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(Figure 1) Cyclical Components of Korea’s Coincident Composite Index and
the Economic Sentiment Index

(2020=100) (2003 ~24 average=100)
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Note: As shown in Figure 1, the comovement between real economic activity
and economic sentiment generally holds in Korea, although there are
periods in which the two indicators visibly diverge.

Sources: ECOS
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(Figure 2) Common Sentimental Factor and Sentiment Indicators
(benchmark=100)
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Note: The figure plots the extracted common sentiment factor together with major
sentiment indices (CBSI, CCSI, and ESI). The common factor is estimated using
a dynamic factor model and represents the shared component across sentiment
indicators. All sentiment indices are shown as index levels (benchmark = 100).
Sources: ECOS
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(Figure 3) Trends in Major Sentiment Indices and Real Economic Indicators

(a) Industrial Production Growth and (b) Retail Sales Growth and
CBSI CCSI
12 erar-on-year, %) (Benchmark=1002 120 12 (Year-on-year %) (Benchmark:100) 130
|/ = Industrial Production(Left) = Retail Sales(Left)
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Note: The sentiment indices broadly comove with the corresponding real activity
indicators, although temporary divergences are observed in some periods. Growth
rates are measured year-on-year (left axis), and sentiment indices are shown as
index levels (right axis, base year = 100).

Sources: ECOS
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(Table 1) Regression Results: Common Sentimental Factor
Variables Common Sentimental Factor

Constant ) 20219495;*
Industrial Production 0(023223*

Retail Sales (()Olgg;
Customs-Cleared Exports O((??){Z;*

Policy Rate 0(0922*5*

10-year Government Bond Yield (8;23)

Real Effective Exchange Rate (gZié)

Adjusted R 0.773

Note: The dependent variable is the common sentiment factor. Figures in parentheses
are standard errors. **, ** and * denote statistical significance at the 1%, 5%, and

10% levels, respectively.
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(Figure 4) Perceived-Real Economy Gap and Related Indicators

(a) Perceived-Real Economy Gap and (b) GDP Growth and Perceived—Real

Sentiment Indicators Economy Gap
(Benchmark=100) (Year-on-year, %)
8 : 140 8 9 -6
== Perceived-Real Economy Gap(Left) \
CBSI(Right)
CCsIRight) A ,‘| lq‘\ W 3'
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== GDP(Left)
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Note: Graph (a) plots perceived-real economy gap together with selected sentiment
indices (CBSI, CCSI, and ESI, base year = 100). Graph (b) plots GDP growth and
the gap.

Sources: ECOS
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(Figure 5) Perceived—Real Economy Gap
2 2
1 1

6 A .Ahl\o

AL \ WU

03 06 09 12 15 18 21 24

Note: Figure 5 plots perceived-real economy gap over time. The index is constructed

as the residual component of the common sentiment factor after controlling for
major real-sector fundamentals.

(Figure 6) Distribution of Perceived—Real Economy Gap

Kernel Density Kemel Density of Perceived-Real Economy Gap by Period

period
D 1.Pre-Global Financial Crisis

l 2 Global Financial Ciisis~
Pre-COVID

3Post-COVD

Density

4 0 -
Perceved-Real Economy Gap Value

Note: The left panel shows the kernel density of the gap for the full sample. The right

panel presents kernel densities by subperiods, illustrating shifts in the distribution
over time.
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(Table 2) Summary Statistics: Perceived—Real Economy Gap
Period Mean Star)dgrd Skewness | Kurtosis |Maximum | Minimum
Deviation
Full-Sample 0.000 0.739 -0.699 1.256 1.605 -2.696
Pre-Global 0.128 | 0624 | -0329 | -0.861 | 1.220 | -1.029

Financial Crisis
Global Financial

Crisis~ 0.172 0.649 -0.132 -0.445 1.605 -1.128
Pre-COVID
Post-COVID -0.511 0.799 -1.165 1.527 0.639 -2.696

Note: The table reports summary statistics of the perceived-real economy gap across
different periods. The gap is defined as the residual component of the common
sentiment factor after controlling for major real-sector fundamentals.
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(Table 3) Cross—Correlations between the Sentiment—-Real Economy Gap

and Growth Rates of Major Macroeconomic Indicators”?

