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Summary

Korea’s real GDP is projected to grow by 1.6 percent in 2023 and by 2.4 percent in
2024,

Korea’s economic growth will continue its slowdown due to global economic
sluggishness and to interest rate hikes, but in the second half this year it is
expected to improve gradually as external conditions improve, such as the
recovery in the Chinese economy and IT industry. However, the uncertainty of
the outlook is high.

Private consumption is expected to continue to recover, only gradually due to the
slowdown in the rise of purchasing power and in the rise in debt servicing costs.
Facilities investment i1s expected to contract, caused by the global economic
slowdown and the increased cost of capital. In case of construction investment,
the slowdown in housing market activity and decreases in the budget for SOC
expenditures put downward pressures. Exports of goods in terms of GDP are
projected to slow further as the growth of the global economy and of the IT
industry remain weak, but will gradually improve in the second half of this year
thanks to the recovery in the Chinese economy and IT industry.

Consumer prices are forecast to rise by 3.5 percent and by 2.6 percent in 2023
and 2024, respectively. CPI inflation is expected to decelerate as both supply and
demand side price pressures ease, reflecting lower crude oil prices and the
slowdown in economic activity.




I. GLOBAL ECONOMIC CONDITIONS

I-1. Global Economy

The global economy is projected to grow slower than last year, although slightly higher
than previously expected. In the fourth quarter, the trend of slowing growth continued
due to tight monetary policies and the spread of COVID-19 in China, but the degree was
milder than expected. The pace of growth is expected to remain sluggish this year, but
the slowdown is forecast to ease with the reopening of China and an expected soft

landing in the United States and in the euro area.

In terms of global trade, the trend of growth is expected to slow. Trade in goods is
projected to be sluggish due to the slowdown in global economy. Meanwhile, trade in

services is expected to recover gradually as Chinese tourists resume overseas travel.

In the United States, economic growth momentum is expected to slow, mainly due to
interest rate hikes. However, the favorable labor market will cushion the slowdown. The
growth rate was higher than expected in the fourth quarter and employment and retail
sales have increased significantly in January. As the inflation rate has declined at a slower

pace amid a solid labor market, the expected terminal Fed funds rate has recently risen.

In the euro area, the probability of a near-term recession has declined due to easing
disruptions in energy supply, although growth is expected to slow. Despite the erosion
of purchasing power, the economy grew by 0.1 percent, which is higher than initially
expected in the fourth quarter, as unusually warm weather prevented the energy
shortage from worsening. The euro area is projected to continue its slowing trend due
to an ongoing tight monetary policy and due to uncertainties surrounding energy supply
disruptions.



The Japanese economy is expected to recover moderately. Although the economy
maintained its growth trend during the fourth quarter as consumption grew, momentum
weakened due to the impact of the global economic slowdown. The Japanese economy
is projected to recover gradually, supported by an increase in foreign tourists and an
expansion in facilities investment. However, uncertainty regarding the BOJ’s monetary

policy remains a concern for the economy.

The Chinese economy, mainly in terms of domestic activity, is forecast to experience a
stronger recovery assisted by pent-up demand. While economic activity was sluggish in
the fourth quarter of 2022 due to the rapid spread of COVID infections, mobility levels
have rebounded, and business sentiment has improved significantly at the start of this
year. Going forward, consumption, aided by relaxation of COVID restrictions and
government policy support, is expected to improve, and economic recovery will become
more evident. However, uncertainty associated with the pace of recovery is high, due
to underlying factors, such as the housing market slump and slowing external demand,

that may restrict growth.

Growth in emerging economies is projected to slow. Growth momentum in the
ASEAN-5 countries is expected to slow, as exports are forecast to decline due to a
slowdown in external demand. India is expected to sustain its growth trend, driven by
domestic demand, although export growth is expected to slow. Growth momentum of
the Brazilian economy is forecast to weaken due to a decline in commodity prices.
Meanwhile, the Russian economy is expected to continue to underperform, as
economic sanctions imposed by the EU and other countries continue to impact the

country.



