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V. Conclusion

In this study, we use the MRIO table provided by the Asian Development
Bank to assess the supply chain dependency of domestic industries and analyze
the impact of global supply chain shocks on the inflation rate of various products
in South Korea. Using the FAVAR model with exchange rates, international oil
prices, and freight price indices as global supply chain shocks, we find that an
appreciation of the Korean won leads to price declines, while increases in oil prices
and freight price indices result in higher producer prices across sectors. However,
certain industries, such as mining and petroleum refining, exhibited different
responses, reflecting the vulnerability of South Korea’s industrial structure to
disruptions in energy import supply chains, such as oil price shocks.

We also examine the impulse responses of pure domestic cost changes across
industrial sectors, excluding global supply chain shocks, by linking the PPI of
raw material supplying countries and exchange rates between trading partners
in the MRIO. Most industries show the expected domestic cost shock responses,
but the more closely linked industry is to GVCs, the more its cost functions are
influenced by global economic conditions. This suggests a positive correlation
between the expansion of GVCs and inflation synchronization across countries.

While the impulse responses for key export industries, such as coal and
petroleum products and primary metal products, are particularly pronounced
in terms of producer prices and costs, further detailed research is required to
understand the underlying mechanisms that led to these results. Future studies
could explore the differing impacts of shocks from trade partners and specific
industries on domestic prices and examine the transmission pathways involved.
Such research would provide valuable foundational data for managing South
Korea’s external supply chains and for developing industrial and trade policies.

As highlighted by the findings of this study, South Korea’s economy, which
is affected by both domestic and global factors such as supply chain disruptions
and rising raw material prices, faces challenges in addressing inflation through
monetary policy alone. In the short term, it is important to maintain consistency
with monetary policy while implementing measures such as energy tax reductions

or support for low-income households to cope with rising energy prices. However,
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since the effects of these short-term policies are temporary, medium- to long-term
strategies are necessary, including diversifying raw material supply chains and

enhancing the production capacity of key materials in the manufacturing sector.
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Table A.2. Mapping MRIO to Korean PPI

No.| MRIO No| Korean PPI Mapping
cl | Agriculture, hunting, forestry, and fishing | 1 | Agricultural, forestry & marine products | cl
c2 | Mining and quarrying 2 | Mining products c2
c3 | Food, beverages, and tobacco 3 | Food products & beverages c3
c4 | Textiles and textile products 4 | Fiber products & leather products c4, ¢
c5 | Leather, leather products, and footwear | 5 | Wood & paper products c6, c7
c6 | Wood and products of wood and cork 6 | Coal products & petroleum products c8
c7 | Pulp, paper, paper products, printing, and | 7 | Chemical products c9, c10
publishing
c8 | Coke, refined petroleum, and nuclear fuel | 8 | Non-metallic mineral products cll
¢9 | Chemicals and chemical products 9 | Basic metal products cl2
c10| Rubber and plastics 10 | Machinery & equipment cl3
cl1| Other nonmetallic minerals 11 | Computers, electronic & optical equip- | cl4
ment
c12| Basic metals and fabricated metal 12 | Transport equipment cl5, c19
c13| Machinery, nec 13 | Fabricated metal products cl6
cl4| Electrical and optical equipment 14 | Electric power, gas, water & waste cl7
cl5| Transport equipment 15 | Accommodation & food services c22
c16| Manufacturing, nec; recycling 16 | Land transport c23
cl7| Electricity, gas, and water supply 17 | Water transport c24
c18| Construction 18 | Air transport c25
c19| Sale, maintenance, and repair of motor ve- | 19 | Warehousing and support activities for | c26
hicles and motorcycles; retail sale of fuel transportation & Postal, couriers and
messengers activities
c20| Wholesale trade and commission trade, | 20 | Information, telecommunication & | ¢27
except of motor vehicles and motorcycles broadcasting services
21| etail trade, except of motor vehicles and | 21 | Financial & insurance activities c28
motorcycles; repair of household goods
c22| Hotels and restaurants 22 | Real estate activities c29
¢23| Inland transport 23 | Professional, scientific and technical ser- | ¢18, ¢34
vices
c24| Water transport 24 | Business support services c20, c21,
¢30, c31
¢25| Air transport 25 | Education c32
26| Other supporting and auxiliary transport | 26 | Arts, sports and recreation related ser- | ¢33
activities; activities of travel agencies vices
27| Post and telecommunications 27 | Other services c35
¢28| Financial intermediation 28
c29| Real estate activities 29
c30| Renting of M&Eq and other business ac- | 30
tivities
c31| Public compulsory social security 31
32| Education 32
c33| Health and social work 33
c34| Other community, social, and personal | 34
services
¢35| Private households with employed persons | 35
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Table A.3. List of Countries and Country Codes

No. | Code | Name No. | Code | Name
1 | AUS | Australia 33 | LUX | Luxembourg
2 | AUT | Austria 34 | LVA | Latvia
3 | BGD | Bangladesh 35 | MYS | Malaysia
4 | BEL | Belgium 36 | MEX | Mexico
5 | BGR | Bulgaria 37 | MLD | Djibouti
6 | BHU | Bhutan 38 | MLT | Malta
7 | BRA | Brazil 39 | MON | Mongolia
8 | BRU | Brunei 40 | NPL | Nepal
9 | CAM | Cambodia 41 | NET | Netherlands
10 | CAN | Canada 42 | NOR | Norway
11 | CYP | Cyprus 43 | PAK | Pakistan
12 | CZE | Czech Republic 44 | PHI | Philippines
13 | DEN | Denmark 45 | POL | Poland
14 | EST | Estonia 46 | PRT | Portugal
15 | FJI | Fiji 47 | PRC | China
16 | FIN | Finland 48 | ROM | Romania
17 | FRA | France 49 | RUS | Russia
18 | GER | Germany 50 | ROW | Rest of the World
19 | GRC | Greece 51 | SIN | Singapore
20 | HKG | Hong Kong 52 | SPA | Spain
21 | HRV | Croatia 53 | SRI | Sri Lanka
22 | HUN | Hungary 54 | SVK | Slovakia
23 | IND | India 55 | SVN | Slovenia
24 | IDO | Indonesia 56 | SWE | Sweden
25 | IRE | Ireland 57 | SWI | Switzerland
26 | ITA | Italy 58 | TAP | Taiwan
27 | JPN | Japan 59 | THA | Thailand
28 | KAZ | Kazakhstan 60 | TUR | Turkey
29 | KGZ | Kyrgyzstan 61 | UKR | Ukraine
30 | KOR | South Korea 62 | USA | United States
31 | LAO | Laos 63 | VIE | Vietnam
32 | LTU | Lithuania
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