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Summary
Korea’s real GDP is projected to decline at a 0.2 percent rate in 2020 and increase
by 3.1 percent in 2021.
After a sharp contraction in the first half of this year due to the negative impacts
of the COVID-19 pandemic, the domestic economy is forecast to gradually
recover as the slumps in private consumption and goods exports slowly ease.
While private consumption is expected to shrink, affected by the spread of COVID19, it will shift to positive growth in the second half of the year as government
policies contribute to improved household income and living conditions. Facilities
investment is projected to increase slightly, primarily due to investment in the IT
sector such as the semiconductor industry, despite a delayed recovery of non-IT
sector investment. Construction investment will continue to decline with the
weakening of the private sector. Goods exports will decrease this year, severely hit
by the global outbreak of the virus, but are expected to gradually recover as
lockdowns are lifted and economic activity resumes on a global scale. However,
there is considerable uncertainty surrounding the economic outlook as it depends
on how the COVID-19 situation develops.
Consumer prices are forecast to increase by 0.3 percent in 2020 and by 1.1
percent in 2021. Downward pressure on inflation will increase owing to the
contraction of economic activity and the large fall in international oil prices since
the outbreak of COVID-19, amid the government’s continued social-welfare
policy stance. Price inflation is expected to pick up in 2021 owing to improved
economic conditions and the reduced effects of social-welfare policies.
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I. GLOBAL ECONOMIC CONDITIONS
Ⅰ-1. Global Economy
The global economy is expected to recover at a slow pace. In the first half of the year,
the spread of COVID-19 and the ensuing lockdown measures have led to a significant
contraction of the global economy, particularly with respect to advanced countries in
which the service industry occupies a large share. As the recovery path of COVID-19
differs from country to country, the global economic recovery is expected to be slow.
Global trade growth is projected to gradually improve from the second half of the year.
Trade in services has contracted sharply, while trade in goods is also declining. However,
global trade is expected to recover gradually as the global economy recovers.
After a sharp contraction in economic activity during the first half, growth in the United
States is expected to recover at a moderate pace. Initial jobless claims and the
unemployment rate surged as the government implemented containment measures
starting in mid-March. However, thanks to massive fiscal stimulus packages and to
economic reopening, the US economy is forecast to rebound gradually centered around
consumption.
Recovery in the euro area, which was hit hardest among major economies, is forecast to
be very muted. The economy shrank by 3.8 percent quarter on quarter in the first quarter,
and a deeper contraction is envisaged in the second quarter as strict containment
measures were in place throughout April. The pace of recovery is expected to be quite
slow due to already dampened growth momentum even before the onset of the COVID19 pandemic, with limited fiscal space and subsequent delays in implementing a joint
response.
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Japan’s economic recovery is expected to be delayed due to the downturn caused by the
spread of COVID-19. First quarter GDP shrank (-0.9%, qoq) following the previous
quarter’s contraction, mainly affected by the spread of COVID-19. In the second quarter
the Japanese economy is seen to have deteriorated further with a state of emergency
being declared. Economic recovery is expected to be sluggish even after the full lifting
of the declaration in late May, since the postponement of the Olympics will weigh on
the prospects for recovery in the second half.
China's economy is forecast to recover gradually from the negative shock of the
COVID-19 outbreak. In April, major economic activities such as industrial production
and retail sales showed improvement. Economic growth is expected to continue its
recovery with the government's various stimulus measures. However, recovery in
certain parts of the service and manufacturing sectors is projected to be hindered by the
deterioration of exports to major trading partners and concerns regarding a potential
second wave of COVID-19.
In emerging economies, the depth of economic downturn and speed of recovery will
differ from country to country depending on how COVID-19 outbreaks progress.
ASEAN-5 countries will recover at a relatively faster pace since they have not been as
severely impacted by COVID-19 as other emerging economies. While consumption
contracted rapidly due to nationwide lockdowns since mid-March, signs of
improvement have also been seen as the numbers of confirmed cases are diminishing
and economies are reopening. In India, the economy has been deeply hit by COVID19 and the corresponding lockdown. Consumption, such as automobile sales, decreased
further in March and the composite PMI recorded 7.2 in April, by far the lowest on
record. However, a gradual recovery is expected as the lockdown is eased and
government expenditure expands. The Brazilian and Russian economies have recently
suffered from the rapid spread of COVID-19 on top of low commodity prices. In Brazil,
the economic slowdown is widening as industrial production and consumption
decelerate rapidly and confirmed cases continue to grow rapidly despite the lockdown
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implemented after April. The Russian economy has also been slowing, with an
exponential growth of confirmed cases in May and a decrease in commodity exports.