I-2. Oil and Other Commodity Prices

Oil prices (Dubai oil basis) have been swinging up and down around the low 80 dollars
per barrel range, with concerns over the global economic slowdown leading to a fall in
prices. However, expectations of a recovery in demand in China have limited the decline.

Looking ahead, oil prices are expected to remain high due to the reopening of China,

coupled with supply side uncertainty.

Prices of other commodities have followed a divergent trend, with natural gas prices
falling, base metals rising and grain prices remained steady. Major institutions forecast

that natural gas prices will remain stable with improved supply-demand conditions. Base

metals are expected to be differentiated by product type.

Table 1. Basic assumptions of economic forecasts

2022 2023¢ 2024¢

Year H1 H2 Year Year
World economic growth (%)?! 3.2 2.4 2.5 2.4 2.9
United States 21 1.4 0.4 0.9 1.2
Euro area 3.5 0.8 0.4 0.6 14
China 3.0 5.2 4.8 5.0 4.7
Japan 1.3 1.5 1.3 1.4 1.1
World trade growth (%)* 4.2 2.3 2.7 2.5 3.6
Oil prices (USD per barrel)? 97 83 86 84 81

Notes: 1. Year-on-year rates of change.
2. Dubai oil basis.



II. ECONOMIC OUTLOOK

II-1. Economic Growth

Economic Growth

Private consumption is expected to continue to recover, only gradually due to the
slowdown in the rise of purchasing power and in the rise in debt servicing costs. By
sector, the effect of pent-up demand for consumption resident households abroad is
expected to accelerate, but consumption among households domestically is forecast to
grow only gradually. The deterioration in the housing market will remain as one of the

downside risks for private consumption.

Facilities investment is expected to contract, caused by the global economic slowdown
and the increased cost of capital. Investment in the IT sector is forecast to significantly
decline, led mainly by the semiconductor industry, and investment in the non-IT sector
will continue its decreasing trend. Service sector investment is projected to increase

led by ICT and air transport industries.

Investment into intellectual property products is expected to slow. By sector, R&D
investment is projected to slow, centered on private R&D investment, due to
deteriorating corporate earnings caused by the slump in global demand. Government
R&D investment is expected to increase steadily, centered on core strategic
technologies. Other types of investment into intellectual property products are
projected to continue to increase, led mainly by software investment made to ease the

digital transformation.

In case of construction investment, the slowdown in housing market activity and
decreases in the budget for SOC expenditures put downward pressures. Residential
construction volume is forecast to increase only slightly, despite favorable conditions in
construction orders, as the number of presale homes shrinks. Non-residential

construction is projected to be sluggish due to the economic slowdown. Civil



engineering is also expected to decline as the budget for government SOC expenditures

decreases.

Exports of goods in terms of GDP are projected to slow further as the growth of the
global economy and of the IT industry remain weak, but will gradually improve in the
second half of this year thanks to the recovery in the Chinese economy and IT industry.
In the case of customs-based exports, IT and non-IT exports are both expected to

decrease due to declining export prices.

Korea’s real GDP is projected to grow by 1.6 percent in 2023 and by 2.4 percent in 2024,
Korea’s economic growth will continue its slowdown due to global economic
sluggishness and to interest rate hikes, but in the second half this year it is expected to
improve gradually as external conditions improve, such as the recovery in the Chinese

economy and IT industry. But the uncertainty of the outlook is high.