Macroeconomic

Indicators =

t=3 t=2 t=1 t t+1 t+2 t+3 t+4

0.218
0.291
0.249
0.129

0.200
0.231
0.259
0.111

GDP

GDP Private Consumption

0.144
0.216
0.015
0.034

0.005
-0.026
-0.149

0.024

0.149
0.140
-0.147
0.067

0.291
0.335
-0.021
0.169

0.306
0.197
0.227
0.305

0.233
0.356
0.052
0.127

0.323
0.222
0.240
0.309

GDP Facilities Investment
GDP Exports

Notes: 1) Shaded cells indicate coefficients whose absolute values exceed the
approximate significance bound, 2// T (7T=89) =+0.212.
2) Lags and leads are based on quarterly data.

WA ARRAS B4 A3 Ag-A2 ve QRS Urkhe AT A9
A 71 R E5] 187] A AFGAA 9] ATASFE 0.3560.2, A
A9 0.216EH =of 1827] Ag4do] FotHA TS UL, 2871 A3 Al
T 033502 w2 A8 At o= GDP BAEHe] 187] A8l 0.233,
287] A9l 0.291 HHE w2 Z 08 YEyth T, AH| X}t & S7H&
o= tta Y= A2 YET ol S8 BH A-4E Fd 77t 9l
ZtaH]o] 182719} 287 A4S F-25HA 7HAH o]of whet A GDPol thsiA]
= Ag4o] Qi Rog et A2 958 5 Ak
(Table 4)  Granger Causality between Perceived—-Real Economy Gap and
Major Macroeconomic Growth Indicators(p-value)”?
Sentiment — Macroeconomic
Macroeconomic Indicators —
Sentiment Macroeconomic Indicators Sentiment
Indicators Indicators
Lags Lags
1 2 3 4 1 2 3 4
gerceived'Real GDP 0.06 | 0.04 | 0.00 | 0.01 | 0.09 | 0.22 | 0.00 | 0.01
conomy Gap
gemeived'Real GDP Private | 4 55 | .00 | 0.00 | 0.00 | 0.04 | 0.04 | 0.06 | 0.03
conomy Gap Consumption
ge“‘eived‘Real GDP Facilities | 56 | 15 | 0.10 | 0.48 | 0.01 | 0.04 | 0.05 | 0.03
conomy Gap Investment
Perceived-Real | pppeons 10,16 | 036 | 0.18 | 0.27 | 0.23 | 0.47 | 0.00 | 0.01
Economy Gap

Notes: 1) Shaded cells indicate statistical significance at the 5% level.

2) Lags are based on quarterly data.
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Granger A £4 JA] ofZet A& A A|jtt}. A#A-AE #g= Wzt
28] AZE0 tie e AZHI~4E7DNA 1% F2EolA F%t Granger
ANIMIE 7H = A= Yetylth vhd, Au|EA 9 & s A= Al
-AE Ay A®7 g AXNARE 5ot FFY Granger A2 725t
Al YeRA] ket

2o &2 WER73H BPE AHgsto] A-AE I A x| 40| gt

R )

@2 482 Sims IFAE(causal chain)& o83t ¥ =AE D7E(E
o= sttt

(Figure 7) Impulse—-Response of Major Macroeconomic Indicators to
Perceived—Real Economy Gap

(a) GDP Private (b) GDP Facilities
Consumption Growth Investment Growth

(c) GDP Growth

/= R AV P
2t \\// 2 4L \/ 2 2 _——\/ 2

4+ 14 4t 14 4t 14

6 - 16 6 726 4t o
tote] t42 t43 ted t45 t46 t47 t48 (Quarter tot] t42 t43 t4d t45 t46 t+7 t+8 (Quarte) tot+] 42 t43 t+d t45 t46 t+7 t48 (Quarte)

Note: Shaded areas represent the 90% confidence interval.
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(Figure 8) Perceived-Real Economy Gap and Related Economic Variables

(a) Cost of Living Inflation - (b) Value-Added Growth -
Consumer Price Inflation Employment-Weighted Growth
2 (%p) 2 5 (%p) 7
NN 1 2
0 0 w 0
&l -1 — -2
-2 -2 v -4
-3 3 -6
04 06 08 10 12 14 16 18 20 22 24 04 06 08 10 12 14 16 18 20 22 24
== Cost of Living Inflation — C Price Inflation(Right) = \alue-Added Growth — Employment Weighted Growth(Right)
= Perceived-Real Economy Gap(Left) = Perceived-Real Economy Gap(Left)
(c) Household Credit Risk Index (d) Economic Policy Uncertainty Index
2 ®e 2 Lo 60
1 1 s 1 ‘ " 56

