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The Effect of Banking Sector’s Business
Conditions on the Transmission Mechanism of
Monetary Policy *
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Abstract In this paper, we estimate a dynamic factor model for Korean macro
economy and banking sector’s business conditions by using the FAVAR (Fac-
tor augmented vector autoregressive) model, and analyze impulse responses of
various variables such as macro aggregates and banks’ financial ratios.Our em-
pirical analysis shows that the macro economy tends to affect the banking sector
unilaterally over time. Next, in our counter-factual analysis where we artificially
remove the effect of banking sector on the macro economy in the FAVAR model,
we find that there is no substantial effect of banking sector’s business conditions
on the transmission mechanism of monetary policy.
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1 39 AXNAARG} AN AA 207 ATA S
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MF1 MF2 MF3 MF4  A3gE
AR A g A =Y -0.85 -0.26 0.02 0.19 -0.11
AAAAFE 28 A Az -0.88 -0.28 0.07 0.21 -0.10
AARZRA A aLA] A 225 -0.05 0.17 -0.09 -0.27 0.10
aZahA 4 vl -4m A -0.41 -0.20 0.08 0.26 -0.06
WEakA 5= Bl 4=H] A -0.48 -0.23 0.25 -0.03 -0.02
WrEshA = 7| A2 7 -0.61 -0.13 0.24 0.14 -0.02
3k () M2 0.02 0.25 -0.14 0.11 0.17
3k (Hxh): Lf 0.01 0.31 -0.19 0.17 0.21
A= -0.12 0.32 0.40 -0.13 0.16
Z=u| 2L =7} -0.37 0.39 -0.33 -0.51 0.13
Az =7) -0.56 0.26 -0.42 -0.45 0.08
g8 v 2 st 0.02 0.40 -0.39 0.67 0.16
Fha AL olls} 0.10 0.43 -0.34 0.53 0.19
& st 0.09 0.33 -0.32 0.43 0.19
e T 9IekE) 0.00 0.42 -0.41 0.66 0.18
FEZFAA S v -0.18 0.16 0.13 0.07 0.23
FEZFAA S 2 A -0.21 0.24 0.18 0.00 0.11
ol2k& CD 91« -0.07 0.81 0.48 0.07 0.95
=arzaf el 5%l -0.21 0.74 0.57 0.01 0.71
ol A& 3| Akal AA- -0.11 0.76 0.54 0.07 0.69
THFIHA -0.09 -0.34 0.07 -0.29 -0.18
BETA AETrE -0.41 -0.17 0.14 -0.19 -0.04
AT dETH -0.40 -0.07 -0.02 -0.25 -0.04
AT M 2 -0.14 -0.10 0.04 0.07 0.02
AT M 222 55 -0.16 -0.22 0.30 -0.38 0.00
olAl-& HFHH) -0.07 0.74 0.37 0.07 1.00
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% MF29} o] MF3 3 MR4: 22191 342 sh4jo] ofele S7o] glct

BF1 BF2

BIS A7 A2 n] & -0.80 0.10
BIS 7] &dAbdn] & -0.54 0.28
L"HLZWl AL H] & -0.89 0.26
=242 E(ROA) -0.82 -0.51
1P7I 242 E(ROE) -0.80 -0.53
=0 ZHrERHNIM) -0.60 -0.53
AsHsdnl & 0.13 0.03
9| sk A vl & 0.57 0.40
Aol shof 2l vl & 0.91 -0.02
AA & 0.88 -0.29

theo 2 3 2= /N 297 g2 eF 29 @<l BFL, BF29Fo] A
UrE‘rudD}. JLZOML JEO g AU2A7E 2BH A TS =S
_E

ol AeATE ﬁhojr_ 2. OU% 74}”7414* Z2}0.9 HMJ FHATE
HofFal glet. ool whet BF12 23] AAnte] Y dHE vetdtal siy
7Fsttt. =, BFlo] oW F A7 4] &2 SHiE yetdoal & 5

olof gtaf| 23 F=9] F fA 32191 BR2= 2 =24 2] 32}-0.5 Y
o] A +E HolF11 Qltt. wfefa| BF2= BF1Y} F3H5t 24 (dimension)
oA o] ol W H A BE A E & oS Aot
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3.3. AAIEA & 2 2017t A &4

