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Table 1. Reserve Requirement Ratio-related Indicators
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Figure 1. Trends in Korea's Effective Reserve Ratios

Note: See Table 1 for descriptions of the indicators.

Source: Authors’ calculation based on data from the Bank of Korea ECOS.
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Figure 2. Trends of Effective Reserve Ratio-related Time Series since 1998 in Korea

Note: Demand deposits include transferable savings deposits and foreign currency deposits. Savings
deposits exclude transferable savings deposits and purpose-specific deposits that have not been
subject to reserve requirements since December 2006, including the Workers' Property Formation
Savings, Workers' Preferential Savings, and Long-Term Housing Formation Savings. Net issuance of
certificates of deposit (CDs) is included in savings deposits.

Source: Authors’ calculation based on data from the Bank of Korea ECOS.
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Table 2. Macroeconomic and Financial Sector Indicators
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Figure 3. Trends of Macroeconomic and Financial Time-series since 1998 in Korea
Note: The Financial Stress Index is normalized to 100 in January 1998 (1998.1 = 100). The household
loan ratio of banks is defined as household loans of banks divided by nominal GDP.

Source: Authors’ calculation based on data from the Bank of Korea ECOS.
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Table 3. Descriptive Statistics of Macroeconomic and Financial Variables
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Table 4. Regression Results

W 7% 1998~2025 2000~2025 2007~2025
0.0326™ 0.0532%* 0.0553*
A1 A] Z719-(o
dEGDP S7H&08) s 0.0128) (0.0203) (0.0250)
0.0113* 0.0148"* 0.0204***
OXNE AR
FELEAAA = (0.0046) (0.0053) (0.0063)
9= GDP o] - 0.1124 -0.3081* -0.5245""
AAZR) B %) (0.1679) 0.1671) (0.1708)
HAES} ) N -0.0007** -0.0002 0.0001
2 o <= AHAH%) (0.0003) (0.0003) (0.0007)
- 0.0044 0.0061 0.0201%*
ARG O
dadng REER (0.0053) (0.0054) (0.0063)
0.0001 -0.1000%* ~0.1174*
=1 0,
=== cal (0.0193) (0.0366) (0.0339)
= 0.0155 0.0013 0.0056
Qo] 4%
AZE o140 Int 0.0275) (0.0302) 0.0433)
23 Credit 0.0473% 0.0507* 0.0480%***
7HAHE ¥1&(%) (0.0030) (0.0051) (0.0104)
i -0.4445 -0.7139 -1.9410
T (0.7356) (0.8891) (1.4538)
# of Obs. 110 102 74
Adj. R2 0.8679 0.8652 0.7474

Note: The dependent variable is the effective reserve ratio (RR_eff). The estimates are obtained using
the HAC (heteroskedasticity- and autocorrelation-consistent) estimator with all explanatory variables
entered with a one-quarter lag. ***, ** and * denote statistical significance at the 1%, 5%, and 10%
levels, respectively. The sample beginning in 1998 corresponds to the introduction of the
inflation-targeting regime. The sample beginning in 2000 corresponds to the post-recovery period
following the 1997 Asian financial crisis. The sample beginning in 2007 corresponds to the period after
the increase in the statutory reserve requirement ratio implemented in December 2006.

3HF FAE HoluA @rldE HF S & B daAEEw ()9 S
AS 7 Ao® Uyt ol2jdt EXL %A A7) AAY 0|2 A AWE
Y& tixlz Feketetal Bk 4 o

UA E=9FRo], ARAEES EFot] I

A% AR A Uehd & ik olol wEk FHE AV EAckeA AEET] 9
3 Q3 TAE FAX(ohansen cointegrating test)S AHFsH A}, E4:9] FFHO]
EAete Aoz yeRgth 1998~202549, 2000~20254, 2007~2025¥ 5 Al 7H<
EE 717 g4 FMOLS(fully-modified OLS) &&% 3|9 54 Z37} Table 5
HE Table 700 2z veht Qlok zF 717to] wet w5 67]9] 3744 vt vy
Ak S 6719 F=HAlL, Table 49 3AEAA o] RE &

