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POST-CRISIS GROWTH AND STRUCTURAL REFORM IN KOREA:
EMPIRICAL EVIDENCE

Chin Hee Hahn
Youngjae Lim

1 INTRODUCTION

Since the outbreak of the financial crisis in 1997, Korea has undertaken
comprehensive structural reforms in the corporate and financial sectors. To a
large extent, the painful reforms were pushed forward based on the belief that
these reforms were essential for regaining medium or long-run growth
momentum. However, it is not clear how these reforms are actually related to
the post-crisis growth outcome of the Korean economy. What are the effects
of such structural reforms on the medium or long-run performance of the
Korean economy after the crisis? This is surely an interesting and challenging
question. However, one cannot expect to come up with a satisfactory answer
to this question in a single study or two.

Instead, we narrow down on the scope of this paper and aim to evaluate
how the post-crisis bankruptcy reform in Korea will affect the efficiency of
resource reallocation, total factor productivity growth, and, eventually, post-
crisis growth outcome of the Korean economy. For this purpose, we proceed
in two steps. Firstly, we aim to provide stylized patterns of growth before and
after the banking crises within a broad international perspective. In particular,
we address the following two issues in this step. The first issue is whether
there are any significant changes in growth associated with the banking crises.
IF the crises are not accompanied by the changes in medium or long-term
growth rates which go beyond the well-known short-term economic
contraction, then it might be pointless to discuss growth in relation to crises.
Furthermore, in this case, it would be doubtful that post-crisis structural
reforms play an important role in medium or long-term growth performance
of crisis-hit countries. The next issue is what role the total factor productivity
growth (TFPG) plays in changes in growth, if any, over the banking crises.
To address this issue, this paper accounts for the “changes in growth” before
and aftcer the banking crises. It is true thar growth accounting by itself cannot
pin down the exact policy measures which determine the post-crisis growth
performance of crisis-hit countries. Nevertheless, growth accounting evidence
could be useful in as much as it can narrow down the set of relevant policy
measures. That is, the predominant role of macroeconomic policy, for example,
is likely to be ar odds with the finding that the changes in growth over the
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