=

3 AXBA B 2 213 A

MF1 MFZ ME3 MF4 A A= BF1 BF2
MF1 1.00
MF2 0.00 1.00
MF3 0.00 0.00 1.00
MF4 0.00 0.00 0.00 1.00
A3 e -0.07 0.74 0.37 0.07 1.00
BF1 -0.07 0.50 0.48 0.03 0.50 1.00
BF2 0.18 -0.34 -0.25 0.10 -0.56 0.00 1.00

JEEAM 07 AT AXNAA Q91 23 QQ17He] ATk
CO719A FL FE Ul 87 FEA = AMF Y E Al st

FAACR GOt FHTAE & 5 =T, oAlE E°] BFI MF2(0.50),
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0.34), MF3(-0.25) 9 A3=2](-0.56)¢} 7} et =0 A TTAE et At
o= 345 55t 78 AAAA "ol i) AAEA 8202 4
Y2 ojn] LA Aol A 23 QQlo] 7t A EE 2= &
Ao g2 BA5Igt) o] 2| st EAHMH .2 Boivin and Giannoni (2009)2] H-A]
HPAPlS 25 Zolth WA 3 49 A HA L ANAAASS 0] dHS
2 Sl AXNAA 29052 AgHs2 AT S| R oA o] A AAA L
(adjusted R2)E HoJF=rh oh o2 = HA 42 239 gIvhS Aguis=
St9S o] 2 AHATE HolEeh Al AR o= BE AAFA €
23 8213 A dguis=2 AR 324 2 ZZ A7 vehd
o 71o|l A A HA F A A 282G A52] 2pol 7t ZF AA A ¥ aof tigh

23 9Qlo] F7rA A g2 et & 4= Qi

49 A A 4 BHH A= AXAA 8c1s0] 8 AA
ol oA =2 AYES 21 a2 o 5 AUtk o= ol AA
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2201 5(0.65), AA- BIAH]IZ=015(0.55)0] Tia) 7 ergteh. o= ghA 2
Qqlo] #2 392 tEhid AN A 207 & A0AE Yerid 2
sho} AL Atolth. T & Al WA 4 Bl thE 7K AA] WgEo
ol 23 29l0] ANAA 2L EAGAL uf] 2714 Auee 2
oF= Ao 2 Uehrt ot deld oz AQgdA 24 AGA%7} H g
37| AH45(0.45 — 0.60)5+ St
7 4 52 ANAA AT} AN DA B L3 217 51ARA ] 24
AQAS
AXZA 291 =3 aql e adl
A AR A =Y 0.82 -0.01 0.83
A A Eh A A=Y 0.90 -0.01 0.91
A2 A A LA G A Z=Y 0.09 0.00 0.08
WZEskA] 5 U 41 A 0.27 -0.01 0.26
WEskA 4 vl 5-41] A 0.32 -0.01 0.34
laZEskA 4 1A A A 0.47 0.00 0.48
WEskA 4 71414 8l [l A 2]) 0.43 0.00 0.44
k= (F3h) M2 0.07 0.04 0.14
SEk=F (d4h: Lf 0.14 0.00 0.14
29 E 0.45 0.43 0.60
482} &7} 0.65 0.01 0.65
A7)y = 7F 0.76 0.02 0.75
g v gy g 0.77 0.00 0.76
ghg: i s 0.58 -0.01 0.59
Tl 7pA =] = w) v 0.06 0.13 0.14
FE A A G A 0.17 0.02 0.17
o]z} CD 91¥ 0.98 0.61 0.98
wara] = 59 0.94 0.65 0.95
o|z}-& S| AR AA- 0.91 0.55 0.91
KOSPI #]+~ 0.20 0.00 0.20
A dET=E 0.23 0.01 0.23
A e 0.20 0.01 0.20
A Al 221y 0.02 -0.01 0.02
Al ARl 22 0.30 0.00 0.30
ojZl-& F(FHR) 1.00 0.55 1.00
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£5 78 YPGB ANAA D 2 87 AR 27
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ANZA 291 e a9l vE 89l
BIS Ap7]Apdnl& 0.36 0.65 0.73
BIS 7] #AFE1] & 0.39 0.77 0.83
ThE A7 2] S 0.44 0.86 0.87
A E(ROA) 0.25 0.93 0.94
2k7] 222 E(ROE) 0.26 0.92 0.93
o] AR (NIM) 0.03 0.63 0.75
Ao Adn & 0.03 0.01 0.04
9| sh5Ad vl & 0.02 0.48 0.50
Aol sled Alnl & 0.61 0.82 0.88
AA & 0.49 0.86 0.91
F: Y 2 AYA T T 179
T SAE ANAA W A AE 2F AGARE NAPESE 5
5 491 G4 A AES A ol BAE 29 FFRE
WA 1S 1] 28 291 BAT Aol ANFA 89l0] 7}
Wele 2o} Ee 750 A WA e 0 Y LIRS

