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The Inter-Korean summit, which started 
with North Korean leader Kim Jong-un crossing 

the militarized zone (DMZ) line in Panmunjom and shaking hands with South 
Korean President Moon Jae-in at 9:29 a.m. on April 27, was a big global event 
enough to attract attention from all over the world. The two leaders launched a 
‘surprise show’ even by crossing together the line to North Korea amid more 
than 4,000 reporters from all around the world visiting and watching it. 

The summit was a result of the coinciding interests of the two leaders, that 
is, the North Korean leader feeling threatened with U.S. economic sanctions 
and military pressure intensifying against North Korea’s nuclear weapons and 
the South Korean President focusing on South Korea’s leading role in issues 
related to the Korean Peninsula. 

Officially, the inter-Korean summit was for coordination regarding the 
North Korean nuclear issue prior to the upcoming US-North Korea summit. 
However, before any results coming from the US-North Korea summit, two 
leaders issued a joint statement promising to declare the end of the Korean War 
and sign a peace treaty within this year for a nuclear-free Korean Peninsula 

Amid the North Korean leader not mentioning nuclear disarmament at 
all, Moon and Kim focused more on ‘same race’ and ‘unification’ than on the 
nuclear issue in the statement. It is true that this sentimental approach touched 
and excited a number of South Koreans as if peace and unification were 
around the corner. That may be the reason why the opposition Liberty Korea 
Party denounced the statement as putting the cart before the horse. 

Meanwhile, quite differently from their previous attitudes and behaviors, 
North Korean news outlets such as Rodong Sinmun, Korean Central News 
Agency and Korean Central Broadcasting Committee reported the entire 
Panmunjom Declaration as it is. It seems that their purpose is to get the upper 
hand in the upcoming Washington-Pyongyang summit by stressing that the 
ball is now in the court of the United States. In other words, the North may 
blame the South and the United States if the result of the upcoming summit is 
not satisfactory. 

It is not too much to say that Washington has been led by the two Koreas 
with the lack of a decisive option. However, it reconfirmed the complete, 
verifiable and irreversible dismantlement (CVID) of the North Korea’s nuclear 
weapons after the Panmunjom Declaration. Secretary of State Mike Pompeo 
mentioned that, although he was encouraged by the two leaders’ goal for com-
plete denuclearization, the U.S. is concentrating on CVID without delay. 

It cannot be said for sure whether the North Korean leader’s gesture dur-
ing the recent summit was from his confidence based on the completed nuclear 
weapons of the North or from his reality check following the United States’ max-
imum pressure and engagement strat-
egy. Things will become clear through 
the upcoming summit between the U.S. 
and the North. It should be kept in mind 
that excessive expectations can lead to 
yet another disappointment. 
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General Motor (GM) will 
increase its capital spend-
ing on GM Korea by US$1 

billion to US$1.5 billion in order to sta-
bilize the operation of the Korean sub-
sidiary.

GM Korea is nearing a normaliza-
tion of its operation, as GM has pro-
posed to increase its investment in GM 
Korea by up to US$1.5 billion for 10 
years to come as part of its effort to nor-
malize its troubled Korean subsidiary.

When i t  comes to GM Korea’s 
US$2.7 billion debt from the GM head-
quarters, which was planned to be com-
pletely written off through a debt-equity 
swap, the size of the swap is likely to be 
reduced instead.

According to the Korea Develop-
ment Bank (KDB), GM has notified the 
bank that it would increase its invest-
ment in its Korean affiliate by US$1 bil-

lion to US$1.5 billion in order to stabi-
lize the operation of the plants.

The KDB is positive about the pro-
posal. Early this year, GM said that it 
would invest US$5.5 billion in the 
plants, US$2.7 billion through a debt-
equity swap and US$2.8 billion in new 
investment to be made for 10 years. In 
return, it requested financial support 
from the KDB.

More  r ecen t ly,  howeve r,  GM 
reached a conclusion that an additional 
investment is necessary to pay retire-
ment benefits and restore local sales net-
work.

The KDB is required to increase its 
financial support when GM increases its 
investment. Previously, the KDB, which 
owns 17% of GM Korea, was supposed 
to provide approximately 500 billion 
won in accordance with its shareholding, 
with GM additionally investing US$2.8 

billion. If GM increases its investment 
by US$1 billion, the KDB’s additional 
support should reach 180 billion won or 
so. The KDB is said to be willing to pro-
vide the money.

The size of the debt-equity swap is 
likely to be reduced. GM proposed to 
completely write off the debt, but the 
KDB is said to be feeling some pressure 
about the proposal because its share-
holding in GM Korea falls below 1% 
in that case. If the size of the swap is 
reduced, however, the KDB’s sharehold-
ing falls less and the company’s finan-
cial soundness can be improved at the 
same time.

The method for the financial support 
from the KDB, which has been an issue 
of much interest, is likely to be capital 
plus loan. For example, on the assump-
tion that the KDB additionally provides 
680 billion won, some of the money can 

By Jung Min-hee

Towards GM Korea Normalization      

GM to Add US$1.5 Billion  
to Its Investment in GM Korea

08 
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be lent and the rest can take the form of 
capital to the extent that its shareholding 
is maintained.

Then, the KDB can maintain its 
influence in GM Korea’s board meet-
ings and shareholders meetings and 
hold GM Korea’s plant in Bupyeong or 
Changwon as security, and thus the bank 
can have some bargaining power if GM 
threatens to leave the South Korean mar-
ket in 10 years. The KDB said that the 
method is yet to be determined.

GM’s Commitment and  
KDB’s Veto Right

It has been found that GM, which 
decided to stay in the South Korean mar-
ket for at least 10 years, is positive about 
the Korea Development Bank’s veto that 
can be exercised during its decision-
making processes within the period.

Earlier, the South Korean govern-
ment and the bank told GM not to sell 
its shares in GM Korea for at least 10 
years. “GM’s stay and the KDB’s veto 
in the processes are not objects of nego-
tiation but prerequisites for the govern-
ment’s financial support for GM Korea,” 
said an industry source, adding, “GM is 
willing to accept these points.”

Another source said that stabilization 
of GM Korea is about to begin. “A pro-
visional contract is likely to be signed 
within this week, with the final contract 
concluded next month after the comple-
tion of due diligence,” he said.

GM already announced that its 
plants in South Korea would produce 
two of its new models. In addition, 
GM included its local business plan for 
2018 to 2027 in its application for for-
eign investment zone designation. This 
means GM is likely to stay in South 
Korea for at least 10 years to come.

The South Korean government also 
demanded a veto concerning important 
decisions, such as disposal or transfer 
of assets exceeding 20% of GM Korea’s 
total assets, so that the KDB can exer-
cise its veto regardless of its sharehold-
ing in the automaker. GM can dispose 
of its land and plants at will without this 
veto and the government’s stance is that 

it will provide no financial support with-
out the veto being guaranteed. It is said 
that GM understood its stance.

First hurdle on  
normalization path cleared

Earlier, GM Korea’s labor and man-
agement tentatively agreed on a restruc-
turing plan on April 23, clearing a key 
hurdle on the path to the troubled com-
pany’s normalization.

The two sides managed to narrow 
their differences on how to treat the 680 
employees left after the recent voluntary 
retirement at the Gunsan Plant.

They agreed to implement a volun-
tary retirement program for the employ-
ees and redeploy those who choose to 
remain to posts other than the current 
ones. They also agreed not to put the 
employees on unpaid leave.

In a negotiation held on April 21, the 
employers proposed to redeploy some 
of the 680 employees to Bupyeong and 
Changwon plants and shorten the period 
of unpaid leave from five years to four 
years, but the labor union refused to 
accept it.

