own capital divided by total assets. Also, it is a measure of bank’s capital, and indicates bank’s risk weight, so capital ratio is important to ensure the ability to prepay non-performing loans in severe economic situations. There were 14 banks under the 8 % capital ratio in Decmber 1997 (Uchikomi, n.d.). Therefore, the Korean government took away licenses from five lower ranking banks including Dongnam, Donghwa, Chungong, Kyunggi and Daedong and they were closed (Kim, n.d.). These banks had non-performing loans, so KAMCO purchased these loans and the government passed these loans to higher ranking banks, banks who had over 8 % capital ratio. In addition, the government injected public funds into high ranking banks in order to increase their capital ratio (Uchikomi, n.d.). Also, Seoul bank and Korea First bank were nationalized in order to stabilize the monetary system (Kim, n.d.). Moreover, seven Other banks were merged with each other in order to expand their assets and stabilize them by increasing their economy of scale (Uchikomi, n.d.).

Chaebol Reform 	Comment by Admin: I have fixed format here: Removed needless line space after title, and left aligned it
	As another solution, the Korean government implemented the chaebol reform under the IMF program. This policy’s objective was to decrease the chaebol’s huge debt. Increased debt means that the chaebols had to borrow money from banks to repay their other loans. But, if they continue to borrow money from the bank, their liabilities increase. As mentioned in the cause section, the main cause of economic contraction in Korea was that chaebols had huge amount of debt due to over-investment. Also, chaebols had big impact on the Korean economy because debt equity ratio of the big thirty chaebols was 617% of GDP. It led to the losing confidence of chaebols when one of the banks, connecting to chaebols, was bankrupt (Sano, 1999). Therefore, it was necessary for the government to reduce these huge debts. The IMF requested the chaebols to reduce the debt levels and ratio of financial arrangement from the bank. In February 1997, president Kim ordered banks to make a structural improvement agreements with chaebols. Then, during February, twenty six chaebols including some of the top thirty chaebols could sign the agreement (Sano, 1998). Moreover, by the end of 1999, the big five chaebols, including Hyundai, Samsung, Daiu, LG, and SK, were to decrease their debt below 200%. Then, in order to decline the bankruptcy of the bank and chaebols, the government implemented the workout, which improved the financial structure without bankruptcy of companies. In the short-term, it was aimed to manage excess or efficiency, and in the long-run, it was to increase strong competitiveness. By decreasing the debt, which means that increased available money for chaebols and bank, the government expected that the economic contraction would settle down.

Outcomes
As mentioned above, the Korean government tried to solve the economic stagnation through monetary policy, fiscal policy, and structural reform of the banking system and chaebol. The main goals were to get rid of stagnation and to repay the huge debts. 
Firstly, figure 13 shows the change of the exchange rate from July 1997 to June 1998. As seen, the exchange rate increased due to economic contraction, and at the peak, 1 $ equaled 1,707 won in January 1998. However, the high interest policy positively affected the Korean currency values. When a nation’s savings interest rate is high, people in other countries deposit money willingly in the nation’s bank. Thus, the demand for won increased due to high interest rate policy, an as a result, the won appreciated, and the exchange rate decreased gradually from 1707 won per US $ in January 1998 to 1397 won per US $ in June 1998. 

Figure 13: Exchange rate from July 1997 to June 1998. Adapted from The Financial Crisis in Korea. Retrieved https://aric.adb.org/pdf/aem/external/financial_market/Republic_of_Korea
/korea _mac.pdf

Next, due to the banking reform, the total non-performing loan was reduced from 118 trillion won in 1998 to 15 trillion won in 2002. In order to supervise strictly, commercial banks were required to hold capital ratio of 8 % by the Korean Government. 14 banks who had under the 8% capital ratio had their license cancelled or were nationalized or merged in order to increase capital ratio. As a result, banks could reduce their non-performing loans through banking reform was 15 trillion won in 2002.

As mentioned before, the Korean government also implemented fiscal policy in order to conform with the IMF conditionality. This research paper focused on especially two kinds of tax system which is VAT tax and transportation tax. Not to say, other tax systems were reformed, but it was not such big changes in Korea as the two taxes we focus on. However, by reforming their tax system, the Korean government could increase their tax revenue from 48,282.2 million US dollars in 1997 to 63,587.3 million US dollars in 1999, as can be seen in Figure 14. 