Oﬁ X

A 29150 o) S| 924 Shie ol 23 ARASE HojFid,
SAIIEO60), AAE(049) BRI AR 804 5 BE 0
ol e ARAS etk 23 2918 ol] AWM g

i

oA ANAA) 2919 F7bAel AL ohxle o] Lhei ol =

3o O o2 rE R ML o EL @
k&—l)o?d_*,rgmﬁ
o
E

BIS 7] 2HEH]-£(0.65—0.73), 201 AHuk21(0.63—0.75), 1A ]} o] 41|
(0.82-0.88) 5ol 4 ANAA RS 2714 AE g 2He Ao et
o},
2GR o AAG D B AR DA 28 D AXHA 207+
Solulg BAE MAT 4 Qloith. thl o] 5 B4 ATk ol WMt 417t
o BAH AV E LAolaly] e, Aokt B G s
npotet 4= gl $HA7F Qlek. ofol wet FEE el A BAS 918 7
A7AA 2 23 2Q17ke] TAAGranger) AT BA S B4

yQ
¥ 62 AAAHA W 2358 QIA7F TI# A <l A|(Granger causality) &
A& 2~49] A2 AR 435t Auto|tt. dF AAAHA D 238 82l
ol felult kAt Lherze, 2 7141 4A] 2.4l0] 23 2.910] o
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o 9BH JFL vlAch At gtk BAE 5% §5Fo A 2

141 A7H= "BF1 — ME3"of A5t 5]
uhe, AA A Qo] L8 aele] folmlshA Agre mlAIrhs
Ail= "MF1 — BF1”, "MFI — BF2” , "MF2 — BF1”, "3 #Zg] — BF1”
A QA 9] AR A FofsHAl Lhebgier olelgh Anke B,
2 ANZA A S FRol WOz IAA ANTAT BB Aoz
H9Ick. o] 9} 22 Ab the W] FAVAR BHoH 29159] 48 43
w) AAAA BEE oo 2B HA X SHe 2AR ALt

roob o

ko
rO
o
AW
S~
ol
2
ko
rO
=
ofr
]
filo
d
FTI‘
o

R ! A &F=2 3 4
MF1 => BF1 0.064 0.021 0.053
BF1 => MF1 0.818 0.910 0.818
MF1 => BF2 0.230 0.049 0.084
BFZ => MF1 0.397 0.594 0.588
MF2 2> BF1 0.102 0.266 0.048
BF1 => MF2 0.290 0.364 0.095
MF2 => BF2 0.082 0.199 0.261
BFZ2 =~> MF2 0.105 0.206 0.326
MF3 2> BF1 0.240 0.383 0.306
BF1 => MF3 0.000 0.000 0.001
MF3 => BF2 0.403 0.436 0.299
BF2 => MF3 0.183 0.506 0.499
MF4 => BF1 0.133 0.179 0.323
BF1 => MF4 0.375 0.395 0.627
MF4 => BFZ 0.973 0.455 0.710
BF1 ~> MF4 0.323 0.161 0.311
A3z => BF1 0.171 0.287 0.018
BFl > A&+ 0.896 0.918 0.723
g3 =e] > BF2 0.893 0.819 0.393
BF2=> A3 52 0.092 0.140 0.109

3 QPO) AHE pahe Rkl FE 2AHE 5% o4 Eel A £013HE LEh.
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