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--What is the IMF's view of the possible impact of North Korea's recent nuclear test on South Korea
and the region? What would be the most appropriate policy that the South Korean government should
take to stabilize the economy and maintain the growth momentum?

A We do not anticipate that this event, in and of itself, will have a major impact on the economy of
South Korea or on the region more generally. Financial markets dipped on the day following the tests,
but recovered quickly. This reflects in large part the confidence that the investor community has in the
resilience of the Korean-and more broadly the Asian-economy. We acknowledge that important
geopolitical events such as this one can influence consumer or business confidence and, in this way,
affect growth in the short-run. But we would not expect such an effect to be large or long-lasting. The
Korean authorities, however, are monitoring financial and economic developments closely and are
prepared to take policy action if necessary.

--It is evaluated that an age of low interest rate has settled in after the Asian financial crisis. Do you
think the call rate of 4.50% is sufficient to bring South Korea up as an economic powerhouse,
considering the nation's inter national status under the efforts to go towards an economically
developed country? Are there any side effects to low interest rates?



A The authorities consider the current interest rates to be at a broadly neutral level-not too low and
not too high-for an economy that is growing at its potential and with inflation remaining subdued. |
support that view. More generally, | believe the Bank of Korea has been very successful in
implementing its inflation targeting framework, and this bodes well for maintaining strong growth with
low inflation.

--There a split opinion that the economic growth rate of the United States and that of South Korea's is
lagging. What do you think about this?

A The pace of expansion in the United States is moderating, but growth is expected to remain
reasonably strong. In the Fall 2006 WEO, the IMF projected US growth of 3.4 percent this year,
slowing to just under 3 percent in 2007. The risks on balance, however, are on the downside. The US
housing market is cooling rapidly, and this is expected to slow consumption and residential
investment. However, business investment should remain solid against the backdrop of strong profits;
the recent drop in oil prices should also help support growth.

Korea's growth prospects are good. Growth should reach about 5 percent this year, with solid
consumption growth and robust export performance, especially in electronics. As the consumption
recovery matures and exports moderate in line with the slowdown in industrial countries, the economy
is expected to decelerate to a bit below 4%z percent in 2007. As always, there are risks to this outlook,
mainly from slower growth in the United States, a rebound in oil prices, and tighter global financial
market conditions.

--Do you think South Korea's expansion of its voting rights within the IMF is reflecting the country's
stance in the world's economy?

A Certainly, the decision to provide an ad hoc quota increase to Korea reflects a recognition of its
growing importance in the global economy. The country's extraordinary economic performance over
the last five decades suggests that you have much insight to offer to the international community.
Indeed, Korea has already been playing an important role in decision-making at the Fund. For
example, the last two years, for the first time, Korea has had an Executive Director heading its
constituency at the IMF.

--Considering the South Korea's economic situation, what percentage could the financial deficit rise in
comparison to the GDP without hurting the economy?

A The Korean government has, over many years, demonstrated its commitment to fiscal prudence.
Because of this, its public debt, at just over 30 percent of GDP, is not very high by international
standards. In the 2007 draft budget, the government announced that it aims to maintain the debt-to-
GDP ratio at around 30 percent over the medium term, an objective that we support. This would
mean that the deficit excluding the National Security Fund would need to be kept below 1 percent of
GDP annually. Keeping the deficit low is good policy, in part because it will create the much-needed
"fiscal space" to begin addressing expenditure pressures that will build up with the aging of the
population. In particular, health and long-term care costs are expected to surge, and pension costs
are expected to rise and would eventually deplete the assets of the pension system without a change
in key parameters. | would emphasize here that prompt action, especially on pensions, is important
because the longer corrective actions are delayed, the more painful these measures would be.

--Are the South Koreans' personal debts too high? Do you think it would add on pressure to the
nation's economic reformation in the future?



A Korean households have made great strides in repairing their financial positions following the boom
in credit card debt and its subsequent collapse. But households have recently started borrowing again
rapidly, this time mainly for housing. The authorities are right to be monitoring the situation closely, in
particular because the ratio of debt to disposable income, at 140 percent, is quite high by international
standards. Moreover, much of this debt is short -term and an economic downturn could make banks
reluctant to roll over loans, which could further impact consumption. For this reason, we see as
important steps to enhance the flow of credit information among financial institutions so that any such
slowdown would not lead to a "credit crunch."

--According to the recent data from the Bank of Korea, the total of South Korea's foreign currency
holdings adds up to US$ 225.7 billion. Do you think such the volume is adequate? Among South
Korea's total foreign currency holdings, the U.S. government-issued bonds has recently reached
US$68.9 billion. Do you think the amount is rather excessive?

A Foreign reserves in Korea are certainly ample when measured by standard indicators. For
example, foreign reserves in Korea cover more than seven months of imports, substantially higher
than the three months often used as a bench mark for reasonable buffer. Similarly, foreign reserves in
Korea easily cover total short-term external debt, another indicator we use. Of course, the question of
what is an optimal level of reserves is a complex one. Certainly, the large reserves in Korea, as in
other countries in Asia, have contributed to the resilience of the economy.

--You recently told that the Yuan should be re-evaluated. Do you think such initiatives would be a
positive push to the Chinese economy? If so, why? How long do you think the pressure of the Yuan
re-evaluation would continue? How much adjustment is necessary for a soft landing of the Chinese
economy?

A Since the reforms of last July, the renminbi has appreciated modestly against the dollar after the
initial 2 percent revaluation. The authorities have taken additional steps earlier this year to further
improve the functioning of the foreign exchange market and we have seen a faster pace of
appreciation and increased flexibility in the renminbi in recent weeks. The Chinese authorities should
utilize more fully the flexibility available under the new exchange rate arrangement. Greater exchange
rate flexibility continues to be in China's best interest. Increased exchange rate flexibility would
enhance the effectiveness of monetary policy to help ensure that the pace of investment and credit
growth is contained. There is a risk that if investment continues to grow rapidly, it could lead to
overcapacity in certain sectors, which, in turn, could lead to the falling prices, lower profitability, and
new nonperforming loans in the banking system. Added exchange rate flexibility will also be key in
helping to meet the government's medium-term objective to rebalance growth away from investment
and exports and towards greater reliance on consumption.
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