Figure 14: Tax revenue in Korea from 1996 to 2000. Adapted from the CEIC Tax revenue data in Korea. Retrieved from https://www.ceicdata.com/en/indicator/korea/tax-revenue

Finally, the chaebol reform was implemented as an other policy to decrease the debt, and this was successful. 25 chaebols declined the debt level from 616.8% of GDP to 497.7%. In terms of the big five chaebols, the total debt ratio decreased from 472.9% in 1997 to 335% in 1998 (Sano, 1999). However, the scale of debt increased from 221,379 billion won in 1997 to 234,546 billion won in 1998. It was because decreasing the debt ratio was due to increasing the equity capital rather than cutting the debt. Moreover, as the structural reform continued, 29 chaebols were removed through mergers, acquisition, sales, and liquidation in April 1999 (Sano, 1999). As a result, chaebol’s debt went down from 175% of GDP in 1997 to 145% in June 2002. According to Akama, Noro, and Tada, since most non-bank investors who connected to chaebols were closed, chaebols decreased borrowing money from them, and it eliminated the huge debt by conducting chaebol reform.

Next, the Korean government introduced some other policies such as decreasing over investment and these were also successful, so capital investment decreased from 1997 to 1998. After that, to overcome the over investment problem and industry and chaebols construction, chaebols started to increase their investment under the average investment to the previous year. Capital investment increased from 103.9 billion US dollars in 1998 to 150 billion US dollars in 1999 (theglobaleconomy, n.d.), as can be seen in Figure 15 below. In 1998, the Korean government implemented chaebol reform, same policy as the before paragraph. Most chaebols and other Korean companies had over invested to increase their productive capacity before the reform plan was implemented. When government implemented the reform plan, the total amount of investment decreased. After that, under the reform plan, chaebols investment rapidly decreased from 208 billion US dollars in 1997 to 103.9 billion US dollars in 1998. However, as mentioned before, chaebol and Korean economy has strong relationship. Then, the capital investment increased.	Comment by Admin: Do you mean: as described in the previous paragraph?


Figure 15: Capital Investment from 1997 to 2002. Adapted from The Global Economy.com. Retrieved from https://www.theglobaleconomy.com/South-Korea/capital_investment_dollars/

The Chaebols reform and banking reform was successful, then both Korean chaebols and banks started to employee again. Unemployment rate decreased from 6.9% in 1998 to 4.4% in 2000 (worldbank, n.d.), as can be seen in Figure 17 below. The unemployment rate is a lagging indicator, so the effect appeared in 2000. It was because the banking sector reform and chaebols reform were successful policies at that time. As mentioned in the previous section, the reason of increasing unemployment was bankruptcy or severe finance situation of Korean chaebols, Korean companies, and Korean banks. This problem could overcome by doing chaebols reform and banking sector reform. After that, Korean companies started to employee workers. Therefore, unemployment rate decreased in 2000. 	Comment by Admin: I have left aligned this paragraph


Figure 16: Unemployment Rate from 1997 to 2002. Adapted from The World Bank. Retrieved from https://data.worldbank.org/country/korea-rep

The Won depreciation and cost-push inflation caused the decreasing domestic consumption but due to government policies, these problems were be resolved, so final consumption expenditure increased from 1997 to 1998. Korean chaebols and banks have significant problem, and these problems caused the decreasing the credit ranking. However, by introduced the reform policy of chaebols and banks, Korean credit ranking could recover to its previous level. In addition, by implemented the high interest rate policy, the Korean won could appreciate. When the won appreciated, Korean companies could import goods and services in cheaper price. It caused the decreasing the market goods and services price. Therefore, Korean economy could overcome the cost-push inflation problem. In addition, Unemployment rate decreased by introduced the banking reform and chaebols reform policies. During the less of job, people difficult to use money to buy luxuries and other goods. Decreasing the unemployment rate means the increasing the employees. Then, increasing employees means the people could buy more goods and services. Therefore, Final consumption expenditure increased from 412 billion US dollars in 1998 to 455 billion US dollars in 1999, as can be seen Figure 16 below.


