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OJFE A2k Mol 2ict #ETR 0|20 B2 Uy HIYS & F2=2 5
of UMsl 2 2 S JEEQ UM ENS o 22 F2Y HHlo 4%
FZlo| #2 £F ZHOIM HIREUS X7t Us AR HEHELCL =325
ZHIEO0| XAEHoZ siEtst AUS H OlL2t FA MEE Shalshs e
ordalRict S35 AMIEES stefo|lz =746t XME7t 7|Z=7} o[ofX| 1 U=
A2 T FF Aofgt Lidig 5= U= Holct. Bashar(2011, 2012)9 UHE
= Fel2te| AZof Mt ASEA 21 JA| 527t FY| H¥ol|l g2
0|l 20l 712 SIHZ A2HUS T8 AlMfeict sEA2 M old &
7| SERHOIX| 1 SES20t nRRIVIX|Z AEGDP &0l XEHel L(+)2
deg2 Ak HS0| Er2d 7] 4% 2 2l 20124 ofF K= 3l
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22 F897] olF fu ZBAE S AAA Ao AA ¥ WEpE a5
e 2 7k st A% Sl AAIGDP7E HAGDPE okslele
g, 5 Plelv 2 GDPAe] 713t A1&E 1 vk Aotk (Figure 1) OECD
7} EskE Selveke] sl GDPAY tigk etk o]E By 20119714 =

2] Al wiol| 2 GDPAYo] EAsit gt A2 1~2de] A afja7} &
Aot 2011 o] FHEE dAdz g 1, 2do] B3t Fol = wlo]i A GDPA

R

ol j&HA e el vehtal S & 5 vk oA 20124 o] F A&
olojx] 1 Sl mlelv GDPA @32 13t 4478 s H]ch 2 g u S o

290719k 2008 F=E FEA7I9 2
npolq 2 Fo] HAb grfjEuA HZole 3

AAGDPeF FAGDPZE #A Wighel #aste] ¢S
2R &E oM FAE ol A dHS Aldsta dvke Helth 3
o= AAGDPAdEC] AAGDPAEGES AR J3lete 7k dA8EE 5
A7E w2 A AgstaA AAGEE e FHIE v mlojdagio] A &E =
# ol ZAGDP7E AUlA oz meA MEshs E45S Holau itk 9% 7|3t
Z ZAGDP AHE W% ZS AAGDPY A4 ARE ¥WE Zow UF AUz
AELE 2000~2011d 5 0.53904 2012~2015d & 1.
(Figure 2)). 2#8o|% EFstm ZAAGDPE AAGDP 7t Aol FaA|A| &
2 9tk

A7) Q3BA AF A3 AAGDP7F ZAAGDP FHshE Felo] =

okl 2 7FsAd o] AAFHATE (Table 1)-2 2000956 20161 } Jo] AA 2
ZAGDP &7] A= (5 ¥ & ol&dte] 1aA A HH S gk 23
ot TAAGDP7F AAIGDPA] 9&FE T4 GEthe AF7FdE 2000~2016d 5
o= AlRbell BAIglo] felstAl 712bE R o 2009~20161d o2 3471305 &
= = 54 AAE stellA o ol frelsil 714ER] ee At UERsTh
A TAAGDP7E AAGDP dEks 74 @ethe AF7HS 2000~20161d
Solle sl 71zbs]x] @2 vl 2009~20161d Foll= Al gagle] &

W
o



o5t 7174EE Ao ® FHHUTE = H AIA (2009~2016) A= ZARGDP
L }\é

7} AAIGDPY] F&S i ke 7ol foA Al FHE AL T

(Figure 1) Percentage GDP Gap of Korea" (Figure 2) Changes in Actual and Potential
GDP Growth Rate

s % g (%) (%)
2 <2000~2011 > <2012~2015 >

3 4 u - Relative Adjustment Relative Adjustment
j / Speed?): 0.53 Speed: 1.19

2 -10 6 4

1997 1998 1999 2000

0 ©
4 1 3
1
-2 o= potential GDP growth rate O\o
-o- actual GDP growth rate(trend)
3 2 . 2
2001 2005 2009 2013 2016 2000 2011 2012 2015
Note: 1) actual GDP —potential GDP 0 Note: 1) A potential GDP growth rate / A
' potential GDP ' actual GDP growth rate.
Source: OECD. Source: OECD.
(Table 1> Granger Causality Test Result
period/lag 2000~ 2016 2009~2016
null hypothesis 1 2 3 1 2 3

SAIM | 472 3.26%F | 9.52%** | 8.87***| 148

0.02) | (0.01) | (0.03) | (0.00) | (0.00) | (0.25)
0.76 0. 62 0.56 4.50%* | 3.47F 3.31**
(0. 39) (0. 54) 0.64) | (0.04) (0. 05) (0. 04)

potential > actual

actual - potential

Note: The estimates are F-values and their corresponding p-values are in brackets. *, **, ***
mean that the estimates are significant at the 10%, 5%, and 1% significance levels

respectively.