0 Y N — & 5.2
-1 A 'M‘ ! Vs A \ 48

-2 T 0 -2 L 4.4
-3 -15 -3 4.0
04 06 08 10 12 14 16 18 20 22 24 04 06 08 10 12 14 16 18 20 22 24
== Household Credit Risk Index(Right) == Economic Policy Uncertainty Index(Right)
@= Perceived-Real Economy Gap(Left) == Perceived-Real Economy Gap(Left)

Note: Figure 8 presents the time-series movements of Perceived-real economy gap and
related economic variables.
Sources: ECOS, Baker et al.(2016)
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(Table 5) Regression Results: Perceived—Real Economy Gap
Variables Perceived—Real Economy Gap
Constant (0.189)
Cost of Living Inflation — Consumer Price Inflation ~0.244™
& (0.113)
Value-Added Growth - Employment-Weighted -0.288**
Growth (0.089)
. -0.03 1"
Household Credit Risk Index (0.009)
. . . -0.335"
Economic Policy Uncertainty Index (0.188)
Adjusted R? 0.195

Notes: The dependent variable is the perceived-real economy gap. Figures in
parentheses are standard errors. ***, ** and * denote statistical significance at the
1%, 5%, and 10% levels, respectively.
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(Figure 9) Common Sentimental Factor and GDP Growth

(Year-on-year, %)

17 6
4 3
o A o
-4 ‘ -3
= GDP(Left)
- - Co‘mmon Sentimental Factor(Right) | S
03 06 09 12 15 18 21 24

Note: The figure plots the common sentiment factor together with year-on-year GDP
growth rate. The figure illustrates the relationship between overall economic
sentiment and real economic activity over time.

Sources: ECOS

(Figure 10) Distribution of Common Sentimental Factor

Kernel Density Kemel Density of Common Sentimental Factor by Period

3

04

period
D 1.Pre-Global Financial Crisis

D 2.Glabal Financia Crisis~
Pre-COVID

[ 3poscovo

Density

w0 00

0 2 b -4 2 0 2
Value

2
Common Sentimental Factor

Note: The left panel shows the kernel density of common sentimental factor for the full

sample. The right panel presents kernel densities by subperiods, illustrating shifts
in the distribution over time.
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(Table 6) Summary Statistics: Common Sentimental Factor
Period Mean Star.wde.lrd Skewness| Kurtosis |Maximum | Minimum
Deviation
Full-Sample 0.000 1.604 -0.749 1.835 3.021 -5.656

Pre-Global Financial

.. 0.932 1.186 -0.154 -1.071 2.702 -1.040
Crisis

Global Financial

Crisis~ -0.019 | 1.488 -0.704 2.962 3.021 -4.775
Pre-COVID
Post-COVID -0.933 | 1.729 -0.761 1.524 1.519 -5.656

Note: The table reports summary statistics of the common sentiment factor across
different periods. The factor is extracted using a dynamic factor model from
major sentiment indicators (CBSI, CCSI, and ESI).

HA FEAHY R AR} tfnlsto] FHEI HGZ Holil, AAFHAERE
sl AFo =2 w7t AA HolXl BG5S st Utk oA %, = 22
2 7L Hes 3ET B2 g2 7Y & B ole LEA £E2E] §lo
U Segko] % A¥ste] £t WES|A| AL vt A Q1 Esolt (T 10p3t
(X 60l A =229 F897] oldoll= E27F ¥ w3 Fa1, Aol 7HE
i 224 %%%’471 o] %ol = EAte] A F7lstal, A& & Wefrt AA 5o
A= "t A o] A=}t 5] % & 17t Z=Y WHuo] OE iR
5243 o] HES =2 (pent-up demand) 5°l T& F43t 47| 3& B} o
2 O FAYAEA B2t BAFH 0 & HsHIT B, B2 Al{to] Ad4
& ZopR| 1, REHUA = AR = ol= AAFAES A vls] FAHHo= F
71E QUAsH Q1AL AP ME /A% FHE I Sl Hg= AARRIT (1" 9)9
A BE AR FAAGAEL FARE FAIE HolHA F7] <4 &2
Folth. 228 F8971% ZEY WY 22 F47]0= A aclo] = st
stlou 3lE7|o= Bl w2 AE E0E A EE= B v Aol W
Hr}. 53] &7 o= =2 AYAGT #SE= @42 A v 7 Age
2 AAFAECl 34 T wEA A7t dHstE AL vgitt
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(Figure 11)  Perceived-Real Economy Gap, GDP Growth, and Common
Sentimental Factor

(Year-on-year, %)

6

4 3

0 0
-4 Perceived-Real Eq -3

GDP(Left)
T Common Sentithental Factor(Rjght)
-8 = ' ~ - 6
03 06 09 12 15 18 21 24

Note: The figure plots the perceived-real economy gap, GDP growth, and the common
sentiment factor. The figure illustrates the relationship among the perceived-real
economy gap, real economic activity, and overall sentiment over time.

