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(Abstract )

Exchange Rate Movements and Export Price

Competitiveness since the Capital Liberalization in Korea

Kim, Chong-Man

In this paper, changes in won/dollar exchange rate, from March
1990 —— when Korea replaced the Multiple Currency Basket Peg-
ging System with the Market Average System to June 1997 —— just
before the Korean economy fell into foreign exchange crisis were
analysed, focusing on the price competitiveness of the Korean export
goods. The analysis reveals that the price competitiveness of Korean
products was not weakened due to the exchange rate movements
during the period.

In the period covered by this study, the nominal value of the Kore-
an won depreciated by about 25% and the real value-considering
changes in the Korean wholesale price relative to those of U. $.-de-
preciated by about 12%. Because of the depreciation of Korean won,
terms of trade was deteriorated by more than 20% in the same peri-
od. Therefore, it can be said that won/dollar exchange rate change
was not a factor in weakening the Korean export’s price competitive-
ness.

Since most of the Korean products are competing with Japanese
products in foreign markets, the impact of yen/dollar exchange rate

change on the Korean export is considered to be very large. Especial-
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ly depreciation of yen against dollar tends to affect Korean export
negatively. However, it can be said that the price competitiveness of
the Korean products was not harmed very much by the relative
change of won/dollar and yen/dollar exchange rate during the most
of the tome period covered in this study. The value of yen started to
appreciated from 1990 and the same trend continued until mid 1995,
while the value of won depreciated during most of the time. In the
latter period covered by the study, both the value of yen and that of
won declined against dollar, but the extent proportion of won’s de-
preciation was much larger than that of yen.

Even though a quite large amount of capital flew into Korea from
abroad and the total balance of payment recorded surplus, the for-
eign capital did not have direct effect on won to appreciate in the
study period. Therefore, it may be said that the Korean export was

not unfavorably affected by the capital movement in the period.
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