The two sides also agreed on a set of 
restructuring measures, including wage 
freeze, no bonuses and the suspension of 
some work benefits.

The agreement came near the dead-
line for negotiation set by the U.S. par-

ent company of the Korean subsidiary. 
The company had originally set the 
deadline for an agreement from the 
union at midnight Friday, but it was 
delayed to 5 p.m. Monday.

Still a Long to Go

Despite the labor-management 
agreement, GM Korea has a long way to 
go before normalization is achieved. The 
company needs to get financial support 
from the Korean government.

The Korea Development Bank, 
which is the second largest shareholder 
of GM Korea, has conducted due dili-
gence on the debt-stricken company. The 
bank said GM Korea would be able to 
generate profits in 2020 if its business 
stabilization plan is executed.

In its restructuring plan for GM 
Korea, GM proposed to convert $2.7 bil-
lion debt owed to it by the Korean sub-
sidiary into equity and offered to share 
an investment of $2.8 billion between 
GM Korea and the state-run Korea 
Development Bank (KDB). It also sug-
gested allocating two new vehicles to 
Korean plants.

The KDB has said it could inject 
about 500 billion won (US$470 mil-
lion), or 17 percent of the $2.8 billion, 
into GM Korea if the company’s labor 
and management agree to proceed with 
restructuring measures. 

GM Korea’s labor and management negotiation, which is the driving force of its revival, was going steadily 
downhill.

focus
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Anticipation is growing for 
e c o n o m i c  c o o p e r a t i o n 
and development between 

South and North Korea as inter-Korean 
relationships began to thaw once again 
with the North Korea-US summit meet-
ing scheduled to be held on June 12 as 
planned after twists and turns.

Experts believe that if economic 
cooperation between the two Koreas 
becomes concrete, the volume of infra-
structure projects such as SOC projects 
and plant projects will amount to 289 
trillion won.

The Korea Institute for National Uni-
fication estimated that the unification of 
South and North Korea would cost 831 
trillion won, with 289 trillion won of it 
spent on building SOC. The Construction 
and Economy Research Institute of Korea 
forecast that 270 trillion won would be 
needed for the development of North 
Korean infrastructure for ten years. In 
addition, the Financial Services Commis-
sion and the Korea Research Institute for 
Human Settlements estimated that 150 
trillion won and 94 trillion won would be 
needed for the development of infrastruc-
ture in North Korea, respectively.

According to reports released by the 
Construction and Economy Research 
Inst i tute  of  Korea and the Korea 
Research Institute for Human Settle-
ments, roads are considered to be in the 
worst conditions among social infrastruc-
ture in North Korea.

North Korea's total road extension 
is 26,644km, only 25% of that of South 
Korea (10,567,3km). North Korea’s 
highways are 729km long in total, which 
is equivalent to 17% of South Korea’s 
(4,139㎞).

In addition, North Korean ports have 
an unloading capacity of about 4,100 
tons, which is only 0.04% compared with 

that of South Korean ports. It is said that 
the deterioration of port facilities sparks 
off a long delay of cargoes such as coal 
and iron ore.

About 98% of North Korea’s rail-
roads were built during the Japanese 
colonial rule of Korea so they need 
repairing. In the case of the housing 
business, one million homes will require 
repair and improvement work over the 
next decade.

Only a little more than half of North 
Korean homes have flush toilets. Over 
90% of North Korean homes are depend-
ing on coal and wood for heating.

Accordingly, the focus is on Hyun-
dai Engineering and Construction (E&C) 
which had carried out 700 billion won 
worth of North Korean projects such as the 
North Korean Light Water Reactor proj-
ect and the construction of the Geumgang 
Mountain Cultural Center since 1999.

"There are variables such as the 
summit meeting between North Korea 
and the United States, so we are not in 
the stage to draw up a specific business 
plan," a Hyundai E&C official said. "If 
economic cooperation between South 
and North Korea becomes a reality, 
Hyundai E&C will have no problem in 
moving forward with new projects by 
utilizing our rich experience."

Daewoo Engineering and Construc-
tion (E&C) also formed a TF team for 
such SOC projects. The company par-
ticipated in the North Korean light 
water reactor project in 1990 along with 
Hyundai E&C, when Daewoo E&C 
was a construction arm of the Daewoo 
Group. Daewoo E&C is making a blue-
print to build a tidal power plant in North 
Korea’s Hwanghae Province which has 
a big difference between the rise and 
fall of the tide by taking advantage of 
its experience in building Sihwa Tidal 

Power Plant in Ansan, South Korea.
In addition, Ee-Hwa Construction 

which engages in civil engineering and 
construction projects, and Nam Kwang 
Engineering, which operated a steel 
frame factory in the Gaesong Industrial 
Complex in North Korea, are drawing a 
lot of attention.

Among government-run corpora-
tions under the Ministry of Land, Infra-
structure and Transport, Korea Land and 
Geospatial Informatix Corporation (LX) 
is preparing to build a North Korean 
land information database, and Korea 
Expressway Corporation is mapping out 
a business plan such as the construction 
of a highway in North Korea.

"It will take a long time for inter-
Korean economic cooperation to take 
place after the summit meeting between 
North Korea and the US. It is still 
unclear whether the project will proceed 
smoothly based on past experiences," an 
industry official said

"Even if a project is carried out to 
arrive at the stage of beginning to con-
struct an SOC facility, it is still highly like-
ly that many various problems will occur 
unless North Korea gets rid of its chronic 
trust issues such as local labor productiv-
ity and payment after the completion of 
the project," the official added.  

By Michael Herh

South Korean President Moon Jae-in (right) and 
North Korean leader Kim Jung-un during a press 
conference after their first summit at Panmunjeom on 
April 27.

Infrastructure Projects Estimated at 289 Tril. Won

South Korean Builders Show Growing 
Interest in North Korean SOC Projects
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The South Korean government 
had talks with the Interna-
tional Monetary Fund (IMF) 

and the U.S.  Department of Treasury 
over how to disclose its forex market 
intervention data. Although they failed 
to reach an agreement, the government 
made it official that it would conduct the 
disclosure with prudence.

Deputy Prime Minister Kim Dong-
yeon, who stayed in the United States 
from April 19 to 21 (local time) for G20 
financial ministers’ and IMF and World 
Bank meetings, talked over the matter 
with IMF chief Christine Lagarde and 
U.S. Treasury Secretary Steven Mnuchin 
during his stay in the U.S.

“The South Korean government is 
examining how to enhance the transpar-

ency of the local foreign exchange mar-
ket,” the deputy prime minister said dur-
ing his meeting with the U.S. treasury 
secretary on April 21, adding, “The gov-
ernment is going to make a prudent deci-
sion in view of its potential effects on 
the local forex market and the economy 
as a whole." He said Seoul would also 
take into account the G20 agreement, 
IMF recommendations, the Trans-Pacif-
ic Partnership, and various case studies. 
The U.S. Treasury Secretary remarked 
that the U.S. had a positive evaluation 
about the South Korean government’s 
efforts and talks would continue.

The meeting between the deputy 
prime minister and the IMF chief took 
place on April 19. There, Kim made 
similar remarks, explaining that the 

South Korean government’s prudent 
decisions would be based on the fac-
tors mentioned above. The IMF chief 
advised that the disclosure would con-
tribute to the macroeconomic side of 
South Korea by enhancing the trans-
parency of its eco nomic policy and it 
would entail few side effects in view of 
the country’s forex and financial market 
conditions.

In short, the South Korean govern-
ment failed to reach an agreement with 
Washington and the IMF on the matter. 
Their opinions are still different on the 
two key issues -- the timing and scope of 
data disclosure.

