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Abstracts

Core Views

The compromise between the ruling Saenuri party and opposition New Politics Alliance

for Democracy (NPAD) over the passing of the Sewol special bill will improve business

confidence. However, we note that other contentious issues pose risks to the smooth

functioning of parliament.

Our expectations for continued weakness in South Korea's economy following Q314

figures have prompted us to revise our real GDP forecast for 2015 downwards from

4.1% to 3.6%. Though domestic consumption has recovered slightly, we expect weak

global demand to continue presenting headwinds to Korean exports, while high levels of

household debt will constrain domestic consumption. Korea's larger 2015 budget

reflects the government's pro-growth stance and will result in short-term fiscal strain.

We believe that the long-term impact will be minimal but note that challenges remain.

The Bank of Korea (BoK) held its base rate at 2.00% during its monetary policy meeting

on November 13. We forecast rates to remain on hold for the rest of 2014 and through

2015 due to subdued growth and falling inflations expectations, but cannot rule out a

possible rate cut should domestic consumption remain persistently weak.

We have downgraded our Korean won end-year forecast for 2014 and 2015 to

KRW1,100/USD from KRW1,000/USD to reflect the increasingly bearish technical

picture and the risks posed by the ongoing weakness in the Japanese yen. Over the

long term, strong fundamentals, particularly the large current account surplus, will

provide support for currency strength.

Major Forecast Changes

Our expectations for continued weakness in South Korea's economy have prompted us
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to revise our real GDP forecast for 2015 downwards from 4.1% to 3.6%.

We have downgraded our Korean won end-year forecast for 2014 and 2015 to

KRW1,100/USD from KRW1,000/USD to reflect the increasingly bearish technical

picture and the risks posed by the ongoing weakness in the Japanese yen.
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