Al W49 X7 AEstE 2ES B0l W& GDP tiH] AAdEA HIE(CA),
HAES oy 2 Q<A HNFA), AZIAESHE(REER) 5o Wisf ohdet 29
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Table 5. Cointegration Regression Results, 1998-2025
R 712 1998(1) 1998(2) 1998(3) 1998(4) 1998(5) 1998(6)
A3 GDP v 0.0291**  0.0283™  0.0290**  0.0250 0.0261 0.0243*
Z718(%) £ 001349  (0.0130)  (0.0103)  (0.0212)  (0.0169)  (0.0102)
0.0123**  0.0121***  0.0099**  0.0077 0.0090*  0.0096***
o A A
FEAEARR AT 0044 (0.0046) (00033 (00058  (0.0048)  (0.0036)
HE GDP dH] cA 0.0371 0.1482 0.2038
B85 H1E(%) (0.1775) (0.1306) (0.2639)
egEsh gEl ®e o -0.0005  -0.0005" -0.0003
o = RAH%) (0.0003) (0.0003) (0.0004)
s 0.0055 0.0053 0.0019 0.0006
Al R A (o]
dddasd  REER 0040 (00046)  (0.0033) 0.0033)
2300 cy 00282 00267 -0.0001  -0.0015  -0.0127 0.0059
=EEe 00237 00247 (0.0173)  (0.0356)  (0.0308)  (0.0183)
- 0.0247 0.0220 0.0092 0.0077 0.0147 -0.0050
QA= o] H(%
A& e140) Inf (0.0276) (0.0254) (0.0209) (0.0433) (0.0329) 0.0189)
o223 Crogy O-0446™*  0.0445"*  0.0488"*  0.0493"*  0.0458™*  0.0489"
7HHE Bl1&(%) £ (0.0032) (0.0033) (0.0022) (0.0047) (0.0045) (0.0024)
e -0.3528  -0.2908  -0.4736  -0.2613 0.1076 -0.2672
e 0.6163)  (0.5860)  (0.4707)  (0.4828)  (0.4772)  (0.4640)
# of Obs. 109 109 109 109 109 109
Adj. R? 0.6890 0.6497 0.5708 0.6453 0.5169 0.5880

Note: The dependent variable is the effective reserve ratio (RR_eff). The estimates are obtained using

the fully modified ordinary least squares (FMOLS) estimator.

significance at the 1%, 5%, and 10% levels, respectively.

dofol ok
s s

and * denote statistical
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Table 6. Cointegration Regression Results, 2000-2025

W 713 2000(1) 2000(2) 2000(3) 2000(4) 2000(5) 2000(6)
44 GDP v 0.0609**  0.0589™*  0.0500***  0.0433**  0.0513**  0.0484™**
S7H&(%) -£ (0,015 (0.0173) (0.0102) (0.0152) (0.0237) (0.0110)

0.0168™*  0.0153**  0.0139"*  0.0101™** 0.0095* 0.0127**

FEARAAAR A (0.0040) (0.0044) (0.0026) (0.0033) (0.0049) 0.0027)

2L

HE GDP tH] 4 -0.3561** -0.3002"*  -0.3449"*
BA] v1E(%) (0.1556) 0.1013) (0.1490)
HAE3]} gjy] ke NEg | T0-0001 -0.0001 0.0002
o = RAH%) (0.0003) (0.0003) (0.0004)
s 0.0013*  0.0078"  0.0056™* 0.0070%*
Al R A (o]
dddasE  REER 0000 (0.0039)  (0.0022) (0.0024)

-0.1173**  -0.1067**  -0.1000™*  -0.0880**  -0.0726™*  -0.0893***
(0.0273) (0.0293) (0.0177) (0.0248) (0.0369) (0.0186)

0.0029 0.0336 0.0033 -0.0043 0.0224 0.0293**
(0.0249) (0.0236) 0.0162) (0.0233) (0.0317) 0.0148)

E29%) Call

QIZ014(%) Inf

ol 323 Credit 0.0500™  0.0494**  0.0515**  0.0510™  0.0514™*  0.0508*"*
7HHE Bl1&(%) £ (0.0031) (0.0034) (0.0017) (0.0025) (0.0047) (0.0018)
e -0.7204  -1.0295**  -0.7997**  -0.1003 -0.4303  -1.0291**
T (0.4885)  (0.5209)  (0.31200  (0.2472)  (0.4994)  (0.3253)
# of Obs. 101 101 101 101 101 101
Adj. R? 0.7553 0.7105 0.7545 0.6249 0.5253 0.7563

