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                  South Korea's finance ministry yesterday said this year's inflation rate was likely to


                  be a record low, but new data suggest the economy is in danger of overheating


                  next year.





                  The ministry estimated the consumer price index rise would be 0.8 per cent for


                  1999 against 7.5 per cent last year.





                  The previous record low was 2.2 per cent in 1984. Inflation had fallen as a result of


                  historically low interest rates, stable foreign exchange rates and cheaper imports,


                  the ministry said.





                  Meanwhile, the National Statistics Office yesterday released data revealing that


                  industrial output jumped by 30.6 per cent year-on-year in October, which suggests


                  growth will remain strong in the fourth quarter.





                  The central bank last week announced that gross domestic product rose by 12.3


                  per cent in the third quarter, the fastest rate since 1988, and predicted the economy


                  would grow by at least 9 per cent this year.





                  Some analysts said it was unclear whether the economy was close to overheating


                  considering the low base of October 1998, when industrial production fell 9.3 per


                  cent during an economic crisis.





                  But several factors suggest inflation could rise sharply next year. Wages, which


                  have fallen in the past two years, are likely to increase as a result of a decline in


                  the unemployment rate from a record 8.6 per cent in February to 4.6 per cent in


                  October.





                  Consumer spending is rebounding. Industrial investments are growing to match a


                  jump in exports resulting from the weak Korean currency and strong global


                  demand for semiconductors and computers. Higher prices for imported oil will add


                  to inflationary pressure.





                  The central bank recently warned that it was time for the government to "sincerely


                  discuss" whether the economy was overheating.





                  It predicted that inflation could climb to 4 per cent next year, although this is still low


                  by Korean standards.





                  Predictions of higher inflation have curbed a rally in stock prices because of fears


                  the government will raise interest rates.





                  Kang Bong-kyun, the finance minister, said he was not worried about the economy


                  overheating.





                  He favoured a low interest rate policy to support the fragile financial sector, still


                  reeling from the near collapse of Daewoo, the nation's second-largest


                  conglomerate.





                  The government also wants to avoid an interest rate increase before tough


                  parliamentary elections next April as it pursues a growth policy to win votes.





                  But finance ministry officials are considering allowing the currency to appreciate


                  next year to help subdue inflationary pressure. This would reduce the cost of oil


                  imports.





                  Officials believe that Korea can afford a stronger currency as long as the Japanese


                  yen remains high. Korea and Japan compete in many export industries.
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