The South Korean government is 
likely to conduct the disclosure on a 
quarterly basis with an interval of three 
months or less. This is because the gov-
ernment is likely to apply the joint state-
ment of the TPP agreement. In addition, 
it is planning to disclose the total pur-
chase and sale values.

Meanwhile, the United States is 
demanding an interval of one month. 
Earlier, the U.S. let countries disclosing 
their data for the first time, such as Viet-
nam and Malaysia, disclose net foreign 
exchange purchase every six months 
with an interval of six months.

The South Korean government is 
expected to announce its decision next 
month after more talks with the U.S. 
and the IMF. Still, it is likely to make 
an independent determination on the key 
issues. “The disclosure will be gradu-
al and the government’s basic stance, 
that is, minimal intervention and clear 
responses to significant market fluctua-
tions, will not change at all,” said the 
Deputy Prime Minister. 

Korea Favors Prudent Approach

Seoul, Washington Still Differ 
on Disclosure Forex Market 
Intervention Data
by Jung Suk-yee

Deputy Prime Minister Kim Dong-yeon (left) and U.S. Treasury Secretary Steven Mnuchin shake hands after a 
meeting during the G20 financial ministers’ meeting held in the United States from April 19 to 21 (local time).
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March exports exceeded 
US$50 billion for the first 
time. However, the con-

centration of exports of specific items is 
rising. To cite an example, the proportion 
of semiconductor exports topped 20%.

Accord ing  to  the  Min i s t ry  o f 
Trade, Industry and Energy (MOTIE) 
announced on April 1, exports rose 6.1 
percent to US$51.58 billion last month. 
It was the first time that exports exceed-
ed US$ 50 billion in March. Average 
daily exports in March also reached 

a record high of US$2.19 billion in 
March. There is concern that Korea’s 
exports may be hurt by the strengthen-
ing of protectionism in the United States 
but Korea put up a good fight in exports. 
As a result, Korea’s exports rose for the 
17th consecutive month since November 
2016.

Semiconductors performed well 
while taking the lead as one of Korea’s 
leading export items last month as well. 
Semiconductor exports hit US$10.8 bil-
lion in March, up 44.2 percent from a 

year earlier. It was the first time exports 
of a single item reached US$10 billion a 
month. This was attributed to an increase 
in demand for high-value-added items 
such MCPs and SSDs sparked off by the 
development of new industries such as 
the internet of things (IoT) and autono-
mous vehicles. 

In addition, increases were recorded 
in exports of computers (62.5 percent), 
steel (6.3 percent), general machinery 
(6.1 percent), textiles (1.5 percent) and 
petrochemicals (0.8 percent), too.

Although exports have been on a 
cruise even in the midst of various nega-
tive factors, the fact that too much con-
centration of semiconductor exports is 
considered a negative factor. Semicon-
ductor exports in the first quarters of this 
year ran to US$ 29.49 billion, accounting 

South Korea is planning to help 
developing countries reduce 860 

million tons of greenhouse gases, which 
is equivalent to 5% of their request for 
emission reduction support from devel-
oped countries. In doing so, Korea is 

expected to prevent more than 100 mil-
lion people from further suffering from 
climate change.

The Ministry of Science and ICT 
announced on April 23 that the plan for 
international technological coopera-

tion for GHG emission reduction will 
be finalized at the Presidential Adviso-
ry Council of Science and Technology 
meeting scheduled for April 25.

The purpose of the plan is to con-
tribute to the global efforts to cope with 
climate change as the role of science 
and technology is growing in addressing 
climate impacts. The government also 
seeks to play a leading role as interna-
tional cooperation is growing in climate 
change campaigns.

The government plans to use Korea’s 
advanced technology in cutting GHG 
emissions in developing countries.

It also plans to host the Asia-Pacif-
ic region office of the technical support 
agency to be set up for climate change 
response in developing countries under 
the United Nations Framework Conven-
tion on Climate Change (UNFCCC).

The government plans to launch cli-
mate technology cooperation projects 
worth US$10 billion by 2030 within the 
UN framework.

In addition, the Korean government 
is going to widen its pool of experts and 
enhance its systems and organizations 
required for climate technology coopera-
tion while taking a leading role in inter-
national climate policy setting. 

Plan Will Benefit 100 Mil. People

Korea to Reduce 860 Million Tons of 
Greenhouse Gas in Developing Countries
by Jung Suk-yee

Growing Dependency on Semiconductors

Korea’s Exports Surpass $50 Billion in 
March for First Time

South Korea's plan will mitigate climate impacts for more than 100 million people in developing countries.

by Michael Herh
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This year,  South Korea is 
expec ted  to  become the 
world’s 31st country recording 

a GNI per capita of at least US$30,000.
According to the World Bank, 30 

countries exceeded US$30,000 in GNI 
per capita until 2016. Monaco did so in 
1977, Liechtenstein in 1987, and Swit-
zerland in 1988. Britain, France, Austria 
and Belgium did so in the early 2000s. 
Spain and Cyprus did so once before fall-
ing back.

South Korea is likely to swell the 
ranks this year given that its economy is 
expected to show a 3% growth, its infla-

tion estimate is 1.7%, and its foreign 
exchange rates are expected to be close 
to last year’s. South Korea broke the 
US$20,000 mark back in 2006 by reach-
ing US$20,795.

The interval of 12 years is relative-
ly longer than those of the other coun-
tries. According to the Bank of Korea, 
the interval is 10.1 years on average 
when it comes to countries with a GNI 
per capita of at least US$20,000 and a 
population of at least 20 million. Among 
those countries, both Japan and Germany 
took five years to reach US$30,000 from 
US$20,000. South Korea and Spain are 

currently the only two of them below 
US$30,000.

The Bank of Korea explained that 
those countries, with the exception of 
South Korea, reached US$30,000 before 
the global financial crisis of 2008 and 
2009 and South Korea had to take two 
more years for the financial crisis. In 
2008 and 2009, South Korea’s GNI per 
capita fell 11.2% and 10.6%, respective-
ly. 

31st Country with More Than $30,000 GNI

S. Korea’s GNI per Capita Expected  
to Exceed $30,000 This Year

for 20.2% of the total. The percentage of 
semiconductor exports grew more than 3 
percentage points from 17.1 percent last 
year.

Slowdowns in exports of automobiles 
and displays, which belong to Korea's 
flagship products, are also a serious mat-
ter. Exports of automobiles and auto 
parts fell 4.4% and 11.9%, respectively, 
in the first quarter of this year. Display 
exports also fell 15.4%.

By region, exports increased to the 

European Union (up 24.2%), Japan 
(up 9.7%), China (up 16.6%) and the 
ASEAN (up 2.2%) year on year. In par-
ticular, exports to China (US$13.59 bil-
lion, up 16.6 percent) and ASEAN (US$ 
8.58 billion, up 2.2 percent) were all 
March highs.

On the other hand, exports to the 
US, which have taken a strong protec-
tionist stance, decreased 1.0%. Exports 
of semiconductors (60.5%) and wireless 
communications equipment (123.6%) 

increased due to demand for higher 
capacity memories demand and the 
launch of new smartphone models. How-
ever, exports of automobiles (-9.7%) and 
auto parts (-6.6%) dropped. Rising uti-
lization rates at crude oil refining facili-
ties in the US significantly pulled down 
petroleum product exports (-47.9%). 
On the other hand, a rise in imports of 
components for semiconductor manufac-
turing equipment (147.8 percent), beef 
(31.7 percent) and orange (39.2 percent) 
gave rise to a surplus of US$1.05 billion 
in trade with the US, down 4.15 percent 
from a year earlier.

Meanwhile, March imports were 
US$44.72 billion, up 5.0 percent from a 
year ago.