Note: The dependent variable is the effective reserve ratio (RR_eff). The estimates are obtained using
the fully modified ordinary least squares (FMOLS) estimator. *** ** and * denote statistical
significance at the 1%, 5%, and 10% levels, respectively.
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Table 7. Cointegration Regression Results, 2007-2025
B 713 2007(1) 200720  2007G)  2007(4)  2007G)  2007(6)
A4 GDP ., 00582 0.0479"*  0.0563*  0.0561%"  0.0484"*  0.0493"
Z718(%) £ 00149  (0.0175  (0.0100)  (0.0186)  (0.0161)  (0.0144)
0.0216*  0.0185*  0.0211**  0.0119™*  0.0088"*  0.0186***
o A A
FEAEAAR AT 003)  (0.0037) (00022 (00036 (0.003D)  (0.0031)
W2 GDP ] oy 05415 -0.5355"  -0.6844***
AR H1&(%) (0.1312) (0.0845)  (0.1568)
wsot ol g2 0.0001 0.0008 -0.0005
o = RAH%) (0.0005) (0.0005) (0.0004)
. 0.0213**  0.0253"*  0.0206*** 0.0227"*
Al R A (o]
dUEEE REER (003 (00044 (0.0023) 0.0033)
22500 oy 012267 01176 01135 00744 -0.0501**  -0.0985"
=ETe (0.0205)  (0.0245)  (0.0136)  (0.0238)  (0.0201)  (0.0195)
. 0.0103  0.0629**  0.0009 -0.0313  0.0422"  0.0563"*
Q=0 A(%
AEACHEOO E g0y 002199 ©O015D 00273 (0.02000  (0.0180)
2oy Crogi Q0471 0.0536™"  0.0466"*  0.0446"*  0.0347"*  0.0444***
AANZ B2 %) " 0.0064)  (0.0075)  (0.0019)  (0.0036)  (0.0062)  (0.0028)
s 22,0087  -3.3461**  -1.8563"*  0.4970 1.0658*  -2.1640™*
°r (0.8936)  (1.0015)  (0.3183)  (0.3288)  (0.5934)  (0.4575)
# of Obs. 73 73 73 73 73 73
Adj. R? 0.5384 0.5324 0.6016 0.3101 0.2795 0.5479

Note: The dependent variable is the effective reserve ratio (RR_eff). The estimates are obtained using

the fully modified ordinary least squares (FMOLS) estimator.

significance at the 1%, 5%, and 10% levels, respectively.
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Table 8. Long-term Scenario for Macroeconomic and Financial Variables

W AUEe 2030 2035 2040 2045 71E AvEle &4
- " 71& 1.3 1.1 0.7 0.6 Lo 100208 44
A GDP 3718 o= - ol27 9)(2024)2] &AA
) 2% 2.0 1.7 1.1 0.9 NAE 24 21
4 0.7 0.6 0.4 0.3
] 71& 15 15 15 15
FELEH2AS o= - 2000~2025% T
(FsD) 25 7.5 7.5 7.5 7.5 oz
23 22.5 22.5 22.5 225
= GDP tj] 71E Lo 08 06 05 20304 £ IMFQ025)
§%¢z1 Hlg 25 1.5 1.1 0.9 0.8 -0o|¥ Zx E 24
(CA. %) =g 05 04 03 03 ~ e A
RolEgl gy 7= 150 150 150 150
29| o olApit 2% 225 225 225 225 - @AY £E /A
(NFA, %) Ry 75 75 75 75
Gagase 71& 91 91 91 91
AdAE3HS o= -
- 04 o] A=2% O
(REER) 25 1365 1365 1365 1365 AR ol = A
A 45.5 45.5 45.5 45.5
EEr 71%E-935 255 2.35 1.95 1.85 - Do er al(2024)9] %9
(Call, %) 74 128 118 098 0093 ER L
olZgol A -3 2.0 2.0 2.0 2.0 % BE 2z e
(Inf, %) L) 3.0 3.0 3.0 3.0
dzoy g ve 7IE-$E 893 86.2 83.1 80.0 - U025 AR
(Credit, %) 1y 893 893 893 893 vl A

Note: Under the favorable scenario, the household loans-to-GDP ratio is assumed to converge to the
projected path, while inflation and the call rate remain at their target levels. For all other variables, a
50% positive shock relative to the baseline scenario is assumed. Under the adverse scenario, the
household loans-to-GDP ratio is assumed to remain at its current level, while all other variables are
subject to a 50% negative shock relative to the baseline scenario. The projected neutral nominal
interest rate is obtained by adding the long-run inflation target of 2% to the estimated real neutral
interest rate. Based on the household debt projection of Kim (2025), which project that the household
debt-to-GDP ratio will decline by 27.6%p by 2070, primarily due to population aging and other
demographic factors, the analysis assumes a decline of 3.1%p every five years.

