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“The Darkest Hour”

1) 2022 Global Economy: Inflation & Monetary Tightening
2) 2023 Global Economy: Economic Slowdown

3) The Korean Economy is Sailing into the Headwinds as well



2022 Global Economy: Inflation & Monetary Tightening

Keywords for the Global Economy in 2022

Top 4 Keywords in IMF’s October WEO Report
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@ Inflation (mentioned 700+ times)

@ Tightening Monetary Policy (mentioned 80+ times)
@ Economic Downturn (mentioned 50+ times)

(») COVID (mentioned 20+ times)

Source: IMF, FED, Eurostats, Bloomberg

Global Inflation and Policy Rates Trends

%
o) mmm EU Policy Rate mmmm U.S. Policy Rate EU Inflation =0=U.S. Inflation

4.5%

1.4

Jan.2021 Jun.2021 Nov.2021 Apr.2022 Sep.2022

Equity Market Reactions to U.S. Policy Rate Hikes

(Equity Index, rebased to 100 as of Jan 2022)

250 —VIX —Nasdaq 100
95
200 90
85
150 80
75
100 70
65
50 60
Jan.2022 Apr.2022 Jul.2022 Oct.2022 Jan.2023



2023 Global Economy: Economic Slowdown

Global Economy in 2023 Declining Growth Expectations Gap between the Fed and the Market
(IMF GDP forecasts, %) (FFR Forward Rate, %)
5.2% Median Dot Plot Rate at the end of 2023 =5.1%
IMF’s January WEO Report Global u.s.
5.0%
3.5% 4.8%
Eurc )} Pa : 3.4% 0,
i lmer%l tightening A:bmveglobal faster 46/0 45%
Sogrowth:s: - slowdown 2.0% 4%
Warlrate  Russia 4.2%
mairkets g‘* “Q‘;
“crisis S strc n(;( China 4.0%
mdlcators[u U{L, Ukrlam]zlrearngllgnretopenmg 1.4% Feb'23 Mar May Jun Jul Sep Nov Dec
eadline .njg‘twlty orecas
“...The job is not fully
2.9% done...ongoing increases
: : will be appropriate in order
Growth (mentioned 60+ times) 0.7% to obtain a stance of

Inflation (mentioned 60+ times) monetary policy sufficiently

Tightening (mentioned 10+ times) restrictive....”

Covid (mentioned 10+ times) “...it will not be appropriate
0022 2023 2002 2023 2022 2023 to cut rates this year...

Jerome Powell’s Press Conference, 1 Feb, 2023
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Source: IMF, CBS, ECB 5



The Korean Economy is Sailing into the Headwinds as well Q

CPI Trends
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Source: BOK, Bloomberg, IMF

GDP Growth Trends
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2023 Korea’s Economy Outlook

‘ Economic challenges would continue until 1H2023, but gradual recovery from 2H2023

2H2022 1H2023

Lasting difficulties
due to global slowdown
and high rates

2H2023

Recovery of
global economy and
semiconductor upturn

< IMF 2023 GDP Growth Forecasts>

Oct.2022 mm Jan.2023

o~ 1.4%

1.0%

~>0.7%

0.5%

Eurozone

External shocks
(monetary tightening,
supply chain disruption)
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Four Big Questions for Korea

1) Trade Account Deficits, Weakened Competitiveness?
2) Does External Soundness Remain in Good Shape?
3) Have Capital Markets Well-functioned?

4) Increased Debt Levels, Well-controlled?
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Q1. Trade Account Deficits, Weakened Competitiveness?

Trade Deficit amid Global Economic Slowdown
(Trade Balance, as of end 2022, USDbn)

110 95.2

90.3 89.2
69.7
0 44.9
38.9 : 293
30
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(50)

Trade Deficit due to Rising Energy Prices
(Trade Balance and Energy Import Difference in 2022, USDbn)

Trade Balance
Deficit : Balance of Goods
(Jan— Dec 2022)

USD30.9bn

Increase in Energy Imports

Source: KCS, KOSIS, WTO, IMF
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Continued Current Account Surplus
(USDbn)
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Q1. Trade Account Deficits, Weakened Competitiveness?

