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< Abstract >

Features and Causes of Money Flows in Korea

Expansionary monetary policy throughout the world has
been reshaping Korea's financial environment in the
post-crisis era. Amid the prolonged low interest rate trend
coupled with population ageing, domestic bank deposits are
losing their appeal whereas money flows to financial
investment products aiming at relatively high expected returns
are on the persistent rise. On the other hand, the lengthening
of global uncertainties including a US policy rate increase has
also facilitated rapid money flows between financial industries

as well as between financial instruments.

Since the 2000s, it is observed that Korea's money flows
within financial sectors reveal a reduction in the share of
depositary institutions, but a rise of securities firms and asset
management companies. By type of financial instruments, a
decrease was observed in the share of three instrument
categories (settlement, marketable, and saving), while the
share of investment instruments expanded substantially. Within
the investment category, the share of equity funds fell

whereas that of bond funds and hybrid funds increases.

In this regard, this study explores the current state and
characteristics of money flows across Korean financial
institutions and financial instruments, and carries out

empirical analyses on what are the key drivers for the




changes in money flows between different categories of
financial instruments. Particularly, the focus is placed on how
and what changes are caused by expansionary monetary

policy of Korea and the lengthening of external uncertainties.

The empirical results based on regression analysis and
VAR models show that the impacts of a change in the
monetary policy stance and of an increase in external
uncertainties on the money flows somewhat differ across
financial instruments. First of all, money flows to settlement
instruments are found to increase when low interest rates and
abundant liquidity continue due to expansionary monetary
policy. Saving instruments are mostly affected by expected
returns such as the average bank deposit rate, implying that
the recent low interest rate trend serves to curtail money
flows to saving instruments. However, it is found that any
increase in external uncertainties bolsters the preference over
safe assets, and thereby pushes up bank deposits. Also found
iIs a strong tendency where money flows to investment
instruments pick up with a rally in Korea's stock market, and
diminish as financial unrest reinforces risk aversion. However,
the declining bank deposit rate amid low interest rates has
only a statistically weak impact on replacing bank deposits

with investment instruments.

Given that Korea’s expansionary monetary policy and
global uncertainties are likely to continue for the foreseeable
future, money flows between financial instruments are

expected to become brisker than now. The aforementioned

_Xi_




analysis results have the following implications.

First, it is noticeable from the perspective of future
monetary policy that the increase in market liquidity and low
interest rates supported by expansionary monetary policy
merely leads to a rise in short—-term floating capital to some
extent. This is against the expectation that the market
liquidity may flow into the banking sector or financial
investment sector, eventually contributing to facilitating direct
or indirect financing of businesses. Hence, what is important
for the effectiveness of monetary policy is not to cut interest
rates further, but to induce market liquidity to be effectively
injected into the financial sector as well as productive areas
in the real economy. To that end, it is essential to make
efforts to narrow the discrepancy between the real economy
and the financial sector via decisive restructuring of both

corporate and financial firms, etc.

Second, flows to investment instruments have been on the
constant increase amid the recent low-interest rate trend.
Also, Korea’s rapid pace of population ageing increasingly
requires retirement readiness via increases in asset value.
Hence, Korea should meet the growing need to facilitate
quantitative and qualitative development in the capital markets
with the focus placed on the equity and debt markets to
better cater to the rising demand for investment instruments
and to bolster direct financing to businesses. It is worth
mentioning, however, that investment vehicles in nature have

the risk of asset price volatility that could significantly affect

- Xil -




financial stability. Thus, caution is required to fully manage
inherent risks, which would help prevent higher volatility in
financial markets, creation of asset price bubbles, and damage

to financial stability.