(20450l digt HaxEg Ao A7) 18749 4 2P ASLE BF o]g3ith
olof ¢kA 7]& AFo] 7]z3to] Table 83 Zo] -yt A7| AAl - S8 W9 7
F AU E 5ok

$A o7 920249 EVE FAETE APl wEd, vt dIFES
20309 1.3%°lA 20459 0.6%7HA Fx} stetel= A& Ueit HuUE AT ¢

A7F EASHA] e FEAEHAXNSY A9 20009 o]F 77tY] B o] A

—_

Joal Hokth ol g VI § =¥ S8IE vEY €F I35 B 840t
A7V &qti AFFA=A fejvete] 56 =AY =S WYdta & 5+ 9

_4

. W& GDP tiH] AAEA v AL IMF(2025)9] Ao 7]z35te] 20309 1%
oA 2045¥ 0.5%71A] ststtta 7Hgstddct. sid Al 7] 7S B4R b



VOL. 48 NO.3 P YRAFENG 729 HFY £ 67
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Figure 4. Long-term Projection of Effective Reserve Ratio to 2045
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Note. See Table 8 for the assumptions underlying each variable's scenario. The bold line in each figure

represents the mean value.

Source: Authors’ calculation.
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Figure 5. Long-term Projection of Effective Reserve Ratio through 2045 Based on Estimates
from the Post-2007 Sample

Note: See Table 8 for the assumptions underlying each variable's scenario. The bold line in each figure

represents the mean value.

Source: Authors’ calculation.
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Figure 6. Impulse-response Functions to One-standard-deviation Shocks in Call Rate

and Effective Reserve Ratio

Note: See Table 8 for the assumptions underlying each variable's scenario. The bold line in each figure
represents the mean value.
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Figure 7. Ten-year Conditional Forecasts Conditional on Maintaining Current Level of
Effective Reserve Ratio

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The effective reserve ratio is assumed to remain
constant at its current level of 4.2%. The conditional paths for all other variables follow the baseline
scenario presented in Table 8.
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Figure 8. Ten-year Conditional Forecasts under a Declining Path of Effective Reserve Ratio
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Note. The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The effective reserve ratio is assumed to decline
by 1.5%p, from its current level of 4.2% to 2.7%, where it is subsequently held constant. The
conditional paths for all other variables follow the baseline scenario presented in Table 8.
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Figure 9. Ten-year Conditional Forecasts under a Rising Path of Effective Reserve Ratio

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The effective reserve ratio is assumed to rise by
1.5%p, from its current level of 4.2% to 5.7%, where it is subsequently held constant. The conditional
paths for all other variables follow the baseline scenario presented in Table 8.
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Table 9. Sum of Squared Ten-year Conditional Forecast Errors Relative to Baseline Scenario

A= Hs ARAEE 4.2% A ARAEE 2.7%= st HAAEE 5.7%E A5
BAEE 1.4951 1.7034 13.3347
Q& ol 1.3866 2.3763 12.4174
TEAEHAAF 0.5749 2.1670 0.3892
2A 3.4566 6.2467 20.1413

Note. For each variable, the measure is calculated by first summing the squared forecast errors over
the ten-year horizon, where the forecast error is defined as the difference between the conditional
forecast and the corresponding baseline-scenario value, and then dividing the result by the standard
deviation of the variable over the 2007-2025 sample period.
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Figure 10. Ten-year Conditional Forecasts Including Household Loan-to-GDP Ratio
Conditional on Maintaining Current Level of Effective Reserve Ratio

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The effective reserve ratio is assumed to remain
constant at its current level of 4.2%. The conditional paths for all other variables follow the baseline
scenario presented in Table 8.
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Figure 11. Ten-year Conditional Forecasts Including Household Loan-to-GDP Ratio under a
Declining Path of Effective Reserve Ratio

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The effective reserve ratio is assumed to decline
by 1.5%p, from its current level of 4.2% to 2.7%, where it is subsequently held constant. The
conditional paths for all other variables follow the baseline scenario presented in Table 8.
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Figure 12. Ten-year Conditional Forecasts Including Household Loan-to-GDP Ratio under a
Rising Path of Effective Reserve Ratio

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The effective reserve ratio is assumed to rise by
1.5%p, from its current level of 4.2% to 5.7%, where it is subsequently held constant. The conditional
paths for all other variables follow the baseline scenario presented in Table 8.
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Table 10. Household loan-to-GDP Ratio: Sum of Squared Ten-year Conditional Forecast
Errors Relative to Baseline Scenario