4717kl A0 AAGDPS} IAGDP T At A& Selikehint ofieh 4 Al

A BEACR UeIm e @omd 7] 44l B = 82, 5 M)
GDPel o8] ZgAthe FRAANS Ygront Aol 2ekat Zwo| gtk
ARAYT ol B BA, AHARE FH, sl AW 5 FF 4910] 37 4
4 7 2e) 4474 FT} AA ]

oleHE Ao B 9tk (Stern, 1991). 53] F
=

Tw T A%l i@ @AV A 2 AAREE SHeR AV|HL e gl
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appreciable, persistent effect on aggregate supply, that is, on potential output.” (Yellen

27Fe] “Macroeconomic Research After the Crisis 2F
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ity H Yellen ")
oAl Zrel| H kTt 17]al o]of#]

4
1) “Post-crisis experience suggests that changes in aggregate demand may have an
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FET 8 (effective demand) & APAA 7 o2& Fujefate} A& o] F5H
F8E oujsket] FulA T AFFAIE RS (reserved demand) 2, Al &5E
o] A=A A48 (latent demand) 2 AT o]e} e FEFL0 NEdS
AR AFem HEAZ ke ARz 2e AK19] "URko] & (The General

Theory of Employment, Interest, and Money, 1936) |4 &85 1853 2%
A

e FE 2990 Asgn PARoRE A nEY B 348
FES FREFSE TP oo mek YbsR FHSel 2 W19 9
of fEF8s} FESE Uge] FolubEA FY4 2 GDP} seteks AL %

o A gFo] ME = 9l&S 43 Mundell (1963), Tobin (1965), Orphanides and
ity BY 24 S Sl AuAE ST AR A s
A 5 91SS 1Ol Baxter and King (1993) & 97, &0 ¥y} A& A7)
Halz olojd £ 9JgS Holm ol o|¥FIE o] AT Blanchard and
Summers (1986), Ball(1999) o] A, A&7 A4e] 9oz R&D 9 g tigt &
A= 7323 Romer (1990), Lucas(1988) So] 343 A2 Ao 52 d& & 4+ 9
ot e o]9} 2 o o] BEd® Edln FHAA TS ot AY] A% 7k #AE
HAIH o & o|Eete DAV E Yok ettt
¥ © & Harrod, Robinson, Kalecki, Sraffa 5 F&7]#91238}} (post-Keynesian school)
£ F Utk
5) dto] 2ol Yehd Az F848 e o2 2tk “Let Z be the aggregate supply
price of the output from employing /V men, the relationship between Z and /N being

=
=

Omi
N

written Z= (), which can be called aggregate supply function. Simiarly, let D be
the proceeds which entrepreneurs expect to receive from the employment of /V men, the
relationship between D and N being written D= (), which can be called the
aggregate demand function. -+ The value of D at the point of the aggregate demand
function, where it is intersected by the aggregate supply function, will be called the
effective demand.” (#3734 f-E090] ).
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(Figure 3) Labor Income Share (Figure 4) Labor Productivity and Real
Wage Index
(%)

20 1999=100)

120

—United States

—Japan

oy P ) 116 - Labor productivity(GDP per worker)
19 Advanced Economies(average

70 12

. W\ 108
oo | \/\/ 108 - Real wage index

55 Ll 100 . L . . L .
1970 1980 1990 2000 2010 1999 2002 2005 2008 2011 2014

Source: OECD. Source: OECD.

TSk il SHAME F597] ol F 7iEskd T4 Fxlo] faT8 HEE &
WS 7eAlS A5 & et Ik ol9 It Summers So] FH3F A
=

FAME BT AEE shslske @, 5 A52 (savings glut) ©]
29 732%1 o] R 3ket 7k A FAZ) Al =2 FE L B2 43S A ekeitt
th AA A AA -] Il FAES ASFES EE

T3 HA g1 e Btk ((Figure 5)).

ull

}:1
32

(Figure 5) Total Investment and Gross National Savings”

(World) (Advanced Economies) (Korea)

%) (%)

u % 0

3
26

21
2%

19

2 == Total investment 7 == Total investment == Total investment

— Gross national savings — Gross national savings = Gross national savings
ol v v e ol
2000 2003 2006 2009 2012 2015 2000 2003 2006 2009 2012 2015 2000 2003 2006 2009 202 2015

Note: 1) Percent of GDP.
Sources: IMF, World Bank.

