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I think we have to look the frictions in the face and see if they are really

so refractory after all. (Hicks, 1935)
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Summary

Examination of the Restructuring of Korean Economy:
Simulation of the Multisector Model

Kim Jung-ho
Park Jun-kyung

The Korean economy has sustained high growth rate for almost three decades, that
have been associated with the rapid expansion of manufacturing industries. In the begin-
ning stage of development, the high growth of the Korean economy has been based
on improvements in productivity obtained by the economies of scale. In that period,
the improvements in productivity could be secured by the economies of scale in the
export-oriented industries which are the labor- and material-intensive industries.

In the latter half of the 1980s, the Korean economy went through rapid transition.
Now Korea is at another juncture in its development process, where economic restruc-
turing is critical to sustain high growth. However, economic restructuring in the 1990s
call for much more concerted effort than before, since changes in internal and external
conditions have profoundly altered the environment for economic development. If Korea
is to sustain high growth in the 1990s, it has to promote balanced economic and social
development in coordination with the smooth facilitation of industrial restructuring. There
are no inherent conflicts among the issues involved, so they can be resolved by restruc-
turing the economy to facilitate, in a global context, the development of knowledge-
and technology-intensive activities and to ensure that the benefts of growth are reflected
of qualitative improvements in national living standards.

In this paper, we examined a scenario of structural changes using a mid- and long-
term multisector model, in order to understand the conditions needed for realizing the
growth potential. This examination explains the important features of the development
course and policy directions that will help sustain high growth in the 1990s.

An Overlapping Types Model and the Pure Medium
of Exchange Role of Fiat Money

Park Woo-kyu

Any money model should address the most important phenomenon of a monetary
economy, which is the phenomenon of the rate of return dominance. Even if the holding
returns on financial or nonfinancial assets are higher than the rate of return on fiat money
holding, which is typically zero, people still hold and use money. In a period of accelerating
inflation, number of dominating assets increases continuously, yet people continue to
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Summary

hold and use money. Wallace's (1980) overlapping generations model cannot address
the rate of return dominance phenomenon. His model does not capture the mediun of
exchange role of fiat money. In this paper, an overlapping types model of fiat money
is constructed, in which different types of consumers have different preferences on dif-
ferent types of goods, are endowed with different types of goods, are located at seperated
regions, and live for only two periods. In this model, people hold and use money despite
the dominating assets, even if inflation accelates. Money in this case serves as a pure
medium of exchange, whereas in Wallace’s model, money serves as a pure store of value,
and money disappears if a dominating asset exists.

An interesting feature of the overlapping types model presented in this paper is
that money does not provide a cheap approximation to an idealized and efficient real
allocation. A monetary economy is always superior to a nonmonetary economy, because
money helps overcome the incompleteness of the overlapping types friction. In a monetary
economy, however, a pareto optimal allocation cannot always be achieved, because money
cannot always overcome the overlapping types friction itself.

Therefore, with the criterion of optimality of real allocations, the monetary economy
is more optimal than a nonmonetary economy but less optimal than a complete Arrow-
Debreu economy.

This feature has important implications on macro modelling. Because of the dif-
ficulty in introducing money into a macro model in an essential and endogenous man-
ner as in the overlapping types model of this paper, a macro model typically ignores
money and studies real allocations without the money factor. The possible inefficiencies
of a monetary economy, relative to a complete real Arrow-Debreu economy, may in-
dicate differences in real allocations between the two models.
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