A& s ARAEE 4.2% FA ARAEE 2.7%2 st ARAZE 5.7%2 35
BAEE 0.4790 1.7523 5.3404
A& ol 0.6384 4.4850 14.1569
THARA & 1.2797 0.5306 8.7500
2A| 2.3971 6.7679 28.2473

Note: For each variable, the measure is calculated by first summing the squared forecast errors over
the ten-year horizon, where the forecast error is defined as the difference between the conditional
forecast and the corresponding baseline-scenario value, and then dividing the result by the standard
deviation of the variable over the 2007-2025 sample period.
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Figure 13. Ten-year Conditional Forecasts under an Extreme External Shock with Effective
Reserve Ratio Held Constant

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The scenario assumes that shocks equivalent to
those observed during the 2008 global financial crisis are imposed on the real effective exchange
rate and the Financial Stress Index, while the effective reserve ratio is held constant at its current
level of 4.2%.
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Figure 14. Ten-year Conditional Forecasts under an Extreme External Shock and a Declining
Effective Reserve Ratio

Note. The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The scenario assumes that shocks equivalent to
those observed during the 2008 global financial crisis are imposed on the real effective exchange
rate and the Financial Stress Index, while effective reserve ratio is assumed to decline by 1.5%p,
from its current level of 4.2% to 2.7%, where it is subsequently held constant.
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Figure 15. Ten-year Conditional Forecasts under an Extreme External Shock and a Rising
Effective Reserve Ratio

Note: The bold line and the shaded area represent the posterior mean and the 68% probability band,
respectively. On the x-axis, 2 corresponds to 2026. The scenario assumes that shocks equivalent to
those observed during the 2008 global financial crisis are imposed on the real effective exchange
rate and the Financial Stress Index, while effective reserve ratio is assumed to rise by 1.5%p, from
its current level of 4.2% to 5.7%, where it is subsequently held constant.
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Table 11. Extreme External Shock: Sum of Squared Ten-year Conditional Forecast Errors

Relative to Baseline Scenario

A& Hs AFTAEE 4.2% FA AGAZE 2. 7%= 512 AEAEE 5.7%% A5
BATE 2.0384 2.6364 8.1980
AEHo| A 0.0728 7.4469 9.3885
THARA BlE& 0.9820 0.9359 7.2147
24 3.0933 11.0192 24.8012

Note:. For each variable, the measure is calculated by first summing the squared forecast errors over
the ten-year horizon, where the forecast error is defined as the difference between the conditional
forecast and the corresponding baseline-scenario value, and then dividing the result by the standard
deviation of the variable over the 2007-2025 sample period.
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Figure Al. Trends of Macroeconomic and Financial Time-series since 1998 in Korea

Note: See Tables 1 and 2 for descriptions of the variables. An increase in the real effective exchange
rate (REER) indicates a real appreciation. The household credit-to-GDP ratio is defined as credit
extended to the household sector by other depository corporations (ODCs) divided by nominal GDP.
Source: Authors’ calculation based on data from the Bank of Korea ECOS.
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An Analysis on Adequacy of

Effective Reserve Requirement Ratio in Korea®

By Jong Chil Son and Joonyoung Hur

This study examines the adequacy of Korea's effective reserve
requirement ratio (defined as the ratio of banks’ Korean-won
deposits held at the liability accounts of the Bank of Korea to their
Korean-won deposits) and its potential use as a macroprudential
policy tool, employing cointegration regression analysis and a
Bayesian VAR conditional forecasting framework. The main findings
are as follows. First, the effective reserve requirement ratio in
Korea is found ro exhibit a generally positive long-run equilibrium
relationship with economic growth and the financial stress index.
Second, projections of the ratio through 2045 based on the
estimated cointegration coefficients indicate a gradual decline under
the baseline scenario. Third, conditional forecasts for the next ten
years using a Bayesian VAR show that maintaining the current
level of 4.2% minimizes the sum of squared forecast errors,
compared with scenarios in which the ratio increases or decreases
by 1.5 percentage points. Fourth, Korea's reserve requirement
system appears to have contributed to macroprudential stability by
functioning as an automatic stabilizer that mitigates short-term
liquidity fluctuations in the money market. In conclusion, the
current level of the effective reserve requirement ratio does not
deviate significantly from its equilibrium path and is expected to
decline gradually in response to changing macro-financial conditions,
including a slowdown in economic growth.
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