Third, it is desirable to put more efforts to prevent
Korea’s money flows from being distorted by a variety of
global uncertainties such as a US interest rate hike,
variability arising from power transfer in the US, potential
currency conflicts with China, rising protectionism, etc. The
aforementioned result where any increase in external
uncertainties leads to a cut in investment instruments and a
shift toward saving deposits requires caution in two areas.
The expected shrink in investment instruments should not
undermine the vitality of the capital markets. Also, the rise in
banks’ credit provision that stems from the increase in
long—term savings should not excessively or disproportionately
flow into distressed firms, or household loans targeting the

real estate market.
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<E II-1> F2 #po| J|ZEAY ¥ c9l2 HY 2N
NZFAF LR e i
W

B | g2UA = A= ADF PP
log(set) 13.291 | 0.367 | -0.093 | 2.032 | -0.384 -0.533
log(sav) | 12.932 | 0.332 0.109 | 1.574 | -0.771 -1.733
log(inv) 12.417 | 0.666 0.214 | 1.535 0.581 -0.940
mpr 0.032 | 0.010 | -0.007 | 1.933 | -1.942 -1.533
call 0.033 | 0.010 | -0.036 | 1.866 | -2.174 -1.641
spsavr 0.005 | 0.005 2.545 | 11.502 | -2.706" | -3.529"
log(kospi) | 7.201 | 0.445 | -0.813 | 2.284 | -2.617" | -2.861"
log(cds) 4.191 | 0.687 0.064 | 2.892 | -2.869" | -2.862"
log(fsi) 2.025 | 0.769 | -0.104 | 3.747 | -3.555""| -2.914"

F1 D) set: AAA A1 ZA) sav: AFA A Z inv: B AL 2 mpre
log(1+ 715252]/100), call: log(1+=2%]/100), spsavr: logll+ (>33t
29 -71258)/100], kospi: F7F44, cds: CDSEM|Y, fsi: F-8<HdX|4=

2) wwx wr B oxim 47§ 1%, 5% E 10% wFFS 9

FW <E M-2>E Al A5 544 24 A%E depach F44
(DI (9 A5 Fgk 2 ghell A 25 4wl g ade 2ens
AR N7eA gahe Aew vehdon 344 (3)9 Aol
10% frolFEol A AF7/HE 717k Aow vedn o 244,
AE 9 FAY Al FA40l EAA erethe A ofvehe
Ao 1o 44 (D~B)9] F44 FFIANFHEHOL)E A8
= d FErt gle slew sddn,
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AZA AF(sav) F42(2) (02.'121%? (0{1%671)
T4 AFny) FAAG) (02.077729)* (05.05655*

¢
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IS F67 Agsgd H8 AR 37

<E II-3> &HANM X2 HEseol FH &1
T EE
Alog(set) (1) (2) (3) (4) (5) (6)
0.03 0.03 0.05 0.06 0.02 0.03
¢ 0.6 | (063 | 095 | (1.29 | (042 | (0.68)
Acall P e . - 459
(-3.51)"" (-3.62) (-3.73)
Ampr - _3'33*** - _3'52*** _3'11*** -
(-3.33) (-3.43) | (-2.75)
og(cds) ~0.00 ~0.00 - - 0.00 -
(-0.52) | (-0.15) (0.29)
loglfs) - i} ~0.00 ~0.00 i} ~0.00
(-0.54) | (-0.08) (-0.12)
og(kospi)|  ~0-00 ~0.00 ~0.00 —0.01 | -0.00 | -0.00
(-0.05) | (-0.19) | (-0.50) | (-0.91) | (-0.14) | (-0.31)
spsar 0.11 20.50 0.15 ~0.45 0.05 0.71
(0.16) | (-0.62) (0.24) | (-0.62) (0.05) (0.81)
dumos0g | ~0.01 0.05 | 002 0.05_| 0.0 0.01
(-0.37) | (2.36)7| (-0.69) | (2207 (0.30) | (-0.68)
—0.21 | -0.12
Alog(sav) ) } ) } (-1.12) | (-0.72)
. ~0.03 | -0.01
Alog(inv) ) } } } (-0.64) | (-0.16)
adj. K2 0.30 0.29 0.33 0.32 0.21 0.31
D.W. 2.34 2.36 9.44 2.28 2.30 2.44

F1 1) FA717F 2000 1/48-71~20163 1/4%-7]

2) set: AAA 741 A sav: AFA 21 A inv: TR 20 2 mpr:
log(1+ 715=521/100), call: log(1+Z52]/100), spsavr: log[1+ (&3HFdF
w2-71%58)/100], kospi: F7FAIF, cdst CDSZMIY, fsit F8AGAT,
dum0809: 229 $]7] 717+1](2008.3/4~2009.1/4%-71)

