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Abstract

The paper analyzes empirically the linkages between interest rates, the debt-

equity ratio of firms, the overall cost of capital, saving, investment, and growth in

the Korean economy during 1963-81. The interdependence between financing and

real decisions is explicitly modeled. Estimates show that the overall cost of capital

is U-shaped, first falling and then rising as the debt-equity ratio rises, and this

relationship has far-reaching implications for the effectiveness of interest rate

policy. In particular, model simulations reveal that in recent years, owing to high

corporate debt, the effectiveness of interest rate policy has been substantially

weakened.

Log in

Menu Search  Cart

Home  Staff Papers  Article

The Debt-Equity Ratio of Firms and the
Effectiveness of Interest Rate Policy:
Analysis with a Dynamic Model of Saving,
Investment, and Growth in Korea
Published: 01 June 1987

Volume 34, pages 260–310, (1987) Cite this article

Aims and scope

Submit manuscript

Staff PapersYour privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/article/10.2307/3867136/metrics
https://link.springer.com/
https://idp.springer.com/auth/personal/springernature?redirect_uri=https://link.springer.com/article/10.2307/3867136
https://order.springer.com/public/cart
https://link.springer.com/
https://link.springer.com/journal/41308
https://link.springer.com/journal/41308/aims-and-scope
https://www.editorialmanager.com/imfe/Default.aspx
https://link.springer.com/journal/41308
https://link.springer.com/privacystatement


 This is a preview of subscription content, log in via an institution  to check access.

Access this article

Subscribe and save

Springer+ Basic €32.70 /Month

Buy Now

Price includes VAT (Poland) 

Instant access to the full article PDF.

Institutional subscriptions 

Similar content being viewed by others

Log in via an institution 

Get 10 units per month

Download Article/Chapter or eBook

1 Unit = 1 Article or 1 Chapter

Cancel anytime

Subscribe now 

Buy article PDF 39,95 €

Corporate Asset Pricing
Models and Debt Contracts

Ch © 201

Public debt and total factor
productivity

A i l 02 A 201

The cost of debt capital
revisited

Article  Open access

18 A 2018

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.2307%2F3867136
https://www.springernature.com/gp/librarians/licensing/agc/journals
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.2307%2F3867136
https://link.springer.com/product/springer-plus
https://link.springer.com/10.1007/978-3-319-55236-1_11?fromPaywallRec=true
https://link.springer.com/10.1007/s00199-015-0900-0?fromPaywallRec=true
https://link.springer.com/10.1007/s40685-018-0070-6?fromPaywallRec=true
https://link.springer.com/privacystatement


Explore related subjects
Discover the latest articles and news from researchers in related subjects, suggested using machine learning.

Asian Economics Economic Psychology Economics Financial Economics

Microeconomics Quantitative Economics

Rights and permissions

Reprints and permissions

About this article

Cite this article
Sundararajan, V. The Debt-Equity Ratio of Firms and the Effectiveness of Interest Rate Policy: Analysis

with a Dynamic Model of Saving, Investment, and Growth in Korea. IMF Econ Rev 34, 260–310 (1987).

https://doi.org/10.2307/3867136

Published

01 June 1987

Issue Date

01 June 1987

DOI

https://doi.org/10.2307/3867136

Search

Search by keyword or author

Chapter  © 2017 Article  02 August 2015 18 August 2018

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/subjects/asian-economics
https://link.springer.com/subjects/economic-psychology
https://link.springer.com/subjects/economics
https://link.springer.com/subjects/financial-economics
https://link.springer.com/subjects/microeconomics
https://link.springer.com/subjects/quantitative-economics
https://s100.copyright.com/AppDispatchServlet?title=The%20Debt-Equity%20Ratio%20of%20Firms%20and%20the%20Effectiveness%20of%20Interest%20Rate%20Policy%3A%20Analysis%20with%20a%20Dynamic%20Model%20of%20Saving%2C%20Investment%2C%20and%20Growth%20in%20Korea&author=V.%20Sundararajan&contentID=10.2307%2F3867136&copyright=International%20Monetary%20Fund&publication=0020-8027&publicationDate=1987-06-01&publisherName=SpringerNature&orderBeanReset=true
https://link.springer.com/privacystatement


Navigation

Find a journal

Publish with us

Track your research

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/journals/
https://www.springernature.com/gp/authors
https://link.springernature.com/home/
https://link.springer.com/privacystatement

