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The Effect of Real Exchange Rate Depreciation Shock on Productivity and
Employment for Manufacturing Firms in Daegu-Gyeongbuk Region

JuHyun Pyun - Ji Hwan Won

This study examines the effects of real exchange rate (RER) depreciation shocks on firm-level
productivity and employment in Daegu-Gyeongbuk manufacturing industries during 2006-2012. In
particular, the study focuses on a sharp and persistent RER depreciation of the Korean Won from 2007
to 2009, which is a situation akin to a natural experiment in Korea. We find that RER depreciation
has positive effects on productivity for firms with high export exposure in foreign markets. However,
these effects disappear when RER depreciation persists. In addition, we do not find evidence that RER
depreciation affects employment of Daegu-Gyeongbuk firms significantdy. Firms in Daegu-Gyeongbuk
region should pursue core competency to obtain international competitiveness rather than depending
on temporary better price condition driven by RER depreciation. Further, policy makers in a local
government should provide firms with financial and investment support to encourage innovation and

R&D.

Key Words : Daegu-Gyeongbuk, Manufacturing Firms, Real Exchange Rate, Total Factor Productivity,

Employment
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