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— John C. Williams(Federal Reserve Bank of San Francisco)
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— Barry Eichengreen(University of California, Berkeley)

)

-

s

o] A7) A

©
T

— geow

)

Nlo

_56_



o]

) .
)

Aol 7k LhER

Eis

of of#

s

e

%

O

A A Y

]
=

bol

5]

==

R

KeN
T

) .

o)

— ggow

—_—
1o

I

A= B

I
LN

— AN AR S A

7

A2

=g A N

-1 L
T

Yy 3

N

7
Njo

=
=

7V A7 AFEE &2 )

&
=i

btel <)

et

S
=

olp
=S
Nio
‘B
1o
s

ol

il

T
T

0 $% A7oA]

olo

A

o7 godg oo A7

~

i
+
Gol

e

oW

of
A
il
ol

=y
i

0

)

—_
110

el 7]

_57_



V. £33 E 2 (roundtable discussion)

1. In June Kim(President, Korean Economic Association)
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3. Marco Bassetto(FRB of Chicago)
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5. Yung Chul Park(Korea University)
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Ladies and gentlemen,

I am delighted to bid all participants in this 2009 Bank of Korea

International Conference a hearty welcome.

All of us at the Bank of Korea count ourselves honored that
eminent scholars from around the world and members of the
worldwide central banking community have gathered together
here, to give us the benefit of their insights concerning financial
stability.

Let me express my particular gratitude to our keynote speaker,
Professor Barry Eichengreen, to the moderator of our debate,
Professor Thomas Sargent, and to all chairpersons, presenters and

discussants.

The majority of countries worldwide are currently undergoing
severe difficulties, including credit crunches and contractions in
economic activity, in the wake of the financial crisis that first
erupted in the United States.

The holding of an international conference on the theme of 'The

Credit Crisis: Theoretical Perspectives and Policy Implications’ at

this time is therefore very significant.
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1. General Explanation of Credit Crises

The theoretical discussions seeking to interpret financial crises
such as the current one are wide ranging and varied. Explanations
have focused on theories of the business cycle, monetary theories,

the financial instability hypothesis and information theory.

Such theories generally seem to take the view that credit crises
arise when investment funds are pulled abruptly out by financial
institutions that have invested heavily in risky assets relying on
short-term funding during an economic boom, as soon as their

business environments change.

Because of the substantial damage to the economy that may be
inflicted by a credit crisis, most countries have put financial
regulations in place to avoid them, while striving to bring about
stable macro—economic conditions. In spite of these efforts,
however, most countries now find themselves caught up in a

global financial crisis of almost unprecedented scale.

2. The Recent Global Credit Crisis

During this conference and in the coming months there will be
much research and discussion concerning the ongoing worldwide
credit crisis. In my view, however, we might do well to consider
causes and progression of the crisis from the following

perspectives.
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(Low interest rate policy over a long period)

For the great part of the 2000s, most countries maintained low
interest rate policies amid the prolonged period of low global
inflation. In the U.S. especially that policy was continued for a
long time, and financial risks were thus evaluated as low and
investment in risky assets increased greatly. There was also a

rapid rise in the prices of assets such as real estate.

(Financial securitization and the increase in financial derivatives)

Financial securitization and the use of financial derivatives, which
have expanded recently, have many benefits, such as facilitating
improved risk sharing. However, they can also have adverse side

effects.

For example, securitization of mortgage loan assets discourages
screening and monitoring of loans. The complicated product
structures of marketable securities related to mortgages and the
multi-layered system of transactions in them prevented investors

from clearly measuring the risks that they involved.

(Lack of policy attention to financial stability)

In hindsight, we can see that sufficient detailed attention was not
paid to the real effects of these changes in the financial sector, to

the point that they were allowed to bring about the possibility of

credit crisis.
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In particular, there was a lack of rigor in grasping and drawing
up policies to counter the systemic risk factors, while too much
importance was placed on micro—prudential policies that mainly

emphasized the soundness of individual financial institutions.