WS

mm) Correlation between trade account and current account has weakened

Trade and Current Account Trends
(USDbn, Trade and Current Account Trends Prior to and Since 2008)
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< After GFC >
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Source: BOK, MoEF. Note: X-axis on scatterplot is Trade account, Y-axis on scatterplot is Current account.

Gap Between Trade and Goods Accounts
(USDbn)
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Q1. Trade Account Deficits, Weakened Competitiveness?

AR

Falling Semiconductor Exports Lead to Expanding Trade Account Deficits

(Trade Balance, USDbn)

3.6

Jan.2023

Jan.2021

B Trade Balance with China 127

(excluding Semiconductor)

Semiconductor

Energy Imports

Source: MOEF, Gartner

Difference ]

-16.2

Expected recovery into 2H based on cycle upturn

(DRAM Revenue Forecast, USDbn)

24.5 v' Average cycle downturn length: 1.5 years

Assuming 4Q21 as the cycle peak,
recovery expected from 3023

23.9

18.7
17.8

1Q22 2Q22 3Q22 4Q22 1023 2Q23 3Q23 4Q23
\_ Q Y,

Release of new CPU,
Increasing demand of DDR5(1H23)

Reopening of China
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Q2. Does External Soundness Remain in Good Shape?

KRW is a bellwether for global FX market rather than a ‘canary in the coal mine.’

1997 Asian Financial Crisis 2008 Global Financial Crisis Current Situation

(rebased to 100 as of 1 October 1997) (rebased to 100 as of 1 January 2008) (rebased to 100 as of 1 January 2021)
155
—_— 170 —_— Fan . —_—
225 N . ted Dollar Index Dollar index £ A\ KRW depreciated Dollar Index JPY depreciated
{ \KRW depreciate USDEUR USDEUR IR by 38.6% USDEUR by 45.6%
| PyS3s%vs 160 U/ vsJan. 2008 vs Jan. 2021 £
205 L /,, Oct. 1997 ——USDJPY ——USDJPY Y : 145 ——USDJPY : l'l ‘E
= USDKRW 150 ——USDKRW = USDKRW ALY
KRW depreciated
185 140 135 by 331% \\\ I/’_‘\
vs Jan. 2021 H i
130 Jry
165 ﬂ“f'
LM
120 125 i
/1
‘ \
145 ‘N o
110 | A‘»‘
‘ L 115 " A
= JPY depreciated 100 phRY M e hol
o (m.) byl7.8% Py,
! vs Oct.1997 90 e
105
105 N
IV VSRV A e o eSS W IV, YR 80 s S
85 70 > | I
Oct. 1997 Feb. 1998 Jun.1998 Oct. 1998 3Jan.2008 Jul.2008 3Jan.2009 Jul.2009 Jan.2021 Jul.2021 Jan.2022 Jul.2022 Jan.2023

Source: BOK, KOSIS, Bloomberg 12



Q2. Does External Soundness Remain in Good Shape?

Increasing FX Reserves/ Foreign Assets

(USDbn)
mmm Net Foreign Assets

—0=FX Reserve 786
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Source: BOK, KOSIS, Bloomberg

Risk Premium Remains Low

(bps)
——>5-year CDS Premium (LHS)

800 Korea Gov FCY Bond spread (RHS)

700
v' Korea’s external

soundness remains
600 strong despite global
uncertainty
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Sovereign Ratings at All-time High

Moopby’s AaZ?
Y o N
4 . ¥ S&PGlobal AA
N
Fitch Ratings AA -

Successful Issuances out of Korea

v Issued Date: 04 Jan, 2023
v' Amount: Total 3.5bn (Biggest in Korea history)

POSCO
v Issued Date: 09 Jan, 2023
v Amount: Total 2.0bn

SK hynix

v Issued Date: 10 Jan, 2023
v" Amount: Total 2.5bn
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Q3. Have Capital Markets Well-functioned?