Table 2. Economic growth forecasts

(year-on-year, %)

2022 2023¢ 2024¢

H1 H2 Year H1 H2 Year Year
GDP 3.0 2.2 2.6 11 2.0 1.6 24
Private consumption 41 4.6 4.4 3.3 1.3 2.3 2.4
Facilities investment -6.4 5.4 -0.7 3.2 -8.9 -3.1 3.6
Intellectual property products investment 4.6 5.0 4.8 3.6 35 3.5 3.5
Construction investment -45 -2.6 -3.5 0.1 -1.5 -0.7 0.4
Goods exports 6.0 0.3 3.1 -4.0 5.0 0.5 34
Goods imports 5.3 3.9 4.6 -0.4 -0.1 -0.2 3.1




The net contribution of domestic demand and exports to GDP growth is forecast to

decrease significantly this year.

There are potential uncertainties surrounding the growth outlook. The upside risks to
growth include (1) a strong recovery in the Chinese economy, (2) a fast rebound in the IT

sector, and (3) early relief of geopolitical instability, such as the Ukraine war.

Among the downside risks are (1) intensified monetary policy tightening in major
countries due to continuing high inflation rates, (2) deepening fragmentation, and (3)

deepening sluggishness in the domestic housing market.

Figure 1. GDP forecast Figure 2. Net contribution to GDP growth
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I1-2. Employment

The number of persons employed is expected to increase only slightly, as the effects

of reopening decrease and as the economy slows. In the service sector, employment

In contact-intensive service sectors will continue to recover. However, the increase in

employment in less-contact-intensive service sectors is expected to decrease due to

the economic slowdown. In the manufacturing sector, employment is expected to

decrease slightly due to sluggish exports.

According to forecasts, the number of persons employed is expected to increase by

130,000 this year and by 150,000 next year.

Table 3. Employment forecasts

(10,000 persons, percent)

2022 2023¢ 2024¢
H1l H2 Year H1l H2  Year Year
Changes in number of persons employed? 94 69 82 15 11 13 15
Unemployment rate 32 25 29 3.6 31 34 3.3
(S.A) 29 29 - 33 35 - -
Employment-to-population ratio? 616 625 621 617 625 621 62.2
(aged 15 to 64, OECD basis) [68.1] [68.9] [68.5] [68.4] [69.1] [68.8] [69.0]

Notes: 1. Year-on-year changes.
2. 15 years and older.



I1-3. Prices

Consumer prices are forecast to rise by 3.5 percent this year. In February, CPI inflation

Is expected to fall below January's level, 5.2%, due to falling oil prices, and the base

effect from last year's surge in crude oil prices is likely to significantly lower March

CPI inflation. Core inflation for items other than food and energy is forecast to stand

at 3.0 percent.

Consumer prices are forecast to rise by 2.6 percent and core inflation is forecast to

stand at around 2.0 percent next year.

Table 4. Inflation forecasts

(year-on-year, percent)

2022 2023¢ 2024¢

H1l H2 Year H1l H2 Year Year
Headline consumer price inflation 4.6 5.6 5.1 40 31 35 26
CPI excluding food and energy

3.1 4.1 3.6 36 24 30 2.0
(OECD core CPI)
CPI excluding agricultural products

3.6 4.6 4.1 44 33 39 25

and oil




I1-4. Current Account Balance

The current account surplus is projected to narrow this year, as growing demand for
outbound tourism deteriorates the service account. The goods account surplus is
expected to remain subdued at first thanks to a slowdown in exports, but it is then
expected to post a gradual improvement beyond the second half of 2023, aided by a
recovery in the IT industry and in China. The service account, notably in the travel
and transportation sectors, is expected to widen its deficit, returning to its pre-

pandemic trend.

Consequently, the current account is forecast to record a surplus of 26 billion dollars
in 2023 and 48 billion dollars in 2024.

Table 5. Current account forecasts

(billion dollars)

2022 2023¢ 2024¢

H1l H2 Year H1 H2 Year Year

Current account 24.9 5 29.8 -4.4 304 26.0 48.0
Goods account 214 -63 151 -3.3 278 245 57.7
Services account -0.9 -4.6 -55 -8.7 -89 -176 -19.9
Primary income account 5.8 17.0 229 9.5 146 24.1 16.7
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