3. The Korean Case

It is generally known that Korea also began to suffer the direct
effects of the worsening credit crisis in advanced countries

following the Lehman Brothers’ bankruptcy filing last September.

Foreign currency liquidity conditions in our domestic financial
markets deteriorated abruptly, amid the active deleveraging by
financial institutions around the world. A credit crunch emerged,
as domestic financial institutions that had increased their reliance
on marketable financial products experienced difficulties 1in

fundraising in line with the deterioration of the economy.

Grave concerns arose that the decline in profitability of domestic
businesses and the shrinking of economic activities resulting from the

credit crunch would in turn negatively impact the financial sector.

In order to counteract all this, the Bank of Korea undertook a
number of policies to ease the severity of the crisis. Through
foreign currency swaps, it supplied foreign—currency liquidity to
banks, and it expanded the scale of wusable foreign -currency
reserves by entering Into currency swap agreements with the

central banks of major countries including the United States.
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Seeking to alleviate the credit crisis in the domestic financial
markets, it lowered its policy interest rate rapidly, while at the
same time putting measures in place to expand liquidity supply.
From October last year until February this year, it reduced its
Base Rate in six steps by a total of 3.25 percentage points, from
5.25% to 2%. It boosted its supply of liquidity to domestic
financial institutions via open market operations, including the

purchases of RPs involving government and public bonds.

Apart from this, the Bank of Korea also initiated extraordinary
measures to encourage flows of funds to sectors affected by the
crisis. Securities companies were added to its list of counterparties
eligible for open market operations, while bank debentures, MBSs,
etc. were designated as securities available for use in them. The
Bank of Korea also increased the volume of its fund support for
lending to SMEs.

Our financial market conditions appear to have improved
considerably in recent weeks, assisted in part by these energetic

efforts on the part of the central bank.

In the international financial markets, the premium on the Korean
sovereign CDS has narrowed by a large margin, and the
won/dollar rate has shifted to a stable downward trend in the
foreign exchange markets. Share prices have commenced a rally,
and market interest rates have also declined greatly, which augurs

well for an improvement in financial market conditions.
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In spite of these improvements in the financial market situation,
real economic activities have not yet shown any trend of
recovery, for example in areas such as industrial production. This
1s seen as largely due to the lack of any revival in overseas
export demand under the impact of the global business downturn,
together with the lacklustre state of domestic demand owing to

the worsened employment conditions.

4. Future Tasks

Spurred on by the present credit crisis, policy authorities will I
believe find it essential in the future to exercise still closer

vigilance in the areas that I will now indicate.

Apart from securing the soundness of individual financial
institutions, they will need to work to strengthen financial
stabilization policies with a focus on diagnosing and eliminating
elements of risk that threaten the financial system as a whole, with
a specific emphasis on macro-prudential policies.

Policy initiatives should also be directed toward moderating the
fluctuations of the credit cycle. To this end, we should consider
introducing regulations to discourage borrowing by economic

agents beyond an appropriate amount.

It is of course also important in this process for policy authorities
to work to keep the regulations in harmony with market
discipline, so as to strengthen the function of the financial

markets.
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As macro—economic stability i1s crucial to the moderation of credit
cycle fluctuations, to my mind traditional macro- economic policies

will also remain as critically significant as ever.

Small open economies like that of Korea, meanwhile, are

confronting a greater number of tasks than other economies.

These economies are exposed to the risk of changes in the credit

cycles of their international funding sources.

While international financial market players call for capital
liberalization and market opening on the part of developing countries,
when economic conditions alter their continued extension of credit
becomes problematic. For developing countries, there are consequently
limits on the extents to which they can by themselves counter the
risks of international credit cycle changes. Their policies must be
formed in consideration of overseas factors, not just in a crisis
situation but in normal times as well. It 1S by no means easy to

develop the requisite policy framework, however.