CD & CP Rate Trends Corporate Bond & CP Spread Trends
(%, As of end of January 2023) (%, As of end of January 2023)
5 = 3M CD rate (LHS) = 3M CP rate (RHS) 6 2.4 — Corporate Bond (AA-, 3yr) Spread = 3M CP Spread

KRW 50tn Liquidity Injection

|
Expand warranty of the real estate PF 5 1
4 (23 Oct 2022) :
Facilitate Market Stabilization Fund 1
(20 Oct 2022) : KRW 50tn Liquidity Injection
Expand Corporate Bond/ CP purchase | 1.6 Expand warranty of the real estate PF :
(12 Oct 2022 ) I 4 (23 Oct 2022) |
| : Facilitate Market Stabilization Fund !
i i (20 Oct 2022) :
3 . I 1.2 Expand Corporate Bond/ CP purchase |
ro I (12 Oct 2022) i I
| | | |
i I ! 3 ! '
| | s | |
| ;N ; Expand // I ,Expand
; Lo I Market Stabilization Fund 0.8 ' !Market Stabilization Fund
J | by I (28 Nov 2022) ! 1(28 Nov 2022)
2 | : 1 : | : :
| I 1 |
I Lo : 2 Loy |
I | : I X 0.4 : : I I
| |
Lego Land Event 1 : N : Lego Land Event : [ : :
(28 Sep 2022) | Loy I (28 Sep 2022) Loy ,
| | | | |
1 ! 1 ! ! | 1 0 1 ! ! 1 1
Jul.2022  Aug.2022 Sep.2022 Oct.2022 Nov.2022 Dec.2022 Jan.2023 Jul.2022  Aug.2022 Sep.2022 Oct.2022 Nov.2022 Dec.2022 Jan.2023

Source: Bloomberg 14



Q3. Have Capital Markets Well-functioned?

-

Real estate market soft-landing ‘ Buttressing demand ﬂ Manage PF risk

Real Estate Project Financing Trends Key Policy Responses to the Real Estate Market
(%, as of end of September 2022)

3% mmm Delinguency Ratio (LHS) ~ =O=Total Balance YoY (RHS) 2504 Reduce tax burden on multi-homeowners
Reduce heavy acquisition tax

ay DA 0% = Extend the exemption period of imposing heavy capital gains
taxes until May 2024

206 15% Mitigate regulations for soft landing

| = Additionally reduce regulated areas(112 — 4)
® 0 — 30%(maximum) LTV for housing loans in regulated areas

1% 10%

Real estate PF support

[0
| ® HUG PF guarantee(KRW 15tn)
\____/ " HUG PF-ABCP guarantee in transition to long-term(KRW 3tn)

1% 5%

2013 2017 2018 2019 2020 2021  Sep.2022

0% 0%

Source: MOEF, BoK * Total Balance YoY for Sep.2022 is YTD growth compared to FYE2021 15



Q4. Increased Debt Levels, Well-controlled?

Relatively Low Short-term External Debt
(%)
— Short-term External Debt/ Total External Debt
on  78.4%
80% —— Short-term External Debt/ FX Reserves

60%
40%

20%

2008 2010 2012 2014 2016 2018 2020

External Debt Breakdown by Borrower
(%, as of end 3Q22)

General

Non-Financial Corporatés Government 21%

24%
Central
Non-Depositary Bank 5%
Institutions Depositary
% Institutions,

43%

Source: BOK, MOEF

External debt servicing capacity of banks

(Foreign Currency LCR, %)
150 |
1

130 1182  120.2
110

110.9 1111 112.6
90

------------- LII—II—I---
50 I

70
2015 2016 | 2017 2018 2019 2020 2021 2022

* 2015~2016 was monitoring periods, The regulation began in 2017

Liquidity/ asset quality of non-bank financial institutions

@ Introducing monitoring metrics for non-bank financial institutions
to check FX liquidity (2021~)

@ Conduct foreign currency stress tests
Y y,

Corporates’ natural hedge for FX risk

@ Foreign currency debt cannot be used for domestic purposes

@ The majority of non-finance corporates’ external debt is in the

form of trade finance, which carries a lower debt servicing burden
. J
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Q4. Increased Debt Levels, Well-controlled?