The Ministry of Trade, Industry and 
Energy predicted that thorough moni-
toring would be needed as future export 
conditions would not be favorable due 
to the expansion of import regulations, 
concerns over US-China trade conflicts, 
the deepening of exchange rate volatility 
triggered by US interest rate hikes and a 
possibility of a slowdown in the growth 
of newly emerging economies among 
others. 

South Korea’s exports rose 6.1 percent to US$51.58 billion last month from a year ago.

South Korea’s GNI per capita is expected to exceed 
US$30,000 this year.

by Jung Suk-yee
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The Ministry of Trade, Industry & Energy announced 
on April 4 that the total reported foreign direct 
investments (FDI) reached US$4.93 billion in the 

first quarter of this year, up 28.1% from a year ago. The amount 
is the second-largest Q1 amount in history. Still, the investment 
that was actually made was US$2.91 billion, down 2.9% from a 
year earlier.

The FDI reported from the EU increased 114% year on year 
to US$1.87 billion and the actual investment from the region 
fell 2.9% to US$1.1 billion. A large equity investment of more 
than US$100 million was made in semiconductor material man-
ufacturers and autonomous vehicle parts suppliers.

When it comes to China, the amounts were US$1.05 billion 
and US$22 million, up 541.5% and down 47.8%, respectively. 
Real estate investment totaled US$800 million with an increase 
of 10,691% and large investments were made in the semicon-
ductor, electronic component and photovoltaic industries.

The amounts from the United States were US$740 million 
(up 102.3%) and US$780 million (up 297.7%). The invest-
ment from the country was concentrated on e-commerce, cloud 
computing, financial and insurance services, etc. In the case of 

Japan, those were US$370 million (down 9.6%) and US$312 
million (up 26.9%). Some diversification in terms of destination 
was witnessed from chemical engineering and electric and elec-
tronics to consumer goods, information and communications, 
and finance.

In the manufacturing sector, the reported FDI increased 
58.6% to US$1.54 billion as the number of joint investments 
increased for transport machinery, electric and electronics, etc. 
In the service industry, the reported FDI rose 18.6% to US$3.34 
billion based on investment in IT platform, cloud computing, 
e-commerce, fintech and the like.

Greenfield investment totaled US$3.56 billion, the largest 
Q1 amount, with a year-on-year increase of 16.2%. Likewise, 
M&A investment rose 73.8% to US$1.38 billion. 

According to the Bank of Korea on April 4, South 
Korea’s foreign exchange reserves totaled a record 
high of US$396.75 billion as of the end of last 

month, showing a month-on-month increase of US$1.95 billion.
Its forex reserves increased for three months in a row from 

November 2017 to January 2018 but fell US$960 million in 
February this year before rebounding last month.

Last month, the central bank succeeded in increasing the 
revenue from its foreign currency-denominated assets while the 
U.S. dollar depreciated to result in an increase in the value of 
its foreign currency assets converted to the U.S. dollar and the 
increase in the reserves. The USD Index, which shows the value 
of the USD in comparison to six major currencies, fell 0.7% 
from 90.6 to 90.0 between the ends of February and March.

Marketable securities such as government and government 

agency bonds and asset-backed securities decreased by US$2.14 
billion to US$363.08 billion while deposits in foreign central 
banks and major global banks rose US$4.09 billion to US$23.82 
billion.

As of the end of February, South Korea ranked ninth in 
the world in terms of the size of foreign exchange reserves. 
China (US$3.1345 trillion) topped the list, followed by Japan 
(US$1.2617 trillion), Switzerland (US$825.6 billion) and Saudi 
Arabia (US$487.2 billion). 

Mainly Due to Weaker Dollar

S. Korea’s FX Reserves Hit an 
All-time High in March
by Jung Suk-yee

Due to Money from China

FDI in S. Korea Rose  
28.1% in Q1

South Korea’s foreign exchange reserves totaled a record high of US$396.75 billion 
as of the end of last month, up US$1.95 billion from a month ago.

The foreign direct investments reported from China increased 114% year on year 
to US$1.87 billion and the actual investment from the region fell 2.9% to US$1.1 
billion.

by Jung Suk-yee
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The Chinese economy puts pressure on the South 
Korean key industries as a double-edged sword, 
according to a recent report.

The Hyundai Research Institute (HRI) analyzed the reasons 
of the current crisis at its report titled “South Korean Key Indus-
tries’ Crisis and Solutions” on April 8.

Comparing the competitive industrial performance (CIP) 
index, which indicates the competitiveness of manufacturing 
industry by country, South Korea ranked fourth from 2009 to 
2014, outpacing China. However, China moved up to third place 
in 2015, overtaking South Korea. South Korea fell to fifth place 
in terms of the competitiveness of the manufacturing industry.

The HRI analyzed the crisis situation of some key industries 
caused by China.

The report said, “China has the leadership of steel supply, 
not South Korea. For the petrochemical industry, domestic com-
panies are facing double difficulties of China, the main export 
market, entering the moderate growth state and seeing the rise in 
the rate of self-sufficiency. For the shipbuilding industry, China 
are pushing out domestic shipbuilders even in a smaller size of 
orders.” 

The Korea Institute for International Economic Policy 
(KIEP) said in its recent report that the KORUS FTA 
has been more advantageous for the United States 

rather than South Korea since its implementation in 2012.
According to the report, the imports of U.S. products to 

which preferential tariffs were applied increased by US$5.608 
billion from 2012 to 2016 and the KORUS FTA accounted for 
36.5% of the increment. Meanwhile, South Korea’s exports 
to the United States that benefitted from the KORUS FTA 
were US$3.162 billion, 17.2% of the total increase in exports. 
Although the latter exceeds the former in terms of abso-
lute amount, this can be attributed to product competitiveness 
improvement, marketing expansion, and so on and the contribu-
tion of the KORUS FTA to the U.S. was more than twice that to 
South Korea.

On the investment side, the KORUS FTA contributed to 
US$989.11 million in South Korea’s investment in the U.S., 
which was equivalent to 35% of the total increment, whereas the 
figures were US$316.3 million and 29.3% vice versa. This means 
the U.S. took a larger portion in terms of job creation resulting 
from investment expansion. The KORUS FTA increased the 
number of jobs in South Korea only by 16,803 for five years.

The KIEP also pointed out that the increase in automobile 
exports from South Korea to the U.S. under the KORUS FTA 
was statistically insignificant. “Although the exports in 2016 
increased by an average of 9.8% in comparison to the peri-
od preceding the tariff reduction, this has no statistical signifi-
cance,” the institute explained, adding, “It cannot be said that 
the KORUS FTA contributed to South Korea in terms of car 
exports.” 

Correction Needed?

Report: ‘U.S. Benefited More from KORUS FTA’
by Jung Suk-yee

S. Korean Key Industries’ Crisis

Report: ‘Chinese Economy Puts 
Pressure on S. Korea’s Key 
Industries’

KORUS FTA has been more advantageous for the United States rather than South 
Korea since its implementation in 2012.

China moved up to third place in terms of the competitiveness of the manufactur-
ing industry in 2015, overtaking South Korea that fell to fifth place.

by Jung Suk-yee
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Special Report on Financial Industry

S. Korean Financial 
Companies Going Global

South Korean financial com-
panies are expanding their 
business abroad, especially in 

Southeast Asian countries in line with the 
South Korean government’s New South-
ern Policy. The four largest South Korean 
financial groups, that is, Shinhan, Hana, 
KB Kookmin and NH are entering the 
local financial investment, insurance and 
credit card markets based on their inter-
national banking networks.

This can be attributed to the satura-
tion of the South Korean financial mar-
ket, where interest rates remain low and 
bank charges are on the decrease, nega-
tively affecting profitability. In other 
words, the companies are riveting their 
eyes on overseas markets for new growth 
opportunities and profit diversification.