We can, I think, look for much more active research from now
on, into proposals for overcoming these limitations, spurred on by

the present credit crisis.
Finally, with regard to the central bank, effective operation of its

function as lender of last resort and strengthening of its financial

stabilization function are both needed.
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(Closing words)
We can look forward at this conference to in—depth discussions
concerning the causes of credit crises and policy prescriptions for
their avoidance.
In closing, let me once again voice my deep thanks to all those
who have taken their precious time to participate in this

conference.

Thank you very much.
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The Bank of Korea International Conference 2009

| Welcome Message

I am delighted to invite you to the Bank of Korea
International Conference 2009, which will be held on
June 2-3 2009 in Seoul. The main theme of this year's
conference is “The Cradit Crisis: Theoretical

Perspectives and Policy Implications.

The current financial crisis, considerad by some to be a
‘perfect storm” in the financial world, has exposed
pervasive weakness in the global financial system and
has sparked the implementation of unprecedented
actions on many levels from central banks and the
povernments around the world. [ believe that one of
the key tasks as we seek o move forward is to gain a
better understanding of the background to the financial
crizgls and its underlying causes. In this context, the
theme of this year's confetence should be both timely
and important,

A number of factors have been proposed as contributing to the crisis,. Low interest rates caused by
low inflation in advanced countries and foreign reserve accumulation in emerging countries created
excessive global liquidity and fueled highly leveraged borrowings. Securitization and the creation of
off-balance sheet vehicles concealed the essential information at the heart of many financial products,
obscuring the possibility of defiult; in addition, both of these trends increased a mutually interlocking
web of interdependency between the balance sheets of financial institutions. Regulators and
supervisors did not adequately appreciate the systemic risks building up in the financial markets, as
they focused on the bealth of individual financial institations rather than the viability of the overall
financial system. Financial deregulation, global imbalances, inaccurate credit ratings, and moral
hazard are also counted among the list of proposed factors. 1 am sure that all of these factors
combined to create vulnerability in the financial system and helped create this “perfect storm.” This
crisis painfully reminds us of the critical importance of financial stability and macro prudence for
sustaining economic growth,
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Through a variety of presentations and discussions, [ believe conference participants will have an
enlightening two days of exchanging and sharing views on the great challenges mentioned above.
Among the distinguished central bankers and eminent scholars participating in the conference,
Professor Barry Eichengreen of the University of California, Betkeley will deliver the keynote speech
and Professor Thomas Sarpent of Mew York University will moderate the roundtable discussion.
Professors Markus K. Brunnermeier (Princeton University), Douglas Gale (New York University),
John Geanakoplos (Yale University) and Martin F. Hellwig (University of Bonn), and Drs. Tobias
Adrian (FRB of New York) and Hyung-Kwon Jeong (Bank of Korea) will present outstanding
reszarch papers during the conference.

I am confident that this vear's conference will provide an exceptional platform to gain a bird's eye

view on the global financial crisis, and that your presence will help make the conference successiul
and productive. I hope that you find this year's conference valuable and enjoy your time in Seoul.

Leongbas o

Seongtae Lee
Govermor
The Bank of Korea
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The Bank of Korea International Conference 2009 '

| Program
2

7:00 p.m.~ 2:00 p.m.

4

B:45 a.m.~ 915 am.
815 a.m.~ 325 a.m.

9:25 a.m.~ 955 a.m.

m Session 1
8:55am~11:15am.
Chairperion
Speaker

Digcuazants

11:15 a.m~ 1140 a.m.

m Session 2
11:40 a.m.~ 1:00 p.m.

Chairperson
Speaker
Discussants

1:00 p.m.~2:30 p.m.

8 Session 3
2:30 p.m.~ 3:50 p.m.

Chairperson

Spesker

Discussants

3:50 p.m. = 4:10 p.m.
w Session 4

4:10 p.m. = 5:30 p.m.