Figure 17: Final Consumption Expenditure from 1997 to 2002. Adapted from The World Bank. Retrieved from https://data.worldbank.org/country/korea-rep

Finally, as a result of all the positive changes, Real GDP increased from 585.6 billion US dollars in 1998 to 651.9 billion US dollars in 1999, as can be seen in Figure 18 below (World Bank, n.d.). As mentioned above, the biggest components of GDP, which are consumption and investment, expanded due to each solution. Firstly, policies which could achieve the conditionality of IMF were not good for Korean economy. However, after a few months, due to government efforts, the economic situation of Korea could recover consumption and investment. Therefore, Real GDP could expand from 1998 to 1999. 	Comment by Admin: I have left aligned again

Figure 18: Real GDP in Korea from 1997 to 2002. Adapted from The World Bank. Retrieved from https://data.worldbank.org/country/korea-rep

Finally, the real GDP growth rate increased from -7.3% in 1998, (Q2) to 13.6% in 1999, (Q4), as can be seen in Figure 19 (The global economy, n.d.). The appreciation of the won occurred, consumption increased, and investment increased, reformation of the banking and chaebols all positively affected the GDP Growth rate. As a result, Korea could overcome the economic contraction in 1998. 

Figure 19: GDP Growth Rate in Korea from 1996 to 2000. Adopted from the global economy. Retrieved from https://www.theglobaleconomy.com/South-Korea/Economic_growth/  

Conclusion to Part II 
	In conclusion to Part II, the economic contraction in Korea had negative effects on the Korean economy including the sharp decrease in consumption and investment and then real GDP. In addition, Korean industries contracted and some of chaebols went bankrupt. Then, Korean banks could not fill the capital adequacy ratio, so Korean banking sector could not make loans and finance their business. Moreover, the Korean won depreciated due to the Asian currency crisis. Finally, the unemployment rate reached a high point of 6.9%. To solve these severe problems, the Korean government decided to receive assistance from the IMF. After receiving the assistance, the Korean government followed the IMF conditionality. Under the IMF conditionality, the Korean government implemented tight monetary policy which was having a high interest policy, fiscal policy which is increasing VAT tax and other tax reforms and, reforming the banking sector and chaebols as another policy. Therefore, due to all of the above in 1999, the Korean economy could overcome from severe economic contraction. Consumption went up, investment went up, unemployment rate went down, Korean Won exchange rate appreciated, and finally GDP growth rate went from -7.3% in 1998 (Q2) to 13.4% in 1999 (Q4). (consumption と unemployment rate は入れ替える)

Whole Conclusion 
	In this research paper, we discussed about the Korean economy and divided the content into two parts. In Part I, we described the six macroeconomic indicators and significant changing periods. This part included Real and Nominal GDP, the unemployment rate, the inflation rate, the public finance, the interest rate, and balance of trade. These indicators were important to understand the characteristic of the Korean economy. These indicators also showed the brief history of the Korean economy which are include the experiences and expand causes. GDP and the unemployment rate especially showed significant negative changes in 1998. This was caused the Korean financial crisis. Therefore, in Part II, we described the major macroeconomic problem and its effects, which is the Korean financial crisis, three main causes of problems, and four solutions and the outcomes from policies. The GDP growth rate reached to -7.3% in 1998. The causes were chaebols bankruptcy, banking system collapse and capital flight. To solve the economic problem, the Korean government was aided by the IMF. Under the IMF conditionality, the Korean government implemented fiscal policy, monetary policy, banking reform and chaebols reform. The fiscal policy was increasing the tax target and taxation rate. Monetary policy was introducing the high interest rate to call rate. Chaebols reform was xxxx The banking reform was mainly implementing stricter requirements on banks concerning the required capital ratio. All of the policies were successful, and the GDP growth rate recovered to 13.6% in 1998. 	Comment by Admin: Grammar or vocab issues; please try to fix	Comment by Admin: State what the Chaebol reform was	Comment by Admin: Well done all the edits (highlighted in yellow) that you made based on my previous feedback. It is now much clearer, logical, and well written. With a few more edits it will be very good. Please look at my suggested correction highlighted in blue and let me know if you have any questions.
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