Ⅰ-2. International Oil Prices
Oil prices (Dubai oil basis) have rebounded to around 30 dollars per barrel after falling
sharply to around 10 dollars. The unprecedented drop-off in oil demand has resulted
mainly from restrictions on movement in major countries and production setbacks in
manufacturing due to the spread of COVID-19. The increase in oil supply from OPEC
after the breakdown of a production cut agreement in March served as a downside factor
as well. However, oil prices bounced back slightly on resumed production cuts by
OPEC+ in May and increased expectations that oil demand would rise with the gradual
lift of lockdowns. Oil prices are projected to rise modestly but remain at low levels.
Demand for oil is expected to improve slowly owing to partial resumption of economic
activities in major countries, while the OPEC+ production cut and reduced U.S.
production will gradually ease the supply glut. However, given that oil demand is
expected to show sluggish recovery with a substantial oil inventory overhang, returning
to pre-virus price levels does not seem likely for some time.
Table 1. Basic Assumptions of Economic Forecasts
2020e

2019

2021e

Year

H1

H2

Year

Year

2.9

-4.4

-2.4

-3.4

4.8

United States

2.3

-6.7

-6.6

-6.7

4.1

Euro area

1.2

-9.4

-8.8

-9.1

3.5

Japan

0.7

-5.5

-5.0

-5.2

1.9

China

6.1

-2.5

5.3

1.6

8.8

World trade growth (%)1

0.9

-14.9

-8.8

-11.8

6.7

Oil import unit price (US dollars per barrel)2

65

41

36

38

45

World economic growth (%)1

Notes: 1. Year-on-year rates of change.
2. Proportions of oil imports (period average, CIF basis): 70% from Middle East, 30% from other regions.

-4-

II. ECONOMIC OUTLOOK

Ⅱ-1. Economic Growth
Private consumption is expected to be sluggish as household income conditions
deteriorate and the propensity to consume declines in the wake of the spread of
COVID-19. Household income growth is forecast to decelerate significantly due to
sluggish employment, slower wage growth and decreased self-employment income.
The propensity to consume is likely to decline owing to the worsening of consumer
sentiment and the reduction of spending resulting from avoidance of outside activities.
However, in the second half of the year, private consumption is expected to shift to an
increase as income conditions improve due to government policies.
Facilities investment is projected to increase slightly, primarily due to investment in
the IT sector such as the semiconductor industry despite the delayed recovery of nonIT sector investment. In the IT sector, risk associated with future COVID-19
developments still remains but investment in the semiconductor and display
industries is expected to continue smoothly. In the non-IT sector, a considerable
amount of investment adjustment is inevitable owing to factors such as deteriorating
business conditions and increased uncertainty.
Intellectual property products investment is forecast to see a slightly subdued growth
trend due to the slowdown in private research and development (R&D) investment.
While public R&D investment is expected to maintain its solid upward trend owing
to investment increases in innovative digital and non-face-to-face technology, private
R&D investment is expected to slow because of the forecasted downturn of corporate
sales. Other intellectual property products investment is projected to continue its
upward trend owing to the growing demand for software from the expansion of
teleworking and increase of non-face-to-face activity.
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Construction investment is expected to continue declining due to the weakness of the
private sector, but the negative trend will moderate in 2021. Residential construction
is forecast to decrease considering the delayed recovery of housing market activity
until this year. Non-residential construction is expected to be sluggish, especially in
commercial buildings. Civil engineering investment will maintain its growing trend,
but the rate of increase will be slightly lower.

Goods exports are forecast to shift to a decline due to the global spread of COVID-19
this year, but are expected to improve modestly from the second half of the year as
each country gradually resumes economic activities. Exports of IT products will shift
to an increase, driven by a recovery of semiconductor prices and vitalization of nonface-to-face industries, while exports of non-IT products are expected to decline due
to sluggish global demand and a drop in unit prices of petrochemical products.

Korea’s real GDP is projected to decline at a 0.2 percent rate in 2020 and increase by
3.1 percent in 2021. After a sharp contraction in the first half of this year due to the
negative impacts of the COVID-19 pandemic, the domestic economy is expected to
gradually recover as the slumps in private consumption and goods exports slowly
ease.
Table 2. Economic Growth Forecasts
(year-on-year, percent)
2019

2020

e

2021e

Year

H1

H2

Year

H1

H2

Year

2.0

-0.5

0.1

-0.2

3.4

2.8

3.1

Private consumption

1.9

-3.4

0.6

-1.4

6.3

2.4

4.3

Facilities investment

-7.7

2.6

0.5

1.5

5.7

7.4

6.5

Intellectual property products investment

2.7

2.0

2.4

2.2

3.7

3.1

3.4

Construction investment

-3.1

-0.2

-4.1

-2.2

-2.0

0.3

-0.8

Goods exports

0.5

-0.4

-3.7

-2.1

2.5

3.9

3.2

Goods imports

-0.8

1.2

-1.4

-0.2

3.9

4.0

3.9

GDP
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The net contribution of domestic demand to GDP growth is forecast to drop sharply
this year and that of exports will decrease significantly to a negative level.
There is a high level of uncertainty surrounding the growth outlook (refer to <Scenario
Box>).
The upside risks to growth include (1) a rebound of the global economy thanks to early
containment of COVID-19, (2) domestic and foreign policy actions to tackle the
economic impact of the virus and (3) a faster-than-expected normalization of the
Chinese economy.
Among the downside risks are (1) a prolonged spread of COVID-19, (2) a revival of
the US-China trade dispute and (3) a delay in the semiconductor industry’s recovery.