Sources: ECOS
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(Figure 12)  Main Drivers of the Perceived—Real Economy Gap in Period |

(a) Cost of Living Inflation and (b) Value-Added Growth and
Consumer Price Inflation Employment-Weighted Growth
8 (Year-on-year, %, %p) .8 3 (Year-over-year, %) (%p) 5
= Difference(A-B)
== Cast of Living | ion(A) 7 4
6 7/\ = Consumer Price Inflation(B) | 6 6 M. 3
.l \ |4 s 1,
/\\\_/\f 4 11
2t T2 Halla, ./
., - v .
Difference(A-B, Right)
1 %= Value-Added Growth(A, Left) 2
2 2 0 T Employed-Weighted Growth(B, Left) | _3
04 05 06 07 04 05 06 07

Note: The figure plots selected macroeconomic variables together with the perceived—
real economy gap for Period I (2005Q1-2005Q3).
Sources: ECOS

7] 4B AHEAT. 5 701 BhegAst

e

HA 2005¢ 187]12E 3
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a0 2 Faktal Qi AHol 9ot BB QAL AH|XHE7} ] o}
AWA ARFAY QA B2k A7} SehEoc Ba 18715 48] A
B 4480 thi ANAEA £8H ol AT ol (1Y 1204 &
A% 4 ek,

(Figure 13) Main Drivers of the Perceived—Real Economy Gap in Period |l

(a) Household Credit Risk Index (b) Economic Policy Uncertainty Index
(Benchmark=0) (Year-on-year, %) 12 130
A~ 120 /\
25 Household Credit Risk Index(Left) | 10 110 A
= Growth rate of Household Debt(Right]
20 18 100
90 A\ A 'A /\
. e "M N\J
80 -
10 4 70
15.1Q 3Q 16.1Q 3Q 15.1 7 16.1 7

Note: The figure plots selected macroeconomic variables together with the perceived-
real economy gap for Period I (2015Q1-2016Q3).
Sources: ECOS, Baker et al.(2016)
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(Figure 14) Main Drivers of the Perceived—Real Economy Gap in Period Il

(a) Cost of Living Inflation (b) Value-Added Growth (c) Household
and Consumer Price and Employment- Credit Risk
Inflation Weighted Growth Index
g (ear-on-year, % %p) o [Py (%6p) (Benchmark=0) (Year-on-year, %)
4 o D, Rty 20 35 I ouehold rdt Rk ndele) 2
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4 4 3
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== Consumer Price Inflation(B)

L wm W W “

2320 4 32Q 4 320 234Q

= Growth rate of Household Debt(Ri

Note: The figure plots selected macroeconomic variables together with the perceived—
real economy gap for Period Il (2023Q3-2024Q1).
Sources: ECOS, Baker et al.(2016)

TR o 2 20239 32715E 202449 1271 AFE7e &A= A3
7t g = A %7}251‘1  FAHCR v FotEA AT, AEETHSSE
| £2¥AE7E S EREY 2 EEolnh. B 234 427 EE I8V 4%
&0l AT E Eﬂﬂl O W2 BgS Hojsw 8o] g3 vl stA 5715
3o Bgoltt. #7i= Z24 #dY o]F 7= 3EEHI e, 74
o] #o9 77t Age 7|20 A& mE T E FeoR g HAAE 4
A

u] 7
shelA 41891%0] S = gict

[©)

N
>.

£



Mg 12t 42471 2 1e

A
oA

g
HI
iz
\,
=)

Measuring and Analyzing the Gap Between
Perceived and Real Economic Conditions

Yoonsuk Son, Heejoon Han

This paper quantitatively measures the gap between perceived
economic conditions and real economic activity in Korea, and analyzes
the characteristics, usefulness, and related economic variables of this gap
indicator. To this end, we extract a common sentiment factor shared by
economic agents from major economic sentiment indices and construct
a perceived-real economy gap indicator by controlling for the influence
of key macroeconomic indicators. Using data from the first quarter of
2003 to the first quarter of 2025, the results show that the estimated gap
indicator exhibits strong leading properties for private consumption
growth. A positive shock to the indicator significantly increases the growth
rate of private consumption for one to three quarters. Furthermore, the
perceived-real economy gap is found to be significantly related to the gap
between perceived inflation and consumer price inflation, jobless growth,

household credit risk, and economic policy uncertainty.
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