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Korean 4Q18 GDP rises 3.1%YoY
It's better than we or the market expected - and we will have to revise our
full year 2019 GDP growth to 2.2% from 1.9%. But government spending
leads the way, so sustainability remains a key question.

Where does the growth come from?
At 3.1%YoY, 4Q18 South Korean growth looks like a cause for celebration. It was well above the
2.7% consensus view and our own much more bearish 2.1% forecast. And even with some
trimming of our end-of-year 2019 quarterly growth profile, we will still need to revise our full year
2019 GDP forecast from 1.9% to 2.2%.
If numbers are all you care about, then this is job done. A further 9.7% expansion in government
expenditure in 2019, even with some offsetting tax rises (revenues projected by the Ministry of
Finance and Economy to rise 7.6%) should keep growth ticking along in 2019.
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Size isn't everything
Financial markets tend to be forward-looking. So as well as the size of today's figures, analysts will
be trying to see where future growth will come from. And here the story is less positive.
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Government consumption and government fixed capital formation still, together with stock
building, account for much of the 4Q18 growth figure. Private consumption expenditure, facilities
investment and construction combined added less to the QoQ growth figure than government
consumption and government investment.
Stockbuilding was another big contributor to quarterly growth. That is likely to be unwound in
2019. Net exports were a big drag QoQ. That might not turnaround anytime soon.
The year on year figures tell a very different story, both on the scale and the nature of the growth
in 4Q18. But QoQ figures tell us more about what is happening right now, whilst YoY figures are
rooted very much in the past. As such, the quarterly figures tell us far more about what is going to
happen in the coming quarters than the annual comparisons.

KRW underperforming
Korea is a world-class economy, but with two of the main drivers of private sector growth in the
doldrums (global trade and technology), 2019 will be a tough year for Korea even with
considerable government support. Public spending will take the rough edges off the numbers. But
the currency will likely have to add a helping hand. The KRW is the second weakest Asian currency
year-to-date, lagging only behind the INR. This pattern of underperformance might well continue
through the rest of the year, even if ultimately we do expect some recovery on generalized USD
weakness in 2H19.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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