Well-managed Fiscal Soundness: Gov’t debt
(2021 General Gov't Debt to GDP, %)

300
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Source: FSS

Advanced Economy
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Stringent Management of Government Spending
(YoY Growth of Government Spending, %)

izl
/ N
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i i
8 i
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4 Expansionary S-<0
Fiscal Policy
2

2009 2011 2013 2015 2017 2019 2021 2023 2025

Normalization of Government Debt Growth
(Gov't Debt to GDP, %)

58.8
60 ‘2125 Plan
—— 22.26 Plan
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Q4. Increased Debt Levels, Well-controlled?

Household Debt Trends

(KRW1n, %)

1280 Household Debt Balance, Deposit-taking Institutions (LHS) 2

=O==MoM Growth (RHS)

1,250

1240 1.5
1200
1160 0.5
1120
1080

-0.5
Nov.2020 Mar.2021 Jul.2021 Nov.2021 Mar.2022 Jul.2022 Nov.2022

Source: FSS

Asset Quality Trends

(Household delinquency ratio, %)

=0O=Household Debt =0O=Mortgage Loans

0.24%
0.14%
2008 2010 2012 2014 2016 2018 2020 Nov.2022
Bank Capital Buffers
(Capital ratios, %)
m CET1 Ratio ® T1 Ratio E BIS Ratio
20.0
15.9 15.9 17.2 174 16.7
15.0
10.0
5.0
0.0

2018 2019 2020 2021 22.3Q
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Korea’s 2023 Strategy

1) Overcoming Economic Challenges

2) Boosting Growth Potential



Overcoming Economic Challenges
Implement a macroeconomic policy mix

AR

Flexibly manage a policy mix while focusing on taming inflation

| financing support of

= Early Fiscal Execution for retalil

(Central Government 65%, Local N\

Government 60%)

= USD 51.3bnin public Institutions _
investments expected in 2023. Public
Increase first-half year execution Policies
ratio versus previous year (execution
ratio(%): (21)53, (22)53, (23e)55%

investors

Cost of Living
Stabilization

= Refrain from an increase in public utility
charges and disperse the timing of the increase

= \Waive customs tax on agricultural/ livestock/
fisheries products

= Extend the period of tax support measures
for petroleum and power generation fuels

B —
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Overcoming Economic Challenges

Boost Export S
Bteics - AN
Strengthen All-round Support to Become a Global Top-5 Export Economy
: Enhance Strategic Increase Diversify and
Flagship Indusiry competitiveness Sectors overseas orders pioneer market
N ) )
" |mprove export competitiveness in ® Target overseas orders of USD 50 ® Launch a special preferential
5 promising sectors billion program designated for SMEs to
- T —— encourage diversification in exports
sermcon uctor overs;gas cqns ruction S sa. ups - Become one Of the W0r|d|S 4 Iargest . N . .
tourism and content/ digital, bio and space technologies * (Fiscal) Additional points in export vouchers
exporters of defense goods : .
(Finance) Preferential interest rates, guarantee
=  Resolve difficulties of export _ o
companies such as FX rate " Focus on projects of building nuclear = Diversify export destination
fluctuations, high interest rates, and power plants overseas countries through international
geopolitical instability cooperation channels such as FTA
I I and ODA I
. J L J L ),
Export Strategy Economic Expand One-stop
Prlsz/lmde_:ntlal Diplomacy Trade finance Export Support Service
eeting
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Overcoming Economic Challenges
Incentivize Corporate Investment

Strengthen Tax Benefits for High-tech Industries Regulation Innovation is ongoing
1st Meeting (2022.07.28) 3rd Meeting (2022.10.17)
Y ( | |
= Announced 50 = Announced 24
. : agenda items to agenda items to
25%+a Tax Benefit Temporary Tax Benefit be revicleris hereviewedi T
for Investments for 2023(up to 18%) reformed reformed
m Increase tax benefits ® Temporary tax benefits : ;
for investments in for investments in (0 (0) (o) (o)
national strategic new-growth/ original '
technology technology(ex. energy-
(ex. semi-conductor, saving technology) 2"d Meeting (2022.09.05) 4th Meeting (2023.02.10)
display)
=_Announced 36 = Reformed FEX
agenda items to . system and public
be reviewedand | procurement
refﬁﬁnﬁ‘/a
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Boosting Growth Potential:
New Growth Strategy 4.0

