
The BOK's Macroeconometric Input-Output Model*

   Today most central banks strongly recognize the importance of accurate 

economic forecasts in order to carry out monetary and credit policies preemptively, 

and devote much time and extensive resources to the construction and operation 

of  their macroeconometric models. The Bank of Korea has also set up economic 

forecast model systems based on a multi-model approach (such as BOK04, 

BOK04SA, etc.) and actively uses them for the purpose of forecasting the 

movements of the economy and analyzing policy impacts.

   However, in the case of its existing economic forecast model systems, forecast 

time horizon is short and the designs of most model structures are focused on the 

spending aspects of national income. Therefore, these systems have limits in 

making forecasts in terms of the medium to long-term time horizon and 

production, as well as in analyzing the future impacts of changes in the 

population structure on employment and production in each industry.

   Consequently, the economic forecast systems of the Bank of Korea (BOK) 

should include an input-output model. However, the model suffers from the 

short-coming that forecast errors increase, as time passes from the year the 

input-output table was compiled. Therefore, the model has not been utilized in 

combination with the existing dynamic forecast models. Against this backdrop, 

scholars have made various attempts to develop a time-varying input-output 

model whose input coefficients change over time, in order to overcome this 

problem. Their efforts have led to the accumulation of significant research findings.

   Drawing on these accumulated research achievements of academics the BOK 

recently constructed an annual macro-econometric input-output model, which 

represents of a combination of the demand-side macro-econometric model and a 

time-varying input-output model. By adding the new model to its economic 

forecast model systems, the BOK is able to ensure alignment between the outlook 

for each industry and the supply side forecast which also laying the foundation 

for making forecasts over the medium to long-term time horizon. In addition, it 

has also paved the way for the systematic analysis of issues such as the impact of 

specific growth strategies on production and employment structures in the medium 

to long-term, and the sustainability of each specific growth path.



In the future, the scope of the model needs to be expanded by supplementing it 

with prices, external transactions, and financial·fiscal blocks, as well as by 

estimating consumption functions for each age group and income level, in order to 

boost its forecasting capacity and increase its use. In addition, the model needs to 

be expanded to a multi-regional macroeconometric input-output model by linking 

it up with the regional input-output table upon its completion, thus, ensuring a 

comprehensive analysis embracing inter-regional input-output techniques.
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