South Korean banks lag behind 
global leading banks in terms of profit-
ability. Although the former’s current 
net income increased by 8.7 trillion won 
to 11.2 trillion won from 2016 to 2017, 
their ROA and ROE stood at 0.48% and 
6.0% last year, respectively. Meanwhile, 
those of American commercial banks 
were 1.09% and 9.73% during the same 
period. Things are even worse in the non-
banking financial sector.

A number of South Korean financial 
companies began to go abroad after the 
recent global financial crisis. They have 
expanded their overseas business by set-
ting up new branches and acquiring local 
banking companies, which has led to 
some quantitative growth and profitabil-
ity improvement.

In the past, South Korean financial 
companies used to go abroad together 

with South Korean manufacturers and 
do business only with them. These days, 
on the contrary, they are concentrating on 
M&A-based market expansion in order 
to beef up their corporate and retail bank-
ing services.

According to the Financial Supervi-
sory Service, the number of their over-
seas branches in a total of 43 countries 
increased by 24 to 431 in 2017, which 
are divided into 185 bank branches, 115 
for financial investment, 85 for insur-
ance, 44 for credit finance, and two hold-
ing company branches.

Last year, the current net income of 
the 431 branches totaled US$934.1 mil-
lion with a year-on-year growth of more 
than 40%. That of the bank branches 
reached US$806.6 million. By bank, 
KEB Hana posted the largest net income, 
340.2 billion won to be exact.

KB Kookmin, NH and IBK 
Focusing on Southeast Asia

KB Kookmin Bank is the first South 
Korean financial company that entered 
the Southeast Asian market. At present, it 
has 13 overseas branches in 10 countries.

In September 2016, it launched Liiv 
Cambodia as a digital bank platform in 
Cambodia. More recently, it opened a 
branch in Myanmar.

“We are planning to connect Liiv 
Cambodia to offline banking in order to 
expand our business to Indonesia, Myan-
mar, Vietnam, and so on,” the company 
said, adding, “Some synergy is anticipat-
ed with the non-banking field including 
consumer finance and credit card busi-

ness.”
NH Bank is a late starter, but it is 

currently expanding its market at a rapid 
pace in Southeast Asian agricultural 
countries. At present, NH Bank is run-
ning branches in New York and Hanoi, 
offices in Beijing and New Delhi, and a 
corporation in Myanmar.

NH Bank’s overseas business strat-
egy can be defined as a combination 
between commercial finance and agri-
cultural finance based on its know-how 
in the agricultural sector. The company 
is planning to complete the acquisition 
of a local micro credit institution in Cam-
bodia before the end of the first half of 
this year. In addition, it is going to open 
branches in India, Vietnam and China.

IBK is expanding its networks in 
countries where it can better cooperate 
with a number of small businesses. As 
of the end of last year, it was running 
27 overseas branches in 11 countries in 
total. This year, it obtained an approval 
for an office in Phnom Penh, Cambodia 
and signed a conditional stock purchase 
agreement with Mitraniaga Bankin Indo-
nesia. Its office in the Russian Far East is 
scheduled to be opened within this year, 
too.

Woori, Shinhan and Hana 
Expanding to Non-Southeast 
Asian Countries

Woori Bank, in the meantime, is 
planning to enter the European market by 
establishing a local corporation in Ger-
many this year. Its long-term goal is to 
link Woori Bank Germany to its branch 

By Jung Suk-yee
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in London and office in Poland and then 
enter the East European market, where 
multiple South Korean companies are 
running manufacturing facilities.

As of the end of March this year, 
Woori Bank had a total of 301 sales net-
works in 25 countries. The bank is going 
to increase the number to at least 500 in 
the first half by opening new branches in 
Turkey, Africa, etc. “Our overseas busi-
ness currently accounts for approximate-
ly 10% of our net profit, but the ratio 
will reach 30% in 2020,” the company 
explained.

Shinhan Bank is currently the largest 
foreign bank in Vietnam. In addition, it 
is opening branches and corporations in 
various countries like the United States, 
Britain, Canada, Germany and Poland. 
It had 158 sales networks in 20 countries 
at the end of 2017. Shinhan Investment 
Corporation is planning to raise its over-
seas business ratio to at least 20% by 

2020, and the subsidiaries of the Shinhan 
Financial Group are expected to work 
even more closely with each other in 
opening up new markets.

KEB Hana is focusing on Mexico. 
There, it obtained a banking business 
license last year and is planning to open 
a branch this year. Then, KEB Hana 
becomes the second South Korean bank 
in Mexico behind Shinhan. KEB Hana is 
working on a branch in Gurugram, India, 
too. The Hana Financial Group is going 
to increase the ratio of global business to 
40% by 2025 mainly by means of M&A 
in emerging markets.

‘Excessive Concentration  
 in Southeast Asia Should  
 Be Avoided’

Experts, in the meantime, point out 
that South Korean financial companies 
need to further diversify their overseas 

markets instead of focusing on Southeast 
Asia.

Their 431 overseas branches include 
299 in emerging Asian countries like 
China, Vietnam, Indonesia and Myan-
mar. According to experts, this ratio as 
high as 69.4% can be a potential risk 
factor in that it may lead to more fierce 
competition among themselves.

“Many South Korean banks have 
entered the Southeast Asian market only 
for short-term profits and, as such, their 
global competitiveness may be affected 
in the long term,” one of them warned, 
adding, “Besides, they may be exposed 
to different risks with many Southeast 
Asian countries still politically and eco-
nomically volatile.”

Another one advised, “They need 
to adopt more digital means instead of 
being limited to existing banking busi-
ness models with global financial envi-
ronments going increasingly digital.”  
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The KB Financial Group is spurring 
overseas expansion through synergies 
among its bank, credit card and insur-

ance affiliates.
The KB Financial Group is conducting a retail 

financial market survey to advance into Southeast 
Asian countries, such as Indonesia and the Phil-
ippines, where demand for financial services is 
expected to grow rapidly with economic growth.

The group is studying a wide array of strate-
gies to enter these countries, including the take-
over of local financial firms.

KB Capital and KB Kookmin Card entered 
the local auto financing market in Laos by estab-
lishing KB KOLAO Leasing, a joint auto finance 
company with local companies with experience 
in the local market. The joint venture company is 
owned by KB Capital (51%), KB Kookmin Card 
(29%) and KOLAO Holdings (20%), a local com-
pany that imports, manufactures and sells auto-
mobiles and motorcycles. It began operations on 
March 20 of this year.

KB Capital and KB Kookmin Card are also 
expanding their business base and diversify-

Special Report on Financial Industry

KB Financial Group Promoting Global 
Business by Generating Synergies 
among Affiliates
By Yoon Young-sil

KB Financial Group chairman Yoon Jong-gyu

ing their portfolio by partnering with other local companies as well as KB 
KOLAO Leasing.

In addition, the KB Financial Group plans to make good use of its branch-
es in Hong Kong, New York and London as outposts for its CIB business.

KB Kookmin Bank and KB Securities will focus on project finance 
(PF) investments in Asian markets and alternative investments and foreign 
exchange bonds (sales & trading) in developed countries. They will also col-
laborate in monitoring emerging markets to look for investment opportunities.

KB Securities' subsidiary in Hong Kong shared office space with KB 
Kookmin Bank’s Hong Kong branch in August 2017. KB Securities com-
pleted the acquisition of Maritime Securities in Vietnam in October 2017 and 
launched KB Securities Vietnam (KBSV) in January 2018.

KB Insurance also forged partnership with UIC, a local joint venture in 
Vietnam, laying the foundation for sales promotion and stable growth.