Chalrperson
Speaker
Discussants

6:30 p.m. = B:30 p.m.

Welcome Recaption f Dinner

Ragistration and Coffee

Opening Address

Seongiae Lee Govarmnor, Bank of Korea

Keynote Speech

Barry Eichangraen Profassor, University of California, Barkeley
Rollover Risk and Market Freazas

Thomas J. Sargent Professor, New Yark University

Douglas Gale Professar, New Yark University

Todd Keister Ressarch Officer, Federal Reserve Bank of New York
John Geanakoplos Professar, Yaba University

Caoffes Break

CoVaR: Measuring Risk When Financial Spillovers and

Externalities are Prasant

In Juna Kim President, Korean Economic Association

Markus K. Brunnermeder Professor, Princeton University

lihyock Shim Sensor Economist, Bank for International Setbements
Gadi Barlevy Econamic Advisor, Federal Reserve Bank of Chicago
Luncheon

Systemic Risk In the Financial Sector:
An Analysis of the Subprime-Mortgage Financlal Crisis

Joshua Aizenman
Martin F. Hallwig
Suk Heun Yoan
darnes J. MeAndrews
Coffae Braak

The Levarage Cycle
Yung Chul Park

John Geanakoplos

In Ho Lea

Ashoka Mody

Dinner

Professor, University of California, Santa Cruz
Professar, University of Bann

Professor, Hallym University

Senior Vica President, Federal Resarwe Bank of New York

Professor, Korea Universily

Professar, Yale University

Professor, Seoul Mational University

Assistant Direclor, International Monetary Fund
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Senior Vice Prasidant,
Faderal Reserve Bank of New York

Assistant Vice Prasidant,

Fadaral Resarve Bank of New York
Executive Vica Prasidant,

Faderal Reserve Bank of San Francisco
Professor, Stockholm School of Economics

10:20 a.m.~ 11:40 am. The Procyclicality of Bank Lending and Funding Structura:

Monetary Policy Committee Member, Bank of Korea
Economist, Bank of Korea

Professor, Yonsal University

Professor, University of California, Berkeley

Professor, New York University

President, Korean Economic Association

Prafessor, University of California, Santa Cruz
Senior Economisl, Federal Reserve Bank of Chicago
Executive Director, Hong Kong Monetary Autharity

u Session §
840 am~10:00am. Risk Appetits and Exchangs Rates
Chairperson James J. MeAndrews
Speaker Tobias Adrian
Discussants John C. Wiliams
Lars Ljungqvist
10:00 a.m.~ 10:20 a.m. Coffes Braak
u Session 6
The Casa of Korea
Chairperson Dosoung Choi
Speaker Hyung-Kiwon Jeong
Discussants Joon-Ho Hahm
Barry Eichangresan
11:40 a.m.~ 12:00 a.m. Coffes Break
8 Roundtable Discussion
12:00 a.m.~ 1:30 p.m.
Chairperson Thomas J. Sargent
Discussants In Juna Kim
Joshua Alrsnman
Marco Bazselin
Hans Genbarg
Yung Chul Park

1:30 p.m.~ 2:30 p.m. Luncheon

Professor, Korea LUiniversity
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The Contributors (Listed in order of their appearance in the conference)

Suk Hewun Yoon James J, Med FYung Chal Park In Ho Lee

Professor Sentor Fioe President Professor Professor

Hailym Untversity Federal Rezerve Korea Unilversity Seoul Nertlowrer! Dirlversity
Bank of New Fork
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Jekn O Wilianes
Executive Fice President
Federal Reserve Bank of
Sari Franciseo

Doseung Hyurg-Kwon Jeang Joon-He Hahm Marco Bassetio

Monetary Policy Economist Professor Semior Economist
Commitiee Member Bank of Korea Yonsei University Federal Reserve
Bawrk of Korea Bank of Chicago
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