3) (O tghE YERNW, s, s = 242 1%, 5% 2 10% o5& 9

CGE M-4>E A% Ao ¥Eed 74 202 s, 4 2
st wEw A%y AFe FAFEL ZdsFEd gd BAHoE
Folg (09 AFG 2= Aoz BARAT ol FAA A%
FAE FU e duishs Aow 95d FRgde] AF 54
Zhe B AFH FAL TMYE ARuds eddage dee



38w FU AFEE 54 % WMELQ B4

B A4 $42 FaAvlE Bt O 24 489 W HE Row
Foldad. w3 rieag Uy 28EFd a2 Aol G e A9
© AR a0 Folhs oz BALon wE 2 EAH
folgel e Aow Ut ot A7 AREE AvselE ol
weh § gl U@ £a0t Folsl 2HES v oz 49k
A 5(2013)2] A+ Ao} FEEG
E I-4> XEM AZ2 Heseol 8 Z1f
EEATES =4
Alog(sav) (1) (2) (3) (4) (5) (6)
~0.03 ~0.03 ~0.05 ~0.06 | -002 | -0.04
¢ (-0.74) | (-0.79) | (-1.21) | (-1.43) | (-0.61) | (-1.07)
reall 2.39 - 271 - 2.00 229
cd (2.85)" (3.04)™] (1.98)" | (2.16)"
- - 1.83 i} 1.86 - -
e (2.32)" (2.23)"
oaeds) 0.01 0.01 - - 0.01 -
081Cas 2.67)° (2.28)" (2.58)"
oatiod - 0.01 0.01 i} 0.01
O8HS (159 | (1.22) (1.57)
oatkosn 20.00 ~0.00 0.01 0.01 | -0.00 0.01
BUROSPU-L (L9 29) | (-0.03) (1.10) (1.38) | (-0.29) | (0.97)
e 2.68 3.11 312 3.48 2.69 313
psav 45" 8Dl GBI (G607 45D (5.63)7
tam0s09 | 002 | 003 | -0.02 | -0.08 | -0.08 | -0.02
(-2.1007| (-2.82)7] (-1.83)" | (-2.56)"| (-2.10)"| (-1.86)"
~0.07 | -0.08
Alog(set) (-0.67) | (-0.72)

. 0.01 0.01
Alog(inv) (0.26) | (0.29)
adj. K2 0.42 0.39 0.38 0.34 0.40 0.36

D.W. 2.21 2.14 2.26 2.24 2.16 2.24

F1 1) FA717F 2000 1/48-71~20163 1/4%-7]

2) set: AAA FAl A sav: AFA A Y inv: TR A 7R mpr:
log(1+ 71==2/100), call: log(1+&=2l/100), spsavr: log[l+ (>FH o5
w8-71%58)/100], kospi: F7FAIF, cdst CDSZMIY, fsit F8AGAF,
dum0809: == $17] 713 m](2008.3/4~2009.1/4%71)

3) (O tfhE WERNW, s, s, s Z42F 1%, 5% 2 10% oS 9|
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o RAY AFUEA A% FFL FA
[e] e}

> Al
¢ T N
T WAl e A4 @2 Ao w F1EAT

<E |lI-5> FXM X2 HEol FH Z1
FEus =B
Alog(inv) (1) (2) 3 (4) (5) (6)
~017 | 011 ~0.16 | -011 | -0.17 | -017
¢ (-1.76) | (-1.08) | (-1.75)" | (-1.09) | (-1.71)" | (-1.71)"
Aol 0.19 0.39 ) ) 0.17 i}
0.100 | (0.17) (0.07)
Ao - i} 0.60 | -3.93 - 0.58
0.24) | (-1.48) (0.20)
logleds) 002 | _ 002 | _ —0.02 | -002_
(-2.39) (-2.38) (-2.23)"| (-2.27)
log(fsi) - ~0.01 - J0.02 1 -
(-1.37) (-2.16)
log(kospi)y| 004 | 002 004 p 00z 1 004 | 004
3.0 Q7D | B0 (188 | (3.007 (2.98)
“0.35 | -0.21 “0.37 | -057 | -0.20 | -022
SPSAVE | 091) | (-0.12) | (-0.22) | (-0.34) | (-0.10) | (-0.11)
JS ~0.02 | -0.00 | -009 | -0.01 | -0.00
(-0.21) | (-0.41) | (<0.01) | (-1.24) | (-0.23) | (~0.04)
dum1003 033 ) 032 ) 033 )] 033 )] 033 033
8431 (7.0 (840" (7AD" (820" (8.18)"
“0.04 | -0.02
Alog(set) ) ) ) ) (-0.14) | (-0.09)
2005 | -0.05
Alog(sav) j j j j (-0.15) | (-0.16)
adj. K2 0.61 051 0.61 053 0.59 0.59
D.W. 1.54 1.68 1.55 1.64 1.56 1.56

