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Korean economy has been expanding moderately. Looking at major monthly economic indices,
export in general has maintained increasing trend and Manufacturing Purchasing Managers'
Index (PMI) has largely maintained the level above 50 which indicates economic expansion
(see table 1). According to research institutes, the direct economic effects of 2018
Pyeongchang Winter Olympics, such as infrastructure development and increase in number of
tourists, were estimated to be around 21 trillion won (1.2% of GDP). However, the number of
visitors from overseas recorded -16.5% YoY in February, continuing its decline, and the
positive effects owing to tourism revenue seemed to be limited. Looking ahead, while the
growth of investment is expected to slow down in reaction to the special demand from the
Olympics, export will maintain its increasing trend backed by growing demand from advanced
countries and private consumption will remain firm owing to the improved employment and
income environments. The economy is expected to continue its moderate expansion.

The pending trade negotiation with the US seems likely to settle reasonably. At the third
meeting to discuss the revision of the US-Korea Free Trade Agreement (KORUS), both parties
appeared to reach an agreement in principle: the US will exempt South Korea from the steel
tariffs while South Korea will cut its steel export to the US and also give concession in motor
vehicles sector. Vehicle export to the US, although it is decreasing owing to the shift to local
production, is still a major part of South Korea’s trade surplus with the US (see chart 1). Under
KORUS revisions, it appears that South Korea will allow US automakers to bring 50,000
vehicles, up from 25,000 vehicles previously, per automaker per year that meet US safety
standards. South Korea will also extend US tariffs on pickup trucks until 2041 (from 2021
previously) although no South Korean automakers currently export pickup trucks to the US.
Furthermore, the US’s demand such as obligation to use US-made auto parts and additional
liberalization of agricultural market did not seem to be included into the revision (attention
needs to be paid, however, to the effects of currency provision to prohibit deliberate currency
devaluation that was included in a side-letter).
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To Moon Jae-in administration, it is a top priority issue to lead the South and North Korean
summit, which will be held at the end of April, and the US-North Korea summit, which could be
held as early as May, toward success. Having succeeded in avoiding trade conflict with the US
by reaching early agreement in principle on renegotiation of KORUS, amid stable economic
growth, has given a strong impetus to the administration while addressing the top priority issue
in foreign and security policy.

Table 1: Major monthly economic indices of South Korea Chart 1: South Korea's trade balance by main items with US
2017 2018 10 (USDbn)
s oct | N D ] Feb CJTB: Others
P c o e an € 7} =NTB: Steel
Real Retail Sales 8 =3 TB: Motor Vehicles
(YoY. %) 69 -05 53 1.4 1.4 n.a. § -o-Trade Balance (TB)
Household |Consumer Confidence | 47 41 1059} 1120 1106| 100.9; 1082 6 i~ N
Index (%pt) -
Unemployment Rate (%) 3.7 3.6 3.7 3.7 3.6 3.6 4 -
Industrial Production 27 44, 210 -13| -30 na
(YoY, %) 2
Capital Investment
%) 25.0f -39 6.7 25| 225 6.3
Corporate (YoY.% 0 T T ) 1t t = - =
Export (YoY, %) 349, 67, 97 88| 223 39 U L U U
-2
Manufacturing PMI (%pt) 50.6; 502, 51.2f 499 50.7; 503
Note: Highlighted parts indicate decline in grow th rate/fall in level (or rise in unemployment -4
rate) from the previous quarter. 12 13 14 15 16 17 (Year)
Source: Bank of Korea (BOK), Statistics Korea, Ministry of Trade, Industry and Energy
of Korea, MUFG Bank Economic Research Office Source: Korea International Trade Association,

MUFG Bank Economic Research Office

For further details, please contact the Economic Research Office, MUFG Bank
Managing Director, Yasuhiro Ishimaru Tel: +81-(0)3-3240-3204
Written by Aki Fukuchi <aki_fukuchi@mufg.jp>

This report is intended for information purposes only and shall not be construed as solicitation to take any action such as
purchasing/selling/investing financial market products. In taking any action, each reader is requested to act on the basis of his or her own
judgment. This report is based on information believed to be reliable, but we do not guarantee its accuracy. The contents of the report may
be revised without advance notice. Also, this report is a literary work protected by the copyright act. No part of this report may be
reproduced in any form without express statement of its source. This report is also available for viewing online.

2 Economic Monthly [Asia] | 11 April 2018 G) M U FG



