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(ASEM) IMF-Korea outlook-interview
(ASEM) S. Korea's growth could fall to 4 pct this year: IMF

JEJU, South Korea, June 15 (Yonhap) -- A top executive of the International Monetary Fund (IMF)
said Sunday that South Korea's economic growth rate could slow to as low as 4 percent this year,
citing such challenges as the global slowdown coupled with surging oil and commodities prices.

His forecast comes as a five-member delegation from the organization is having talks with South
Korean officials. The talks are expected to last about two weeks, and the results will affect the IMF's
growth outlook revision to be posted later this year.

"IMF staff are currently in the midst of our regular annual Article IV discussions with Korean officials,
and their projections could be revised as a result of those discussions," Kato said in an interview with
Yonhap News Agency.

"But we do expect growth to slow this year, most likely to somewhere in the range of 4 to 4.25
percent, before beginning to recover in 2009," he added, hinting that Asia's fourth-largest economy
will hit a trough this year.

Kato is currently staying on South Korea's southern resort island of Jeju to attend the 8th Asia-
Europe Finance Ministers' Meeting that kicked off on Saturday for a four-day run.

The 67-year-old former finance ministry official of Japan assumed the current post at the IMF in
2004. He was invited to the ASEM gathering to share the IMF's views on the outlook and risks for the
global economy.

His forecast on South Korea is more conservative than a 4.3 percent gain that the Organization for
Economic Cooperation & Development predicted earlier this month. It is also the latest downbeat
growth projection for South Korea, as the government struggles to attain its target of 6 percent growth
for this year in the face of toughening conditions at home and abroad.

Since the Lee Myung-bak government took office in late February, economic conditions have been
getting seriously worse. Oil prices have jumped around 45 percent since his inauguration, with other
commodity prices also growing at a fast pace.

The country's consumer prices jumped by a seven-year high of 4.9 percent in May, breaching the
Bank of Korea's target of 2.5-3.5 percent for the sixth straight month.

The central bank recently left its key interest rate unchanged at 5 percent for June for the 10th
straight month on runaway inflation, saying that upward inflationary pressure outweighs concerns
over a slowing economy.

Kato said that South Korea's economy is confronting the same challenges facing neighboring Asian
nations, and called on the government to curb spiraling consumer prices.

"With inflation rising throughout Asia and signs emerging that price increases are becoming more
generalized, the priority at this stage in Korea and many other countries is to ensure that inflation
expectations remain well-anchored," Kato said.

As for government measures aimed at stimulating sluggish domestic demand, mainly through tax
reductions and additional budget spending, Kato underscored the importance of first keeping inflation
in check.

"The priority now should be to keep inflation and inflation expectations under control. Once there
are clear signs that inflation is moderated, some stimulus could become appropriate,” he emphasized.

Asked about long-term challenges for South Korea, Kato said that the nation is facing an aging
population, which will pose a threat to its fiscal policies.

"In the long run, Korea faces some difficult challenges. Rapid aging of the population will generate
large fiscal pressures," Kato said. "While these will occur over a number of years, it will be important
to address them early to limit the costs of adjustment.”
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