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3. DEVELOPMENTS IN INDIVIDUAL OECD COUNTRIES AND SELECTED NON-MEMBER ECONOMIES

KOREA

The economy was hit by two shocks in 2015 - an outbreak of the Middle East
Respiratory Syndrome (MERS) and a marked slowdown in demand from China and other
Asian countries - that reduced output growth to around 2% per cent. While the MERS
outbreak has been resolved, weaker demand from Asia remains a headwind to growth.
Nevertheless, a pick-up in private consumption is projected to increase output growth to
3% in 2016 and 3% per cent in 2017, while inflation rises to around 2%.

The 2015 fiscal stimulus ought to be supplemented by further measures in 2016.
With inflation far below the target range of 2.5% to 3.5%, an additional cut in the policy
interest rate would be beneficial. The top policy priority should be wide-ranging
structural reforms, including those in the 2014 Three-year Plan for Economic Innovation,
to sustain Korea’s growth potential in the face of rapid population ageing and to make
growth more inclusive.

Korea continues to promote green growth, launching a second five-year plan and an
emissions trading system in 2015 and boosting public investment in green technology.
Nevertheless, greenhouse gas emissions and energy intensity rose during the 2009-13
green growth plan. A well-functioning emissions trading system should promote
investment in green technology, thereby boosting growth, while helping achieve Korea’s
target of a 37% reduction in emissions from a business-as-usual baseline.

Korea is rebounding from the 2015 shocks

Weaker demand from China and other Asian countries, which account for about half
of Korean exports, has slowed exports since the beginning of 2015. The appreciation of the
won, which rose more than 20% in trade-weighted terms during the three years to April
2015, also reduced Korea's international competitiveness. The negative external shock was
compounded by the MERS outbreak in June, which led to a contraction in private

Korea
Industrial production has edged down Headline inflation has fallen further
while exports have stagnated below the central bank’s target zone
Index 2010 = 100, sa ' Y-0-y % changes
140 6
== Real industrial production
130 = Real exports 5
120
110 4
100
3
90
80 2
70
m—  |nfiation 1
G0 m— Core inflation?
50 0
2006 2008 2010 2012 2014 2006 2008 2010 2012 2014

1. Exports on a national accounts basis and a three-month moving average for industrial production.
2. OECD measure, which excludes food and energy.
Source: Statistics Korea; OECD Economic Outlook 98 database; and Bank of Korea.
Statiink e http.//dx.doi.org/10.1787/888933296366
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3. DEVELOPMENTS IN INDIVIDUAL OECD COUNTRIES AND SELECTED NON-MEMEER ECONOMIES

Korea: Demand, output and prices

2012 2013 2014 2015 2016 2017
Current prices Percentage changes, volume
KRW trillion (2010 prices)

GDP at market prices 1377.5 29 3.3 27 3.1 36
Private consumption 7076 1.9 1.8 21 29 30
Government consumption 204 .3 3.3 28 36 28 3.0
Gross fixed capital formation 407.3 3.3 31 4.5 4.0 36
Final domestic demand 1319.2 25 24 31 32 32

Stockbuilding' 19.7 -1.0 0.5 1.0 01 0.0
Total domestic demand 13390 1.4 3.0 4.0 34 32
Exports of goods and services 776.1 43 2.8 0.2 2.8 46
Imports of goods and services 7376 1.7 21 26 3.3 39

Net exports’ 38.5 1.5 0.5 -1.1 0.0 05

Memorandum items

GDP deflator - 0.9 0.6 21 0.7 1.8

Consumer price index n 1.3 T3 0.7 16 2.0

Private consumption deflator - 1.0 1.1 0.8 186 2.0

Unemployment rate - 3.1 3.5 3.7 3.5 34

Household saving ratio, net® = 56 7.0 72 7.0 6.8

General govemnment financial balance® — 1.3 0.9 0.0 0.5 0.8

General government gross debt -

General government net debt* = o v & i %)

Current account balance® 6.2 6.3 73 6.3 6.6

1. Contributions to changes in real GDP, actual amount in the first column.
2. As a percentage of disposable income.

3. As a percentage of GDP at market value.

4. Consclidated data on an SNA 2008 basis is not available.

Sowrce: OECD Economic Outlook 98 database.

Statiink weere hitp://dx.doiorg/10.1787/888933297131

consumption in the second quarter. Inflation remains below 1% and the current account
surplus is still above 7% of GDP, despite a rebound in growth since mid-2015.

With inflation undershooting its target range since 2012, the Bank of Korea has cut its
policy rate by 1 percentage point since mid-2014 to a record-low 1.5%. Monetary conditions
have also been eased by a 5% depreciation of the won from its April peak. The projection
assumes that the central bank cuts the policy rate once more before launching monetary
tightening in 2017.

Fiscal policy has also shifted to a more pro-growth stance. Government spending,
initially set to rise by 5.5% in 2015, was further boosted in mid-2015 by fiscal stimulus
equivalent to 1% of GDP. A fiscal package is also needed in 2016 to support the expansion;
otherwise central government spending growth would slow significantly. The fiscal plan
for 2015-19 projects that the consolidated central government budget, excluding the social
security surplus, will remain in deficit through 2018.

The measures in the government’s 2013 roadmap to achieve a 70% employment rate
have promoted job creation. The employment rate has risen by about one percentage point
since 2013, to around 65.5%. The largest increase has been among women, due in part to
the free provision of childcare for children up to age five. Further expanding female
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employment is essential to offset the fall in the working-age population from 2017 and to
promote social cohesion.

Growth and inflation are projected to pick up during 2016-17

Despite weaker demand from China and other Asian countries, output growth is
expected to gain momentum, rising from 2% per cent in 2015 to 3% per cent in 2017. Free
trade agreements with Australia, Canada and New Zealand in 2014, and China in 2015 will
support export growth. Despite higher wage gains, high household debt will continue to
constrain private consumption, which has lagged output growth since 2006. Faster output
growth and the stabilisation of oil prices are expected to boost inflation to 2% in 2017, while
the current account surplus will remain high at around 6% per cent of GDP.

With merchandise exports to China accounting for 10% of Korean GDP, the second
largest share in the world, a sharper-than-expected slowdown in China would significantly
slow output growth in Korea. Another possible downside risk is financial turbulence
following the expected rise in US interest rates, although the sharp reduction in Korea’s
short-term foreign debt limits the risk of capital outflows. On the domestic side, an
additional increase in household debt could further constrain private consumption. On the
upside, effective structural reforms could reignite Korea’s exports, which have grown at an
annual pace of only 1.4% during the past two years to September 2015.
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2012¢ 91,290 315,628 93,564 127,201
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2014¢ 96,515 320,216 105,980 139,847
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