Enhance Korea’s Potential Growth Rate
(%)

Y

2

1 New Growth
4.0 Strategy

° 2021 2030 2040 2050 2060

“Horizon Europe”(2018)

= “Research and innovation to achieve the UN’s SDGs
and boost EU’s competitiveness and growth”

“Moonshot Program”(2019) @

the wisdom of researchers from all over the world”

= “To Resolve difficult societal issues while bringing together

Korea as the World’s Leading Country
15 projects in 3 sectors

S50

@ Quantum g
" \ @ Digital
% B Technology
(%)SEnergy @ Carbon
pace Neutrality
Exploration . b
@ Medical Lifestyle g Smart Grid
= Logistics
@) Agriculture/
Fisheries

@ K-Culture Tourism

@ Fostering Korea’s Disney
@ Flagship Industries

@ Overseas orders

@ Bio Innovation
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Boosting Growth Potential
Structural Reforms

3 Ways to Structurally Innovate the Economy

Prepare proposal to reorganize working hours and wage system
(1st half 2023)

Prepare policies through discussions in the Economic, Social &
Labor Council (1st half 2023)

Structural reforms of universities based on autonomy
Foster talents specialized in high-tech sectors

Implement the National Pension System reform based on the
long-term fiscal projections

Work on making the National Health Insurance expenditures
more efficient to increase the sustainability

Improving
Economic

Fundamentals
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Boosting Growth Potential:
Enhance Capital Market Accessibility towards Global Standards

Three objectives to improve capital market conditions

KTB inclusion in
World Government Bond Index

Fostering Investor-friendly

Capital Market Environment Deepening FX Market Structure

SIE Britisn rses

= ys Dollar

Euro
"'h' 'l

m |[RC(Investor Registration Code) m Exempt capital gains tax and

abolished and replaced by = Extend Seoul foreign exchange interest tax on government bonds

e market trading hours _ )
passport numbers(individuals) and _ . for foreign nationals
(until 4PM London time)

LEI(corporates) _ _ m Allow government bonds to be
m Allow RFI(Registered Foreign traded through the ICSD

Institution) to participate in the .
)top P omnibus account

- . Seoul foreign exchange market
determining dividend amounts = Listed on the Watch List of FTSE

m Expand English disclosure WGBI(Sep 22nd, 2022)

m Improve rules regarding dividends
to designate shareholders after
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Boosting Growth Potential:

Prepare for the future

Respond to Climate Change

T A

Early establishment of

Emission Trading Basic Plan

(One year early establishment versus
legal target date)

(Expand fiscal/ financial support,
expand carbon neutrality points)

J

\_
~
\
Strengthen incentives to
participate in Carbon Reduction
~

Scientific and reasonable adjustment

of Carbon Reduction Target
(Carbon Neutral Green Growth Basic Plan (March '23)
+ 10 Segment Plans)

Institutional efforts to stabilize
supply chain

Special Act Special Act

Basic Act

on.sia on Materials on
g PRy and Resource
amn Components Security

(

Y4 N/,

~

" Manage
supply chain
risks under
Early Waring
System

= Extend the
scope of
key mineral
resource

AN AN J

@

= Support
re-shoring and
diversification

\_

Tackle demographic transition

® Review the
expansion of
parental leave
(1+1.5 years)

® Implement the
elderly care
service led by
private sector

.
o
.
.

.
P
......
.....
Py
.t

Decreasing Labor-

Force Participation

" Prepare tailored
responses per
segment(women,
foreigners, etc.)

® Prepare the mid-
term supply plan
of teaching staff
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“Despite these headwinds, the outlook is less gloomy

than in our Oct. forecast, and could represent a turning

point with growth bottoming out....” - IMF(Jan. 2023)
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