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Korea

After strengthening to 2.3% in 2024 real GDP growth is projected to settle at 2.1% in 2025 and 2026. Strong
global demand will continue to support exports. Private consumption should pick up from late 2024 thanks
to lower interest rates and rising real wages. Inflation will continue to undershoot the target in the near term.
Increased female and elderly labour market participation will further boost employment, while unemployment
will remain low.

The Bank of Korea cut the policy rate from 3.25% to 3.0% in November. Further cuts are expected fo lower
the policy rate to 2.5% in 2025, bringing inflation back to the 2% target. Fiscal consolidation is likely fo
commence in 2025, helped by the partial reversal of large revenue shortfalls in 2023 and 2024. The proposed
fiscal rule, along with pension reform, would help rebuild fiscal buffers to meet expenditure pressures from
rapid ageing. Immigration could help ease labour shortages, while labour market reforms could improve
matching, reduce elderly poverty and lessen the high opportunity cost of motherhood.

Exports have driven growth but show signs of weakness

Real GDOP grew only marginally in the third quarter of 2024, afler a very strong first guarter and a slight
contraction in the second quarter. Domeslic demand picked up, with positive contributions from private
consumption, private non-housing investment and public consumption and investment. Headline inflation
weakened to 1.3% in October 2024, well below the 2% inflation target, while inflation excluding food and
energy came in al 1.8%. At 2.7%, the unemployment rate remained close to historical lows while the
employment rate remained historically high at 82.7% in October 2024. Vacancies have been falling and
nominal wage growth remains moderate, while labour shortages remain in seclors such as shipbuilding,
health and welfare.

Korea
Domestic demand rernains weak Inflation below target calls for further rate cuts
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Korea: Demand, output and prices
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Curmert prices Prrcentage changes, wakame

Korea KRW tmifion (2020 prices)

GODP al market prices 22218 27 14 23 21 24
Private consurmption 10468 4.2 148 12 25 24
Govarnment consumgtion ara.3 4.0 13 ir 1.4 1.2
Gross fixed capital formation G996 -0.2 14 a1 1.7 232
Final domaslic demand 21247 a7 16 g 21 24

Stockbuddng’ 223 o1 -02 05 0z .0
Totsl domestic demand 21470 28 14 1 23 23
Exports of goods and services 8741 39 36 7.2 16 38
Imports of goods and senices 982 4.2 35 28 4.3 4.4

Net exporis” 4.0 0.0 0.0 18 01 04

Memoramdum fems

GOPF deflgtor _ 1.8 18 4. 22 241

Consumer price e = 51 a6 23 1.8 240

Cove inflation index? _ 38 3 22 1.8 20

Lnemployment rate (% of babowr force) - 249 27 27 26 27

Housshold =aving ratio, net (% of disposahie incoms) = T4 48 28 X2 1.8

General govemment financial belance (% of GOP) = oo -oF7 31 -2 21

General government gross debit (% of GDP) = 462 536 566 594 RIS

Casrrent gocount balance (% of GOP) 1.3 148 46 45 4.3

i. Cominbutiors io changes in real GOF, aciual amourd in e first column,
2 Consumer prios index axcuding food and enemy
Souroe: DECD Economic Cullock 116 databass.

Statl ink fge hifpsdistal lnkbckod

Strong global demand for Korean manufacturing goods, notably semiconductors, has driven growth in the
past few quarters, but the contribution of manufacturing exports to growth is weakening. Exports contracted
in the third quarter, while imports grew strongly in part related to factory investments. Customs exports are
strengthaning after a recent weak spot, rising by 5.8% compared to a year earier in the first 20 days of
Movember.

Monetary policy is easing

The Bank of Korea started its easing cycle by cutfing the policy rate from 3.5% to 3.25% in October and
lowered the rate further to 3.0% in late November. With inflation undershooting the target, the policy rate
is assumed to bottom out at 2.5% in 2025, Continuing business tax revenue shortfalls will widen the deficit
from 2023 to 2024. The fiscal batance should strengthen from 2025, as expenditure growth under the
government's budget proposal is set to be low and solid corporate eamings in 2024 will boost future tax
receipts. A temporary fuel tax relief has been extended a number of times since the enargy crisis, but is
assumed to end in mid-2025. Some further consolidation is also assumed in 2026, with an accumulated
fizcal tightening of around 1% of GOP in the 2025-26 period.

Domestic demand should increasingly drive growth

After strengthening to 2.3% in 2024 output growth is projected to settle at 2.1% in 2025 and 2026. Private
consumption and investments are expecied to increasingly drive the expansion, as lower interest rates
and real income growth boost purchasing power. inflation is projected to remain below the 2% target in the
short term, largely due to lower intemational energy and commodity prices. Howewver, with firm action o
lxcsen monetary policy, inflation is set to converge to target by the end of 2025. Labour participation should
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continue to expand, notably among women and older cohorts, while the unemployment rate stabilizes at
low levels. Growth could turn out lower than forecast should the period of high interest rates and weak
disposable income growth have led to persistent increases in precautionary savings. Conversely, faster-
than-expected improvement in consumer sentiment could result in stronger growth.

Interconnected challenges call for coherent policies

Uniess monetary policy squarely prioftises the price stability objective over the secondary objective of
financial stability inflation expectations may be de-anchored, leading to avoidable output and job losses.
Tighter macroprudential regulations, reduced fiscal support for home ownership and structural reform to
improve housing supply are much preferred instruments to keep financial imbalances in check. Fiscal
tightening should continue as planned in light of rapid ageing, and the proposed fiscal rule should be
implemented. Environmental taxes, increased auctioning in the emissions trading scheme and streamiining
of state support to companies could create fiscal space to fill gaps in social protection and family policies.
Korea's labour shortages in sectors such as shipbuilding, health and welfare are set to intensify with
ageing, calling for longer working lives and pension confribution periods, more immigration and bettar
integration of immigrants as well as increasad youth employment. Loosening employment protections for
regular workers while improving work conditions and social protection of non-regular workers, and moving
away from seniority-based wages and a workplace culture where work takes priority over family are key
eglements to achieve these aims and o allow female employment and fertility o rise in tandem.
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