The KB Financial Group is focusing on improving its mid- to long-term 
global human resource development system as banks and non-banking affili-
ates need global talent in expanding their overseas presence.

The group is running global talent development programs, including 
overseas expert training programs, on-the-job training programs at overseas 
branches and at the Korea Desks at overseas banks with ties with the group. It 
also promotes the establishment of career development programs for efficient 
allocation of human resources.

"This year, KB Kookmin Bank will become a leading bank in Southeast 
Asia through an organic combination of strategies such as customized digital 
financial platforms, the development of global off-line infrastructure and the 
development of systematic global human resources," a KB Financial Group 
official said.

To this end, the KB Financial Group is running the group-wide Global 
CoP (Community of Practice) consisting of employees from affiliates includ-
ing the bank, securities firm, insurer, and credit card company.

The Global Cop is a voluntary learning and research organization centered 
on employees who are interested in the global business. The program is a 
voluntary and steadily held meeting to discover new business ideas through 
sharing knowledge among employees and spread them throughout the group.

Its research areas include the Securities/CIB Department which explores 
alternative investments and plans for direct overseas advancement, the Con-
sumer Finance Department to match local customer characteristics and boost 
convenience for customers, the Digital Payment Department such as digital 
remittance and payment and the Asset Management Department which studies 
how to cultivate global asset management capabilities. Through this program, 
employees can freely study countries and markets in which they are inter-
ested.  

cover story

18 



KB Kookmin Bank is expanding global projects 
based on its sharpened competitiveness in strategic 
business areas such as corporate and investment 

banking (CIB), consumer finance and digital banking.
The bank has nurtured talent in these areas to stay on top 

of the new trends in the financial industry, which are fueled by 
the development of digital technology and increase of overseas 
investment demand of domestic investors.

Over the past two years, the bank accomplished average 
annual growth of 38.1% in customer loans in overseas markets 
by pursuing organic growth strategies in Southeast Asia and 
CIB-centric sales in developed countries.

KB strengthened its corporate finance base by increasing the 
capital of its Ho Chi Minh City branch in Vietnam and has been 
stepping up efforts to create synergies through collaboration with 
the Vietnamese subsidiary of KB Securities acquired last year.

In addition, KB Kookmin Bank established KB Cambodia 
Bank in April 2009 and is now operating four branches in Cam-
bodia. In particular, the bank is harmonizing advanced financial 
techniques with local financial practices by appointing local 
staff members nurtured by KB Cambodia Bank.

In March 2017, KB Kookmin Bank established KB Microfi-
nance Myanmar and is operating a total of four branch offices in 
Myanmar. It secured 22 million customers in a year. This year, 
KB Kookmin Bank will continue to expand operations in the 
economic capital of Yangon and the administrative capital of 
Naypyidaw through a business model which combines micro-
loans and housing loans.

In September 2016, KB launched "Liiv KB Cambodia," a 
global digital bank platform, and now has more than 30,000 reg-
istered users. This model will be applied to neighboring coun-
tries in the future.

KB Kookmin Bank's Hong Kong branch is serving as an 
outpost for expanding synergies among KB Financial Group 
affiliates, including KB Securities, in the investment banking 
sector. It is also acting as the bank’s hub for expanding the CIB 
business in Asia.

KB Kookmin Bank will expand the IB Deal Sourcing Net-
work in New York by installing the IB Unit at its New York 
branch in the second half of the year.

The Tokyo branch has also been restructuring its asset port-
folio under a changed business model, with the focus put on 
large excellent corporations/IB credit. It is also actively partici-
pating in the Asian syndication market.

Besides, KB Kookmin Bank is moving forward with turning 
its subsidiary in London into a branch in order to revitalize its 
operations in Europe, the Middle East and Africa (EMEA), and 
will also establish a 24-hour trading desk in London to expand 
the capital market business at the international financial center.

The Chinese corporation of KB Kookmin Bank established 
in 2012, is currently operating branches in Beijing, Guangzhou, 
Harbin, Suzhou and Shanghai.

Moreover, in order to provide financial services to Korean-
based corporate clients in India and South-East Asia, the bank 
is currently opening a branch office in Gurgaon, a new city 
near New Delhi, the capital city of India. Currently, the Korean 
lender runs an office in Gurgaon.

Meanwhile, the Auckland branch established in New Zealand 
in 1997 is expanding its customer base by strengthening digital 
banking in order to overcome its weakness of having only one 
branch office in New Zealand. Currently, the Auckland branch is 
providing internet banking and mobile banking services and car-
rying out customer visit services using the Campad System.

KB Kookmin Bank has been preparing for its future expan-
sion in overseas operations by fostering global human resources 
under an improved mid- to long-term human resources develop-
ment system. In order to promote the global business success-
fully, the bank is running global talent development programs 
such as local expert development programs and on the job train-
ing (OJT) programs at overseas branches and the Korea Desks 
at overseas banks with ties with KB Kookmin Bank.  

Special Report on Financial Industry

KB Kookmin Bank Nurturing Global 
Talent to Stay on Top of Industry Trends
By Yoon Young-sil

Officials from KB Kookmin Bank and other Korean fianancial institutions in London 
celebrate the opening of the bank's branch in London on May 18 this year. The 
bank converted its subsidiary in London to a branch to offer better services.
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NH Nonghyup Bank is making a foray 
into overseas markets by combining 
commercial finance and agricultur-

al finance based on its expertise in agricultural 
finance.

NH Nonghyup Bank is currently operating 
two branches, two offices and one corporation in 
five overseas countries and has resident officers in 
three other countries.

The two branches are being run in New York 
and Hanoi, the two offices are located in Beijing 
and New Delhi and Myanmar is home to the one 
corporation (Nonghyup Finance Myanmar). There 
are also NH Nonghyup Bank representatives in 
Indonesia, Cambodia and Hong Kong.

NH Nonghyup Bank has recently advanced 
into Cambodia and is expected to finalize the 
acquisition of local micro-credit institutions in the 
first half of the year. In addition, a branch office 
will be set up in India. NH Nonghyup Bank will 
also branch out to Vietnam and China.

Compared to other banks, NH Nonghyup 
Bank was late in making inroads into overseas 
markets. It needed strategies of its own because 
it could not have competiveness as a latecomer 
by simply following other banks’ approaches and 
business models.

In this regard, NH Nonghyup Bank has formu-
lated a strategy based on commercial finance com-
bined with agricultural finance. It seeks to build 
an agricultural finance super grid in Southeast 
Asia based on its expertise in agricultural finance. 
Strong in agricultural finance, the bank focuses on 
agricultural countries with great growth potential 
in Southeast Asia.

NH Nonghyup Bank is continuing its efforts 
to establish business models that would guide it in 
the medium to long term.

The National Agricultural Cooperatives Feder-
ation, from which NH Nonghyup Bank was sepa-
rated, has rich practical know-how in the agricul-
tural sector. It has expertise such areas as helping 
farmers break free from the vicious cycle of usury, 
providing support to farm households and building 

Special Report on Financial Industry

NH Nonghyup Bank Pursues Agricultural 
Finance Super Grid in Asia
By Yoon Young-sil

Lee Dae-hoon (right), president of NH Nonghyup Bank, holds a meeting with Nguyen Dong Tien 
(left), vice foreign minister of the Central Bank of Vietnam, during his visit to the Vietnam's central 
bank in Hanoi on May 8.

systems for production, distribution and sales of agricultural products.
In fact, when NH Nonghyup Bank established a corporation in Myanmar, 

the local municipal government highly appreciated the bank’s expertise and 
know-how in agricultural finance in Korea and approved its application for 
business in the shortest time among Korean financial institutions. This year, 
the second year of NH Nonghyup Bank’s business operations in Myanmar, the 
number of customers surpassed 20,000, indicating the bank’s rapid growth. In 
the future, NH Nonghyup Bank is considering the integration of agriculture-
related projects which the bank can successfully carry out, such as provision 
of financial services to help farmers buy farming machines.

