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Growth Moderated In Second Quarter
Economic growth was a respectable 3.7% y/y in 1H14 but 
part of this had come from a low base effect and there are 
concerns that the recovery will be stalled after the Sewol 
ferry accident in April. Overall, there was a broad-based 
slowdown in the economy in 2Q14 with private consump-
tion growth easing to 1.5% y/y (weakest since 3Q12) from 
2.5% in 1Q14. Exports and fixed investments growth also 
moderated compared to the first quarter on weaker-than-
expected global demand recovery. Bank of Korea (BoK) has 
cut its 2014 and 2015 growth forecasts to 3.8% and 4.0% 
respectively in July.

Focus On Getting Growth To Higher Track
The Korean authorities have followed up with quick suc-
cession of fiscal and monetary policy easing. The govern-
ment’s KRW41 tn (US$40 bn) stimulus package announced 
in July includes KRW11.7 tn in expanded fiscal spending 
and KRW29 tn in extra financing support. To boost invest-
ments, Bank of Korea (BoK) has raised the ceiling of cheap 
loans to SMEs and the government relaxed mortgage 
curbs in August to boost the property market. Proposed 
tax measures to encourage businesses to reduce their 
cash reserves in favour of investments, wage increases and 
dividends are targeted at the country’s structural growth 
concerns. In addition, the government has proposed an 
expansionary budget for the next three years with spend-
ing set to grow by an average of 4.7% per year (vs. 4.0% in 
2014). This is expected to bring the budget deficit higher 
to 2.1% of GDP in 2015 from 1.7% estimated for this year. 

Inflation Bound Higher But Risks Are Contained
Headline inflation has slipped to 1.4% y/y in August from 
1.6% in July but core inflation edged higher to 2.4% y/y 
from 2.2% in July. Despite edging higher from the start 
of the year, the headline inflation has remained subdued. 
We expect the low base effect to continue to exert upward 
pressure on the inflation rate which we forecast will rise to 
an average of 2.0% y/y in 4Q14. The central bank expects 
inflation at 1.9% in 2014 before picking up to 2.7% in 2015. 
Higher inflation trajectory ahead reduces the likelihood of 
further rate cuts. 

Mixed Views On Interest Rate
In August, the BoK cut its benchmark base rate by 25 bps 
to 2.25%, the first cut since May 2013. The interest rate is 
now at its lowest since November 2010. We perceive the 
August cut as a one-off move to support the government’s 
stimulus, in particular, on the housing market. Clearly, 
the strong push by Finance Minister Choi Kyung Hwan to 
boost growth and the real estate market means that the 
BoK remains under pressure to cut its benchmark interest 
rate further if the macroeconomic outlook fails to improve. 

In our view, a further rate cut is not necessary. We expect 
economic growth to be on track for 3.7-3.8% this year, sup-
ported by recent measures. Instead, we are wary of the 
potential impact of lower interest rates and easier mort-
gage on encouraging further household debt which has 
hit 85.6% of GDP by end-2013. 

On balance, we expect the interest rate to stay steady for 
the rest of 2014 while a confluence of factors including 
higher domestic inflation, improvement in growth out-
look and US’ monetary policy normalisation to increase the 
odds of BoK raising its interest rate gradually next year.

USD/KRW Higher On Interest Rate Cut Prospect 
KRW has fallen sharply from its 6-year high of 1,008.45/
USD at the start of July as the government signaled sup-
port for lower interest rates. A sharper correction in JPY has 
brought JPY/KRW to its lowest since August 2008, which 
will likely keep the BoK’s tone on a dovish bias in the short-
term. Nonetheless, some improvement in South Korea’s 
economic outlook and a strong current account position 
will mitigate pressure arising from expectation of Fed rate 
normalisation. This could support the KRW as we move 
into the fourth quarter. Our end-4Q14 target for USD/KRW 
is now at 1,040.

SOUTH KOREA

UOB Economic Projections 2012 2013 2014F 2015F

GDP 2.3 3.0 3.7 4.0

CPI (average, y/y %) 2.2 1.3 1.6 2.1

Unemployment rate (4Q avg) 3.0 3.0 3.2 3.0

Current account (% of GDP) 4.2 6.1 5.8 5.1

Fiscal balance (FY, % of GDP) -1.1 -1.8 -1.7 -2.1

Tackling Sluggish Private Consumption Growth
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