
V. Sundararajan 

16 Accesses 6 Citations 3 Altmetric Explore all metrics 

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 Papers

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


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

Access this article

Price includes VAT (Poland) 

Instant access to the full article PDF.

Institutional subscriptions 

Similar content being viewed by others

Rights and permissions

Reprints and permissions

About this article

Log in via an institution

Buy article PDF 39,95 €

The Corporate Saving Glut and
Falloff of Investment Spending
in OECD Economies

Article  01 November 2016

Expectations, Firms’
Indebtedness and Business
Fluctuations in a Structural
Keynesian Monetary Growth…

Chapter  © 2014

The Influence of Economic
Institutions in the Debt-Growth
Nexus: Evidence from Nigeria

Article  19 February 2024

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://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://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.2307%2F3867136
https://link.springer.com/10.1057/s41308-016-0018-9?fromPaywallRec=true
https://link.springer.com/10.1007/978-3-319-07470-2_4?fromPaywallRec=true
https://link.springer.com/10.1007/s11079-024-09749-6?fromPaywallRec=true


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

Navigation

Find a journal

Publish with us

Track your research

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

