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after the crisis, FDI is expected to continue to remain an important source of capital flows in 
Korea. As a result, the equity-related capital flows now dominate capital flows in Korea. In 
2003, the equity gross flows made up 50 percent of the total gross flows in Korea.  

Unlike equity, debt financing is not an important component of capital inflows in Korea. In 
particular, the rudimentary development of the bond market has been cited as one of the 
main reasons for the Asian crisis. Ideas for promoting regional bond markets have been 
proposed and are under close examination.  

Gross debt inflows have increased recently, from $6.7 billion in 2001 to $28.9 billion in 2006. 
The increase is mainly due to purchases by domestic financial institutions of domestic bonds 
from overseas. This is regarded as non-resident purchases of domestic bonds since 
transactions by domestic financial institutions located outside of the territory are recorded as 
non-resident. At the same time, domestic financial institutions have invested heavily into 
foreign long-term bonds since 2001, and this has caused huge portfolio outflows in term of 
long-term bonds. This is why bond flows recently seem to have become a dominant form of 
capital flows in Korea. Bank financing has had the most volatility in Korea. It has plummeted 
twice, in 1986 and after the 1997 currency crisis. Since then, it has accounted for only a 
negligible amount of capital flows in Korea.  

Figure 1: Patterns of Gross Capital flows in Korea 

 

 
Source: Balance of Payments Statistics, IMF 

The total amount of capital inflows into Korea has increased almost 11 times from $1.2 
billion in 1980 to $14.6 billion in 2006. During this period, Korea has experienced different 
types of capital flows. In the early 1980s, bank loans were the most important capital inflows 
along with transfer payments. Since most other types of capital inflows were prohibited, the 
Korean government encouraged domestic banks to borrow from abroad in order to fill the 
current account deficit. Foreign investors were only allowed to participate in the equity 
market through investment trust funds such as the Korea Fund, which had been listed on the 
New York Stock exchange since 1981. In 1990, foreign equity investment in the Korean 
stock market was partially allowed with limitations on the share purchased by foreign 
investors, and since 1998 there have been no limitations on holdings of domestic equity by 
foreign investors. Following reflection on these liberalization measures, the equity inflows 
were increasing before the crisis. However, in 1997 the inflows declined significantly due to 
the crisis, but soon recovered and have increased steadily since then. Equity has been seen 


