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Korea 

1. Economic situation 

As an open economy, Korea was severely affected by the global economic crisis and 
the GDP growth rate fell to 0.2% in 2009 (Figure 1A). Given Korea’s sound fiscal 
position of consistent fiscal surpluses and relatively low debt level, the government 
responded to the sharp economic downturn with one of the largest fiscal stimulus 
packages among the OECD member countries. As a result of the large stimulus packages, 
the fiscal surplus dropped from 4.7% of GDP in 2007 to 0% in 2009 (Figure 1B). 

The government debt reached a record high in 2009 but the debt level is very low 
compared to the OECD average (Figure 1C). The OECD is projecting growth of more 
than 4% in 2011, led by strong domestic demand and growth in exports. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance (OECD estimates) and gross debt are general government financial balance and gross 
financial liabilities as a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

The Korean government announced the 2010 National Fiscal Management Plan for 
2010-14 in October 2010. The 2010 Plan is aimed at improving growth potential and 
restoring fiscal sustainability in the medium term. 

According to the 2010 Plan, the Korean government will try to limit annual growth of 
spending to 4.8% between 2010-14, a significant slowdown from the 7% growth rate 
experienced between 2004-08. The government will also pursue tax reforms that 
concentrate on broadening the tax base by examining the current tax expenditure, with 
less tax benefits offered to high income earners and large corporations. With the tax 
reforms, revenues are projected to grow 7.7% annually in 2010-14. 

The 2010 Plan set a target of reducing adjusted government deficit7 to 0.4% of GDP 
in 2013 and achieving a surplus by 2014 (Figure 2A). Gross debt is expected to decline 
gradually from a peak of 35.1% of GDP in 2011-12 (Figure 2B). 
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Figure 2. The government’s planned fiscal adjustments 
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Notes: Fiscal balance is defined as a consolidated central government budget balance, excluding the social 
security surplus. Gross debt is general government debt that covers central government and local governments. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

3. Major consolidation measures (2011 budget) 

On the expenditure side, the government is focusing on reducing temporary measures 
for overcoming the crisis, introducing sunset clauses to government subsidies, and 
enhancing the efficiency of the social security delivery system. 

On the revenue side, the government is aiming to limit tax exemptions and widen the 
tax base, such as reducing tax incentives for liquefied petroleum gas. 

Table 1. Major consolidation measures 

Billions KRW (% of GDP1) 

  2011 
Expenditures   1 159 

(0.09) 
2. Programme measures   

– Social expenditure Linking the social welfare management network to other government 
welfare systems to prevent fraud and strengthening screening 
procedures for recipients of welfare benefits 

337.3  
(0.03) 

– Projects for overcoming the crisis Closing support for government–run banks and temporary projects to 
boost employment 

535.6  
(0.04) 

– Subsidies Introduction of sunset clauses to government subsidies 286.1  
(0.02) 

Revenues  540 
(0.04) 

– Tax expenditure Limiting the extension of investment tax credit, reducing tax 
exemptions on golf courses, etc. 

540  
(0.04) 

1. OECD calculations using OECD forecasts of nominal GDP. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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Pension reform 

The government amended the National Pension Act in 2007 to phase in a gradual 
increase in the age for full retirement benefits from 60 to 65 over a 20-year period 
(2013-33). 

4. Institutional reforms 

The government revised the National Finance Act in April 2010 to make the National 
Fiscal Management Plan more effective and comprehensive. One of the most important 
revisions is that the government has to submit evaluation reports from the previous year’s 
National Fiscal Management Plan and Debt Management Plan to the National Assembly. 
In addition, the plan should provide more detailed information on economic assumptions 
such as their impact on revenues. 

The government introduced a fiscal rule in the plan8 that will keep the growth rate of 
expenditures lower than that of revenues by 2-3 percentage points until fiscal balance is 
achieved. Accordingly, the 2011 budget limits the increasing rate of expenditure (5.7%) 
lower than that of revenue (8.2%) by 2.6 percentage points. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation  2010 2011 2012 2013 2014 
Total deficit(-)/ surplus(+) excluding social security plus -2.7% -2.0% -1.1% -0.4% 0.2% 
Total deficit(-)/surplus(+)1 -0.2% 0.4% 1.3% 1.9% 2.5% 
Total level of debt 34.2% 35.1% 35.1% 33.8% 31.8% 

1. OECD estimates. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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