8) FEichengreen (2015) 52 20417] Fute] ZAFE, UAEYl 7]& HAL 5 2 75 AH|~ A
bl AFE B3 Az F2] Aol F2 71 Holw] 19~20417] 2] Ydr|# 9 A
7] SoA YEhd gAlgTol= A nddtttn 8k dth
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Bt ol g S dEHeld dE R Adste AT EC] 2 Fom
stEfgleol= Eokal AEvt 7127t olofA e R 94 FEa F5e] HT A
274e] A1 7hsAde AAStAL v o|@HoRE FF F 8%l A B3
FEE Arolle 271 Ao, 78 5 %o A w3k FH 29 AFele
w7} sheto] eRtE ). (Figure 6) X & < glo] A2 A EE st =71
8ol 2 2 setat Ansel ekt Ytk & AAIYE 3 250] B
2 ¥Ed] o 44 g 2w T L 24 26 o daor ase
9l Aelck

(Figure 6) Potential Growth Rates and Inflation
(Unites States) (Euro Area) (Korea)

(%) (%)
25 : 6 e
i, : 19922010 : 19922010 ! 19922010
¥ L g o M § 20112015

35

10
I l 09 2 19
1 ‘ ‘ 05 : I ‘ 1 l

Potential growth rate Consumer price inflation Potential growth rate Consumer price inflation Potential growth rate Consumer price inflation

Source: IMF.

SHH o] AA A71e WS AVIZ 4% B A A 3987 7
2 T8 Fo] F3a9] b 8Rlog Z&sta glgo] o2l AF AFE T
3 gelEa vk A A Aol F4L el T Alkite 7K
< oA A At e hEA S Z Martin et al. (2015) < 2370 A=+
ez & Aol ()2 8574 2d] A= B2 A7F A

9) ANAA 7FsAd ke BASAE Cerra and Saxena (2008), Howard et al. (2011),
Rawdanowicz et al. (2014), Lo and Rogoff (2015), Martin et al. (2015), Reifschneider et
al. (2015), Blanchard et al. (2015) 5%, FEFLFEY A% #d A4 2E Gallardo and
Ortiz (2011), Caldentey and Vernengo (2013), Onaran and Obst(2016), Blecker (2016)
g, 48299 A4l tlsiAE Libanio (2009), Lanzafame (2011), Dray and Thirlwall
(2011), Nell(2012), Soukiazis et al. (2013), Alencar and Strachman (2014), Giradi and
Pariboni (2016) 5% =% Z.
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“More research is needed, however, to better understand the influence of movements in

aggregate demand on aggregate supply. From a policy perspective, we of course need
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Fa7t A7 wx= Fakel ek EA AAsA A 7PE de] o] &Fa 9)
= 92 71ed b= Blanchard and Quah (1989; ©l3t BQ= #7]) o|th
BQ(1989) & GNP} A &S T3l 24 T2 (structural) VAR E&8E A3 s}
3 of7]el A7]A 2k (long-run restriction) & F3ste 28 oA ZHE4
Aot 223 olefdt WA o R AMY £8 Y IETHS
7} 37 mlAle s 24T T HHES olF B dA7AEY AAE
ol FAREE FA R olet GDPY Q1&g o]de] ¥
T4 T TRt Folol|A &8 o] gt

a2y BQ(1989) €] 2¥4 VAR B3 F589F 7] 4% 1t #AE E4sh=
o 2840 sHAZE itk FeeRld) FHell M fd FeFde Aride
= GNP (Fx GDP) o] 432 mAA] ethehs wi¢- AlHAQ] 203 AR &
7] W &olty, 2 23] BQ(1989) E¥olM F+25AL a4 GNP (& GDP)
o AAIAQ] Y2 wiAl= A eg YehAl "t FFa7F 7] 3l nx=

1989)

2 31y oo ArsHAAGS deleive

Bashar (2011, 2012) & BQ (1989) 9] 48.9] 7]
q

34 ol8S Bl 9ol 9 018 & Uk

to bear in mind that an accommodative monetary stance, if maintained too long, could
have costs that exceed the benefits by increasing the risk of financial instability or
undermining price stability.” (Yellen, 2016)
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1217 (log-likelihood ratio test) & &oll F&F2= 271 47l
the AF7HE 7148
g = A9 75 oF7AlE BQ(1989) o WHEES
21 9e oz HATH(fHAl 1992; 2FY, 199%; AFY - 25H, 2004; U9
C7RFE, 2004; ©E8A, 20075 A, 2009; Cho, 2012; o<l 2012).12
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2 aRle] <& Fow Fafate] Al vl glrh. BQ(1989) o WS A48 )
e B ARCIAAE & d7e $584e A Re GDP| o
Y= AA Fdhe Ao Huska glvh

