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Core Views

The initial concerns about the impact of ‘Abenomics’ on South Korea’s economy have
proven to be unfounded. Factors other than exchange-rate valuations have enabled
South Korea to maintain its export competitiveness. We believe that any concerns
towards the implications of Abenomics on Korea should centre around the structural
reforms that Japan is hoping to undertake. The gradual shift in South Korea’s property
market from a depositbased (jeonse) rental system to one that is based on monthly
rentals (wolse) provides for a better functioning real estate market as property
valuations will be less distorted and more transparent. However, given the extent to
which the jeonse system is entrenched within the domestic property market, the shift
towards a monthly rental-based system will likely take place over a protracted period of
time.

Incipient signs of a deterioration in South Korea’s public finances are starting to surface
as revenue collection in H113 registered its worst performance in three years. With an
increase in welfare spending in the years ahead likely to be unavoidable, we believe
that a reform of the country’s tax infrastructure is sorely needed so as to accommodate
the rise in expenditures.

Constant political bickering and consequent delays to the policymaking process are
starting to have a negative impact on economic momentum. We highlight that politicking
may consequently come at the expense of economic growth going forward. We have
raised our current account deficit forecast for 2011 to 8.0% of GDP from 6.6%
previously on account of surging imports in the first half of the year, driven by loose
monetary policy at home and higher global commodity prices.

Key Risk To Outlook
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Downside Risks To Economic Growth Forecast: Should we see a sharper-than-
expected downturn in the global economy or even an implosion in South Korea’s
household debt market, we would certainly expect to see a substantial weakening in its
exports sector, which, in turn may push the economy into a pronounced recession.

Downside Risks To Monetary Policy Forecast: In the event that the economy worsens

beyond expectations, while deflationary concerns come to the fore, the central bank is
likely to enact a more aggressive monetary stance.
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EXECUTIVE SUMMARY

CORE VIEWS

KEY RISK TO OUTLOOK

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Politics Starting To Impinge On Economic Growth
Park Geun-hye has faced a challenging first six months as South Korea's president,
with particular pressure coming from the infighting within the government. We highlight
that constant political bickering and consequent delays to the policymaking process are
starting to have a negative impact on economic momentum.

TABLE: POLITICAL OVERVIEW
Long-Term Political Outlook
Constitutional Reform To Improve Governance?
South Korea is likely to see a renewed push for constitutional change in order to
address imbalances in the political system that lead to periodic instability. In addition,
owing to the single-term restriction on the presidency, most presidents typically become
'lame ducks' well before departing office, leaving the country in a state of drift.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
China’'s Changing Impact On Regional Manufacturing
China's endeavours to revamp its industrial structure and will be the primary driving
force shaping Asia's manufacturing landscape going forward. Northeast Asian
economies stand to be the most adversely affected, with Taiwan likely to be hit hardest
as a result of its recent stagnation in the tech sector.
TABLE: ECONOMIC ACTIVITY
Balance of Payments
‘Abenomics’ And Its Impact On South Korea
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In line with our expectations, the initial concerns about the impact of ‘Abenomics’ on
South Korea's economy have proven to be unfounded. Factors other than exchange
rate valuations have enabled South Korea to maintain its export competitiveness.
Additionally, South Korea has in recent years been a beneficiary of the structural
deficiencies faced by the Japanese economy. Going forward, we believe that any
concerns towards the implications of Abenomics on Korea should cent re around the
structural reforms that Japan is hoping to undertake.

TABLE: CURRENT ACCOUNT
Fiscal Policy
Tax Overhaul Needed To Accommodate Rising Welfare Expenditures
Incipient signs of a deterioration in South Korea's public finances are starting to surface.
as revenue collection in H113 registered its worst performance in three years. With an
increase in welfare spending in the years ahead likely to be unavoidable as the
country's population ages rapidly, we believe that a reform of the country's tax
infrastructure is sorely needed so as to accommodate the rise in expenditures.

TABLE: FISCAL POLICY
Monetary Policy
Shifting Rental Dynamics A Structural Positive
We believe that the gradual shift in South Korea's property market from a deposit-based
(jeonse) rental system to one that is based on monthly rentals (wolse) provides for a
better functioning real estate market as property valuations will be less distorted and
more transparent. However, given the extent to which the jeonse system is entrenched
within the domestic property market, the shift towards a monthly rental-based system
will likely take place over a protracted period of time.

TABLE: SOUTH KOREA - MONETARY POLICY

CHAPTER 3: 10-YEAR FORECAST

The South Korean Economy to 2022
Robust Growth To 2022
We are expecting annual real GDP growth in South Korea to decelerate marginally from
an average of 4.4% between 2001 and 2008 to around 4.1% over 2012-2022. While we
see many of South Korea's traditional exports meeting fierce competition in the coming
years from emerging Asia, we believe that underlying conditions within the country are
conducive to a move up the production value chain, ensuring a robust economic growth
profile. Furthermore, we see private consumption being a key contributor to growth over
this forecast period.

TABLE: SOUTH KOREA - LONG-TERM MACROECONOMIC FORECASTS
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CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis
BMI Business Environment Risk Ratings
Business Environment Outlook
Institutions
TABLE: BMI BUSINESS AND OPERATION RISK RATINGS
TABLE: BMI LEGAL FRAMEWORK RATING
TABLE: LABOUR FORCE QUALITY
Infrastructure
TABLE: ASIA — ANNUAL FDI INFLOWS
TABLE: TRADE AND INVESTMENT RATINGS
Market Orientation
Operational Risk
TABLE: SOUTH KOREA - TOP EXPORT DESTINATIONS (US$MN)

CHAPTER 5: KEY SECTORS

Pharmaceuticals

TABLE: PATENTED DRUG MARKET INDICATORS, HISTORICAL DATA AND
FORECASTS

TABLE: PRESCRIPTION DRUG MARKET INDICATORS, HISTORICAL DATA AND
FORECASTS

TABLE: GENERICS DRUG MARKET INDICATORS, HISTORICAL DATA AND
FORECASTS

TABLE: PHARMACEUTICAL TRADE DATA AND FORECASTS (US$SMN)
Telecommunications

TABLE: TELECOMS SECTOR — INTERNET — HISTORICAL DATA & FORECASTS

TABLE: TELECOMS SECTOR — ARPU (KRW) — HISTORICAL DATA AND
FORECASTS

TABLE: INDUSTRY TRENDS-FIXED-LINE SECTOR

TABLE: TELECOMS SECTOR — MOBILE — HISTORICAL DATA AND FORECASTS
Other Key Sectors

TABLE: OIL AND GAS SECTOR KEY INDICATORS

TABLE: DEFENCE AND SECURITY SECTOR KEY INDICATORS

TABLE: INFRASTRUCTURE SECTOR KEY INDICATORS

TABLE: FOOD AND DRINK SECTOR KEY INDICATORS

TABLE: AUTOS SECTOR KEY INDICATORS

TABLE: FREIGHT SECTOR KEY INDICATORS
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CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Lowering EM Growth Forecasts

TABLE: GLOBAL ASSUMPTIONS

TABLE: DEVELOPED STATES, REAL GDP GROWTH, %

TABLE: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

TABLE: EMERGING MARKETS, REAL GDP GROWTH, %
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