
Session 2.2. IMF Surveillance: 
Case Study of Korea

In this session, we will...

❖ Examine the information available in a typical IMF staff 
report--in this case for Korea, 2016. For the report, see:

https://www.imf.org/external/pubs/ft/scr/2016/cr16278.pdf

❖ Use that information to analyze the macroeconomic 
position, vulnerabilities, and risks for Korea

❖ Think about what that means for policies

❖ Prepare ourselves for tomorrow's student presentations



Macroeconomic analysis is...

On one level, macroeconomic
analysis is about…..

• Identifying key developments
in each sector of the economy

• “Connecting the dots”: 
highlighting links across 
sectors

• Flagging fiscal, monetary, 
structural policy issues and 
developing recommendations

At another level, macroeconomic 
analysis is story-telling, backed 
by data.

IMF surveillance in brief



Why surveillance?

❖ Required by IMF’s Articles of Agreement

❖ IMF members  agree to subject economic and financial policies to the 
scrutiny of international community

❖ Also commit to policies conducive to orderly growth and price stability 
and to avoid manipulating exchange rate for competitive advantage

❖ Agree to provide data to IMF necessary for surveillance

❖ Country (bilateral) surveillance is ongoing but culminates in Article IV 
consultation and staff report.

❖ Surveillance also takes place at regional and global level—WEO, GFSR, 
Fiscal Monitor, and REOs.

What does IMF surveillance look 
at?

❖ Exchange rate policy and valuation 

❖ Monetary and fiscal policies, including DSA

❖ Financial sector issues, including macro-financial 

❖ Consistency across policy areas

❖ Assessment of risks and vulnerabilities

❖ Institutional and structural issues

❖ Spillovers--inward and outward



The Article IV process 

❖ IMF country team drafts a briefing paper for internal review and 
Management approval

❖ Country team plus specialists visit country annually—a “mission”— to 
assess economic and financial developments and discuss country policies

❖ Main counterparts are government and central bank officials

❖ But also meet with financial analysts, academics, business leaders, 
unions, and civil society

❖ On return, staff report drafted, then discussed  and approved by IMF’s 
Executive Board, as representatives of the global community 

❖ Staff report almost always published on line following Board meeting

What is in a staff report?

❖ Discussion of recent economic and financial developments

❖ Laying out a baseline and risks, both domestic and external

❖ Discussion of policies: Fiscal, monetary, exchange rate, financial, structural: 
What are current policies? Are they right? What changes might be desirable?

❖ Spillovers: inward and outward

❖ Reports on discussions—staff and authorities views, 

❖ But ends with staff appraisal

❖ Some required pieces—e.g. DSA, external sector assessment, RAM

❖ Backing analytical work—often summarized in Boxes



The IMF Executive Board

Basic tables



What can we learn 
from this Table?

• What are the trends in growth 
rate and composition? 

• What are the trends in the 
external CA balance? What 

explains these trends?

• How would you describe 
inflation in Korea?

• How has fiscal policy 
developed? Is the fiscal stance 

tight or loose?

• What can we say about 
monetary policy?

• What trends are observed for 
reserves?

Baseline Projections

• How does IMF staff see growth 
and inflation developing? Is 

this a positive scenario?

• What might be some risks 
around this projection? External? 

Domestic?

• What is the output gap in 2016? 
How does that change over 

time? What does that tell you 
about potential growth?

• What is happening to the 
external current account? 

What’s driving the change from 
trade and S-I perspectives?



The Balance of 
Payments

• What has happened to exports and 
imports? Can we say anything 

about Korea’s competitiveness?

• What trends are there in capital 
flows in and out of Korea? 

• How can we explain the steady 
rise in foreign reserves? Is this 

good or bad?

• What does Korea's current 
account balance tell us?

• Is external debt a problem?

Fiscal Policy 

• What are the trends in overall 
balance? Primary balance?

• How should we treat the Social 
Security Fund?

• Can we say anything about the 
fiscal stance? Expansionary? 

Contractionary? Appropriate?

• Does public debt seem to be an 
issue?

• Are levels of spending and 
revenue appropriate?



Financial conditions and risks

• Is credit growth sufficient? Too fast?
• Do banks have enough capital? Are they profitable?

• Are bad loans worryingly high?
• Do banks face liquidity or forex risks?

Risk Assessment Matrix—Global Risks



Risk Assessment Matrix—Domestic Risks

Analytical charts



Sources of growth

Negative output gap



High frequency indicators 

What do they tell us?

Inflation consistently below 
target



Large CA surplus: A problem?

Stimulus needed?



Room for  fiscal response?

Manageable fiscal risks?



Monetary policy: Is stance right?

Structural headwinds 
limit growth

How can potential 
growth be raised?



Financial risks?

What was staff's assessment?

❖ “Given the weak conjuncture and downside risks, staff urged 
additional fiscal stimulus…Stimulus spending could focus on 
targeted transfers to the most vulnerable”

❖ “Staff also recommended monetary easing and, following the 
recent BOK cut, a continued supportive stance seems to be 
appropriate”

❖ “Further measures are needed to address macro financial risks
…household debt…nonbank credit…”

❖ “Labor markets are another key priority…Boosting productivity
in the services sector and among SMEs is another area of focus..”



Extra slides

Potential output and the output 
gap

Time

Output

Potential 
output

Positive 
output gap

Negative 
output gap



Fiscal Indicators

Target Use if concerned with:

Overall balance (Total revenue-total 
expenditure)

Aggregate demand—inflation, current account 
deficit

Primary balance (Overall balance less 
interest expenditure)

Debt burden; fiscal effort

Current balance (Current revenue-
current expenditure)

Government savings; protecting capital spending

Debt-to-GDP ratio Debt sustainability

Gross financing needs Liquidity

Will generally want to monitor a number of indicators

Fiscal balance: Sources of 
changes

Discretionary policy measures
• Tax measures 
• Expenditure measures

Cyclical factors
• Automatic stabilizers 

Factors beyond the business cycle
• Assets effects
• Commodity price effects
• Output composition effects

Focus is assessing 
discretionary policy

Fiscal balances can provide
misleading signals:

•A large deficit does not
always mean discretionary
fiscal expansion

•A large fiscal surplus does
not always mean fiscal
tightening



The real interest rate “gap” in Malaysia

SSource: Haver Analytics; Bloomberg

Utilizing inflation expectations



Taylor rule

• Taylor (1993) defines interest rate rule relating fed funds 
rate with steady state real interest rate and inflation gap 
and output gap.

Inflation

Central bank 
or short-term 
money market 
interest rate

Short-term 
trend real 
interest rate

Explicit or 
implicit 
definition of 
price stability

Output gap