In particular, NH Nonghyup Bank is expected to complete the acquisition 
of local micro-credit institutions in Cambodia within the second quarter of 
this year. Cambodia is an agriculture-oriented country devoid of a secondary 
industry. The nation has a large cultivable area, abundant water resources and 
great potential for agricultural production.

By making good use of these characteristics, NH Nonghyup Bank will 
expand its business base through an entry into financial services for ordinary 
people and farmers, linking the financial, production and distribution business 
such as the agricultural machinery business, agricultural material sales and the 
construction of agricultural distribution networks.

Moreover, NH Nonghyup Bank is pushing to establish a branch in India, 
which is regarded as the center of global economic growth, this year, while 
studying business models that match the characteristics of Vietnam and China.

NH Nonghyup Bank believes that if it establishes business models that 
can accelerate not only its own growth but the development of host countries, 
it will be able to expand its business areas not only to Southeast Asia but also 
to other regions in the future.  
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equity investment and M&As. In 2016, 
it merged Bank Shinhan Indonesia (BSI), 
Shinhan’s subsidiary in Indonesia, and 
Centratama Nasional Bank (CNB), 
another bank in Indonesia.

In April 2017, the bank acquired 
ANZ Bank’s Vietnamese Retail Division 
in April, completing integration of the 
division into Shinhan Bank Vietnam in 
December last year. This is a represen-
tative example. Shinhan Bank is look-
ing for strategic targets in the Southeast 
Asian market in order to make additional 
M&A deals.

Shinhan Bank will steadily expand 
its global channels based on its Asian 
banking belt that links India, Myanmar, 
Cambodia, Vietnam, Singapore, Indone-
sia, Hong Kong, the Philippines, China 
and Japan.

In particular, Shinhan Bank suc-
cessfully completed the acquisition of 
ANZ Bank’s Vietnamese Retail Divi-
sion on December 18 and its integration 

into Shinhan Bank Vietnam. As a result 
of the successful acquisition, Shinhan 
Bank Vietnam has grown into a top for-
eign bank in Vietnam with US$3.3 bil-
lion in total assets, 240,000 credit card 
members, 900,000 customers and 1,400 
employees.

In particular, Shinhan Bank Viet-
nam’s balance, which stood at US$7 
million at the end of 2012, surpassed 
US$700 million after the integration, 
recording 100-fold growth in five years. 
Shinhan Bank Vietnam is recognized as 
a successful case of localization as more 
than 99% of the customers who received 
loans from the bank are local residents.

On December 15, 2017, Shinhan 
Bank acquired a license to start banking 
operations in Mexico. In March this year, 
the bank opened Shinhan Bank Mexico, 
becoming the first Korean bank to make 
presence in Mexico. It was more than 10 
years after the bank opened its Mexico 
office in November 2008 to tap into the 
country’s growth potential.

The Japanese market  is  cal led 
“graves of foreign financial institu-
tions.” Currently, Citibank and Shinhan 
Bank Japan (SBJ) are the only two for-
eign banks operating local corporations 
in Japan. Citibank focuses on corporate 
banking and only SBJ is doing the retail 
banking business for local residents.

Currently, SBJ is chalking up the 
best  business performance among 
Shinhan Bank’s overseas corporations. 
SBJ’s growth in Japan is attributable to 
intensive localization efforts. It shifted 
its sales focus from internal trade with 
its parent bank in Korea and transac-
tions with Korean companies operating 
in Japan to local resident loans such as 
housing loans.

Based on this global network, Shin-
han Bank is pushing forward with a 
localization strategy to develop excellent 
human resources and build organizations 
and infrastructure, continuously devel-
op products and services matching each 
country’s characteristics and carry out 
various marketing activities with the goal 
of increasing local customers through the 
provision of the best financial services 
for customers in local markets.  

Shinhan Bank has been making 
continuous investments in its 
global operations after select-

ing the global business as one of its core 
business areas for future growth. Cur-
rently, Shinhan Bank overseas network 
consists of a total of 162 subsidiaries, 
branches and sales offices in 20 coun-
tries. Since 2010, Shinhan Bank has been 
pursuing a global strategy founded on the 
“Asian Financial Belt” and “selection 
and focus.”

The proportion Shinhan Bank's 
global business in its total net profits has 
been steadily rising from 5.37% in 2011 
to 8.7% at the end of 2014, to 12.0% at 
the end of 2016 and 13.7% at the end of 
2017. The bank’s mid- to long-term goal 
is to boost the ratio to 20% by 2020 and 
to become a global bank based in Asia.

While pursuing organic growth, 
Shinhan Bank has also been seeking to 
expand its overseas business through 
flexible investment strategies such as 

Special Report on Financial Industry

Shinhan Bank Pushing  
for Asian Financial Belt
By Yoon Young-sil

Shinhan Bank Vietnam holds a ribbon-cutting ceremony at Bac Sai Gon Branch in Ho Chi Minh City, which is one 
of the four branches that opened in Vietnam on May 17.
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The Hana Financial Group is determined 
to strengthen its global business capac-
ity as a key growth driver for the future.

The group is aiming to build a stable business 
portfolio through growth in the global business 
sector. It is moving forward with a strategy to raise 
the share of the global division in its pre-tax profits 
to 40% by 2025.

To this end, the Hana Financial Group will 
begin to strengthen its competitiveness by expand-
ing internal and external collaboration. Inside the 
group, the group will strengthen collaboration in 
the fields of funds, IB, the foreign exchange busi-
ness, financing with funds from foreign investors, 
IB deal sourcing and foreign direct investment.

The group will create more sales opportuni-
ties by linking with overseas networks of banks 
and financial investment and capital companies. In 
addition, the group will help its affiliates advance 
into overseas markets and successfully establish 
themselves in those markets by making them 
advance together or dispatch professionals at the 
same time.

Externally, the group will expand its marketing 
channels and business areas by discovering over-
seas local partners and establish partnerships such 
as business cooperation and personnel exchanges 
through strategic alliance with large local banks.

In detail, the group will secure growth momen-
tum and profitability through an entry into emerg-
ing markets, expanding localization, expand sales 
activities for local customers and localize work-
forces, expand group synergies through the non-
banking sector’s overseas advancement and make 
an efficient entry into the market through collabo-
ration with prominent local business partners and 
mergers and acquisitions.

By country, the Hana Financial Group will beef 
up collaboration with local organizations to expand 
its customer base through continuous localization 
in China. In addition, the Hana Financial Group 
will generate high profits, discover niche markets, 
and create group synergies through the asset man-
agement business which the group began in 2017. 

Special Report on Financial Industry

Hana Financial Group to Boost Share  
of Global Profit to 40% by 2025
By Yoon Young-sil

Moreover, the group plans to build a comprehensive financial service platform 
that encompasses the banking and non-banking business in order to create syn-
ergies among the group’s affiliates through various forms of cooperation.

In Indonesia where sustained growth is expected, the bank of the Hana 
Financial Group is aiming at making the top 20 through M&As. This means 
that the group will execute a strategy to expand non-bank finance and realize 
step-by-step growth through various M&As and alliance. Furthermore, the 
Hana Financial Group plans to secure preemptive capabilities in the promising 
fintech segment.

In Vietnam, the Philippines and India among others, the Hana Financial 
Group is seeking to make a foray into the markets through M&As and collabo-
ration with eminent local business partners. The group will enhance its busi-
ness portfolio through advancement with non-banking financial institutions.