1) FA717F 2000 1/4871~20163 1/4%7]

2) set: AR 72 AN, sav: AFA 72l A, inv: FA 721 A, mpre
log(1+7]=52]/100), call: log(1+E52/100), spsavr: log[l+ (Z3Htd=
=2]-7]1522)/100], kospi: F7HA<7, cds: CDS=Z2U|Y, fsii F89HAS,
dum1003: EAZFAAE7IZHA1])(201093/4%-7]), dum0809: S=¥¢7] 7]+
1] (2008.3/4~2009.1/4F-71)

3) ()t YeRY, e, 5, x= ZH2F 1%, 5% 2 10% o452 2v|
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42 =i 589 AEEEe 54 % Meadl 24

A, AFAE 2 TR A A3 A HA(Granger causality test)
S AN 1ottt olew] ®¥ o Ax}:= AIC7|e(Akaike criterion)S %

gato] 22712 Seic
W 1A#AA 4 A3

<E M-6>2 ZAA, FAH, AFA Akl a4 d3aA 14
(Granger causality test) 23& Yepdth 4 235 2d 4 2A|
A A FAE Al IEAIE AlgEA gt AR TH S o
A 71Ztetes Aow Yt o3t 2de =2 58917 oldH
AA7NZ A Fo8hAl WErstth, vhA AR A ASA Aol

WIWAT AFIA B A0 AL, ol @) BAY AT 3
9 F7) Woks 3§ FA AEC MAE gl

Pk A% R
yaos 28 o

ol
rr

Ao & 4 Qlrh

A FE Aol AAY Al dH ARBAS AFHA @
L ouh A% AguBels FRd 99 nAE 2o tehht o
98 Avks 22 F497) o4 2 o FolA BE AT E9
A% AT AAY A I TS VA B WA T A
Fol o= JES] NS Fu GF2 VAL Ao e

A sk BH AnE FP 2w 244 ATe Ay AR
of WA ARBAZ AFHN, FAY ATH AFH AF AelE 3
5 QEe FuRE ARWAY} e Aow derAnh 71 ve] A6l
= At 24 g Ao by oeld A%E MPOR VAR
530 T4 S| Yol JjHoR E AOR wolt AAY, FAY, A
24 A9 ¢ow W4E AP



<E I-6> &FEH Aol OMA natA EAM Hnt
Al X

N AF74 ; ]2} -
log(set) log(sav) 1.06 0.47 0.41

log(set) log(inv) 9.46™ 1.52 1.00

f%iﬁl log(sav) loglset) | 2.67 1.90 0.66
o477 log(sav) log(inv) 4.02" 1.72 1.33
log(inv) log(set) 0.72 0.24 4.03"
log(inv) log(sav) 13.62™ 8.37 6.24"

log(set) log(sav) 1.00 0.57 1.72

log(set) log(inv) 2.75 1.47 1.66

:LE%Z%] log(sav) log(set) 0.59 1.93 0.57
o] %77+ | log(sav) log(inv) 2.98° 2.07 5.89™
log(inv) log(set) 0.70 1.33 4,12
log(inv) log(sav) 3.06" 4.30" 3.36™

log(set) log(sav) 0.02 0.65 0.81

log(set) log(inv) 12.25™ 2.43" 1.52

AR 7 log(sav) log(set) 1.31 i 0.67 0.95
log(sav) log(inv) 4.45™ 0.58 0.73

log(inv) log(set) 2.81" 1.24 2.33"

log(inv) log(sav) 7.247 3.93" 2.12

F1 1D 917 old7)7k 2001 1/4871~2008 4/48-7), §17] ©o]ZF 7|7k 20094
1/4%-71~2016\3 1/4%7], AA7|ZF 200008 1/4871~2016\3 1/4%7]
2) sett A A A sav: AFA T4 A inv: TR A g