12) §94H(1992), AWS - A3 (2004), 382 (2007), AT (2009) & 49 9 BAHE
3 A (2001), Cho(2012) & o]dl] Hsle] GDPH 3
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=] Atk g2l BQ(1989) thAl Bashar (2011, 2012) & F€ WHECR s
ATH3) . T2 A9 Bashar (2011, 2012) Al BQ(1989) &) W& 2ol stz
olsle] HelE fla] WA BQ(1989) EF-o AWEY 18]35 WA] Bashar (2011,
2012) 7} A ERAS oA9A A=A E LRSI
1) BQ(1989)2| 2, & & =
=9 2¥FE A" X VAR 29¥

AyX,= A, (L)X, + Be, (1

o714 X,= (AlogY;, AlogP,) & AAGDPS} E7IAe] Raaly W42 o) F
oAFl ARG e ¢, = (o, &) & FFFT4Y 583402 49 12F
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(Table 2) Unit Root Test Result

ADF test PP test
log (real GDP) 3.83 2 5.93 (8)
log (CPI) 1.03 (5) 3.35 (10)
Alog (real GDP) -4.05%** (1) -7.60%** (7
Alog (CPI) -2.54*  (2) -3.83%** (9

Notes: 1) A constant term and a time trend are excluded.

2) t-statistic of Augmented Dickey-Fuller test and Z -statistic of Phillips-Perron test are
reported. The numbers in brackets indicate the optimal number of lags by SIC in case
of ADF test and the bandwidth by Newey-West method in case of PP test
respectively.

3) ** and *** mean that the null hypothesis that there exists a unit root is rejected at
5% and 1% significance level respectively.
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(Figure 7) Log-differenced Data Series

(Real GDP) (Consumer Price Index)
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Source: Bank of Korea.
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(Figure 8) Impulse Response Functions Based on BQ(1989) Identification Scheme
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Note: Shaded areas are 95% bootstrap error bands with 5, 000 iterations.

(Figure 9) Forecast Error Variance Decomposition Based on BQ(1989)
|[dentification Scheme
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(Figure 10> Impulse Response Functions Based on Bashar(2011, 2012)
Identification Scheme
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Note: Shaded areas are 95% bootstrap error bands with 5, 000 iterations.

(Figure 11) Forecast Error Variance Decomposition Based on Bashar(2011, 2012)
Identification Scheme
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(Figure 12) Impulse Response Functions When the Estimation Period Is
from 1970 to 2011
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(Figure A1) Impulse Response Functions Based on Bashar(2011, 2012)
|dentification Scheme(GDP Deflator)

Output Response to Demand Shock Output Response to Supply Shock

0 5 10 15 20 25 30 35 40 0 5 10 15 20 25 30 35 40

Price Response to Demand Shock Price Response to Supply Shock

0 5 10 15 20 25 30 35 40 0 5 10 15 20 25 30 35 40

Note: Shaded areas are 95% bootstrap error bands with 5, 000 iterations.

(Figure A2) Forecast Error Variance Decomposition Based on Bashar(2011, 2012)
|dentification Scheme(GDP Deflator)
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(Figure A3) Impulse Response Functions Based on Bashar(2011, 2012)
Identification Scheme(Monthly Data)
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(Figure A4) Forecast Error Variance Decomposition Based on Bashar(2011, 2012)
Identification Scheme(Monthly Data)
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(Figure Ab) Comparison of Impulse Response Functions by Rolling Window Method
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(Figure A6) Impulse Response Functions Calculated Using Monthly Data(2000~2016)
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(Figure A7) Impulse Response Functions Calculated Using Monthly Data (2000~2011)
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(Figure A8) Effect of A Change in Estimation Period on Impulse Response
Functions When Monthly Data since 2000 Are Used
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A Study on the Relationship Between Aggregate

Demand and Long-run Growth*

Geunhyung Yim**

Abstract

Korean economy is now showing a new growth pattern. Negative GDP gap
continues for years and potential GDP growth rate is decreasing at a speed
close to that of actual GDP growth rate. But these phenomena are hard to be
explained by the ‘conventional view that supply factors determine long-run
economic growth. On these backgrounds, this paper surveys the theoretical
literature on the relationship between demand and economic growth, assesses
the current low growth trend of the global economy, and conducts an
econometric analysis using Korean data to see whether aggregate demand can
affect long-run economic growth. The analysis focuses on changes in the link
between aggregate demand and aggregate supply. Demand-led growth theory,
developing with effective demand theory and aggregate demand approach as its
two pillars, implies that deficiency of demand may be one of causes of recent
sluggish global economic growth. The labor income share has decreased since
the 1980s, a shortage of investment has been chronic, and inflation remains
low despite of a decline in potential GDP. Moreover, empirical analysis, which
adopts Bashar (2011, 2012)’s identification methodology, indicates that
aggregate demand shocks have a permanent impact on the long-run economic
growth of Korea. The result also shows that such relationship has been
intensified after 2012.
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