Figure 1. GDP Forecast

Figure 2. Net Contribution to GDP Growth
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Ⅱ-2. Employment
The number of persons employed will recover moderately in the second half of this
year, especially in some service industries highly affected by COVID-19, but the
recovery is expected to be constrained by sluggish activities in the manufacturing and
construction sectors. Employment in the manufacturing sector is expected to decline
further due to the unfavorable external business environment for electronics,
automobiles, and shipbuilding. Employment in the service sector is expected to
recover especially in accommodation & food service, education, wholesale & retail
trade, human health & social work, and public administration, led by a rebound in
face-to-face service demand from the containment of COVID-19 and the
government’s employment policy.

The number of persons employed is expected to increase by 30,000 in 2020 and by
290,000 in 2021.
Table 3. Employment Forecasts
(ten thousand persons, percent)
2019

2020

e

2021e

Year

H1

H2

Year

Changes in number of persons employed1

30

-4

11

3

Unemployment rate

3.8

4.3

3.6

-

3.9

Employment-to-population ratio2

60.9

(aged 15 to 64, OECD basis)

[66.8]

(S.A.)

Notes: 1. Year-on-year changes.
2. 15 years and over.
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H1

H2

Year

38

21

29

4.0

4.1

3.4

3.7

4.0

-

3.7

3.7

-

60.0

61.3

60.7

60.6

61.5

61.0

[65.8]

[66.9]

[66.4]

[66.2]

[66.8]

[66.5]

Ⅱ-3. Prices
Consumer prices are forecast to increase by 0.3 percent in 2020 and by 1.1 percent
in 2021. The core inflation rate (CPI excluding food and energy prices) is forecast to
be 0.4 percent in 2020 and 0.9 percent in 2021.

CPI inflation in 2020 is expected to be low compared to the previous outlook, owing
to the contraction of economic activity and the large fall in international oil prices
since the outbreak of COVID-19. The forecast for core inflation in 2020 is also revised
downward from the previous outlook, as demand-side inflationary pressures have
weakened and government policy measures are exerting downward pressures.

Meanwhile, price inflation is expected to pick up in 2021 owing to improved
economic conditions and the reduced effects of social-welfare policies as the impacts
of low oil prices dissipate.
Table 4. Inflation Forecasts
(year-on-year, percent)
2019

Headline consumer price inflation
CPI excluding food and energy
(OECD core CPI)
CPI excluding agricultural products
and oil

2020

e

2021e

Year

H1

H2

year

0.4

0.5

0.0

0.3

0.7

0.4

0.5

0.9

0.6

0.7
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H1

H2

year

0.8

1.5

1.1

0.4

0.8

1.0

0.9

0.6

0.9

1.1

1.0

Ⅱ-4. Current Account Balance
This year’s current account is expected to record a lower surplus compared to last year,
led by a decrease in the goods account surplus due to shrinking global trade. The
goods account surplus is projected to contract as exports fall sharply due to the global
spread of COVID-19, despite improvement in the trade balance of petroleum and
chemical products on the back of falling oil prices. The services account deficit will
narrow as the travel account improves due to a large drop in overseas travel by
domestic residents, while the manufacturing and business services accounts will
continue in deficit.

In consequence, the current account is expected to record a surplus of 57 billion
dollars in 2020 and 55 billion dollars in 2021.
Table 5. Current Account Forecasts
(billion dollars)
2019

2020

Year

H1

H2

e

2021e
Year

H1

H2

Year

Current Account

60.0

17.0

40.0

57.0

20.0

35.0

55.0

Goods account

76.9

24.5

47.0

71.5

34.0

46.0

80.0

Services·Primary·Secondary income

-16.9

-7.5

-7.0

-14.5

-14.0

-11.0

-25.0

-10-

<Scenario Box>

World and Korea GDP growth according to COVID-19 scenarios
We assume three global scenarios based on the spread of COVID-19 and related
containment measures using an epidemiological model.
Box Table-1. Global Scenarios of COVID-19

Base scenario
Number of
infected

Peaks in 2020Q2 and
decreases gradually

Containment
measures

Gradually lifted

Mild scenario

Severe scenario

Decreases faster
than the base
scenario
Lifted faster than the
base scenario

Peaks in 2020Q3 and
decreases slower than
the base scenario
Lifted slower than the
base scenario

In the base scenario, the global economy is projected to decline by 3.4% in 2020
and to grow by 4.8% in 2021. In this case, Korea’s GDP growth is projected at
-0.2% in 2020 and 3.1% in 2021.
In the mild scenario, the global economy is projected to decline by 2.5% in 2020
and to grow by 5.9% in 2021. Korea’s GDP growth is projected at 0.5% in 2020
and 3.8% in 2021.
In the severe scenario, the global economy is projected to decline by 7.1% in 2020
and to decline again by 0.7% in 2021. Korea’s GDP growth is projected at -1.8%
in 2020 and 1.6% in 2021.
Box Figure-1. Number of the infected

Box Figure-2. World Real GDP

Sources: Worldometer (excluding China),
Bank of Korea staff estimates.

Sources: IMF World Economic Outlook (April. 2020),
Bank of Korea staff estimates.

III.
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