3) AL Fhe EIn, e, o 0 5= 22 FAFE 1%, 5% D 10%
FEAA frelge o)

o SN 24 2%

D =8 $49 A5355 H 9%

1 M-1>€ B3A 7 zuse] Be 7k 4350 vXE )
Hel $4 A2 vehith ol wew AAFY A% L 23 4%
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Resporse of DLSAV to D(MPR)

Resporse of DLINV to D(IMPR)

Resporse of DLSETto DIVPR)

03

AccurmulatedResponse of DLINV to D(MPR) Accumulated Response of DLSAV to D(MPR)

Accumulated Respanse of DLSET to D(MPR)
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Resporse of DLINVtoLFSI Responseof DLSAV toLFS|

Response of DLSET toLFSI

Accumulated Respse of DLSAV'to LFSI
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<E II-7> 2 AIFHSof| cfst 2426 23

DLSET
ANaF| ®%52% | DLCALL LFSI DLSET DLINV DLSAV
1 0.0221 18.040 6.432 75.527 0.0000 0.0000
2 0.0255 23.635 18.198 57.946 0.0760 0.1438
3 0.0264 22.653 20.664 56.219 0.3117 0.1500
4 0.0269 22.867 22.120 54.340 0.5104 0.1607
5 0.0270 22.864 21.863 53.732 0.7700 0.7698
6 0.0271 22.753 21.893 53.603 0.7664 0.9831
7 0.0271 22.661 22.082 53.375 0.7707 1.1096
8 0.0271 22.652 22.117 53.341 0.7794 1.1094
9 0.0271 22.651 22.117 53.339 0.7794 1.1127
10 | 0.0272 22.648 22.120 53.330 0.7798 1.1206

DLINV
MaF| ®%52% | DLCALL LFSI DLSET DLINV DLSAV
1 0.0566 1.2279 0.2208 3.4152 95.135 0.0000
2 0.0597 2.6896 7.0425 3.2866 86.917 0.0634
3 0.0654 2.8926 16.420 2.8645 72.429 5.3930
4 0.0670 3.5983 18.496 2.7939 69.730 5.3806
5 0.0677 3.7081 19.387 2.9869 68.224 5.6928
6 0.0679 3.7815 19.437 2.9677 67.786 6.0263
7 0.0680 3.8973 19.426 2.9819 67.606 6.0872
8 0.0680 3.9009 19.410 2.9888 67.557 6.1418
9 0.0681 3.9065 19.404 2.9966 67.531 6.1602
10 | 0.0681 3.9116 19.402 2.9962 67.522 6.1675

DLSAV
ANaF| ®%52% | DLCALL LFSI DLSET DLINV DLSAV
1 0.0204 0.6317 2.2257 1.0558 0.7010 95.385
2 0.0222 7.3093 2.0521 0.9608 3.9894 85.638
3 0.0227 7.2590 1.9690 1.1609 4.6631 84.947
4 0.0229 7.6992 2.0795 1.5226 4.6068 84.091
5 0.0230 8.1633 2.2221 1.5043 4.5740 83.536
6 0.0231 8.1316 2.7525 1.4945 4.5897 83.031
7 0.0231 8.1213 3.0930 1.4910 4.5714 82.723
8 0.0232 8.1149 3.2581 1.4985 4.5620 82.566
9 0.0232 8.1084 3.2822 1.5045 4.5635 82.541
10 | 0.0232 8.1056 3.2841 1.5089 4.5620 82.539

Z DLSET: Alog(Z#14 $=41), DLSAV: Alog(x%A 4241), DLINV: Alog(FAH4d 4241)
DLCALL: Alog(1+#w2]/100), LFSI: log(=-&<H4
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