In India, local authorities are in the process of giving approval on the 
establishment of the Hana Financial Group’s Gurgaon branch. The establish-
ment of the group’s corporation in Mexico was given preliminary approval 
so the corporation will be opened this year. The Hana Financial Group will be 
the second Korean financial institution to open its corporation in Mexico after 
Shinhan Bank.

KEB Hana Bank is the bank with the highest net profit among Korean 
banks. Last year, the lender posted net profit of 340.2 billion won in its over-
seas business, the highest among Korean banks. KEB Hana Bank had been 
slow in going global since its merger with KEB but would make a foray into 
newly emerging markets through M&As in accordance with a strategy of 
elevating the portion of its global business to 40% by 2025, a KEB Hana Bank 
official explained.  

Hana Financial Group chairman Kim Jung-tae
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As the US raised recently the 
key rate by 0.25 percent 
points and South Korea and 

the United States are seeing a rever-
sal of interest rates for the first time 
in 10 years, all eyes are on how it will 
affect bond interest rates in the market. 
Most experts believe the interest rates 
on domestic bonds will not fluctuate 
because the increase in U.S.’ policy rates 
is already reflected in.

Currently, the key rates of the U.S. 
stand at 1.50 to 1.75 percent, higher than 
the South Korean rate of 1.5 percent. In 
fact, the interest rates of Korean govern-
ment bonds fell in unison on March 22 
as uncertainties have been removed. 

According to the bond information 
center at the Korea Financial Investment 
Association (KOFIA), the yield of the 
three-year government bond was down 
3.5 basis points to 2.256 on the 22nd and 
that of the one-year and the five-year 
government bond fell 0.6 basis points 
and 2.8 basis points, respectively. The 
yield of the 10-year and the 20-year 
government bond dropped 2.9 basis 
points and 1 basis point, while that of 
the 30-year and the 50-year government 
bonds decreased 0.9 basis point and 1.4 
basis points, respectively.

Lee Mi-sun, a senior researcher at 
Hana Financial Investment, said, “The 
market already expected a reversal of 
key rates between South Korea and the 
U.S. So, it will have little impact on the 
South Korean bond market.”

However, she suggested that bond 
yields can increase in the second half 
of the year. Lee said, “The U.S. Fed-
eral Open Market Committee (FOMC) 
officials said they would raise its key 
interest rates three times this year but 
the FOMC can raise the number to four 

in June.” Therefore, there will be grow-
ing feelings of wariness in the market, 
according to Lee.

Kim Soo-hyun, a researcher at KB 
Securities, said, “After the FOMC ended 
its meetings in March, one of the fac-
tors that bring about uncertainties in the 
bond market has removed. However, 
there are still variables that can affect 
the bond market. It is hard to say all 
the uncertainties have been completely 
ironed out.”

There is a consensus among experts 
that capital is most unlikely to leave 
from South Korea despite a reversal key 
rates between South Korea and the U.S. 
the market paid attention to the fact that 
there were no meaningful funds outflow 
both in 2001 and 2006 when the two 
countries saw a reversal of interest rates.

William Palmer, an investment man-

ager at Baring Asset Management, said, 
“When emerging countries see a cur-
rent account deficit compared to other 
regions, they will be adversely affected 
by the increase of the U.S. key rates. 
However, the emerging markets are 
already experiencing a current account 
surplus.” In short, he implied that there 
is no need to worry about capital out-
flow from South Korea.

Shin Dong-suk, head of Samsung 
Securities’ research center, also said, 
“South Korea is continuously seeing its 
current account surplus exceeding 5 per-
cent of its GDP. Considering there was 
two reversals of interest rates between 
South Korea and the U.S. after 2000, 
there is a very limited possibility of for-
eign capital outflow from South Korea 
due to a reversal of interest rates of 25 
basis points.”  

Impact of US’s Key Rate Increasing  

S. Korea’s Bond Market Stable despite 
Reversal of Key Rates with US
By Yoon Yung Sil

Most experts believe the interest rates on domestic bonds will not fluctuate because the increase in U.S.’ policy 
rates is already reflected in.
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Weaker Base for Exports   

Opening of Gov’t FX Market Intervention 
Increases Korea Exporters’ Concerns
By Yoon Young-sil

South Korea  has  avo ided 
being designated as a cur-
rency manipulator by the US. 

However, the US government demanded 
that Korea quickly disclose its foreign 
exchange market intervention, the Korea 
will take greater risk.

The US Treasury Department includ-
ed Korea, China, Japan, Germany, Swit-
zerland, and India ascountries to be moni-
tored in regard to exchange rates through 
the Exchange Rate Policy Report onthe 
US’s major trading partners on April 13 
(local time). The United States did not 
designate currency manipulators or coun-
tries for intensive analysis under the 
Trade Promotion Act. If a country records 
a trade balance surplus of US$ 20 bil-
lion or more, its current account surplus 
exceeds more than 3 percent of its GDP 
and intervene the foreign exchange mar-
ket in one direction so net buying exceeds 
2 percent of its GDP, the US designates 
the country as a currency manipulator.

Korea met only two conditions -- a 
trade surplus of more than US$ 20 billion 
(US$ 23 billion) and the current account 
surplus to GDP ratio (5.1 percent). Mar-
ket intervention was 0.6 percent of its 
GDP so did not meet the condition.

As a result, Korea avoided being 
designated as a currency manipulator, 
but Korea has become forced todisclose 
the size of its exchange market interven-
tion. The US Treasury Department said 
that the department would "strongly 
urge the Korean government to monitor 
its exchange rate policiesand disclose its 
exchange market intervention in a trans-
parent and timely manner." The US Trea-
sury Department believes that Korean 
foreign currency authorities precluded 
the Korean won from being appreciated 
through the net buying of US$ 9 billion. 

In particular, the US Treasury Depart-
ment pointed out Korea foreign currency 
authorities prevented the appreciation of 
the Korean won through a US$ 10 bil-
lion exchange market intervention from 
November of last year to January of this 
year.

In response to such demand from 
the United States, the Korean govern-
ment decided to disclose details of for-
eign exchange market intervention. How-
ever, it is forecast that Korea will brood 
more over how to minimize a drop in 
the exchange rate.Kim Dong-yeon, dep-
uty prime minister and the minister of 
finance and planning of Korea will final-
ize consultation about the disclosure of 
Korea’s foreign exchange market with 
Steven Mnuchin, US secretary of treasury 
among others by attending a meeting of 
finance ministers of the world's top 20 
economies (G2) and the spring meetings 
of the International Monetary Fund (IMF) 
and the World Bank (WB).

Experts say that although Korea 
avoided being listed as a currency manip-
ulator, a possibility of future interven-
tion by the Korean government in the 

exchange market is expected to shrink 
significantly due to the disclosure of 
information about exchange market 
intervention. This means thatthe Korean 
government will lose a card that the gov-
ernment can pick in the event of such a 
sharp fall in the Korean won-US dollar 
exchange rate that will probably affect 
Korea’s export markets negatively.

In the market, there is concern that 
the profitability of Korean exporting 
companies may deteriorate due to the 
Korean won’sappreciation. The Hyun-
dai Economic Research Institute estimat-
ed that if the won-dollar exchange rate 
falls 1 percent, Korea’s total exports will 
slide 0.51 percent. By industry, exports 
of machinery (0.76 percent), IT products 
(0.57 percent), and automobiles (0.4 per-
cent) are expected to decline most con-
siderably.

"In the global export market, the 
Korean machinery and automobile indus-
tries, which are fiercely competing with 
the Japanese counterparts, and the Kore-
an IT industry with a high proportion of 
exports, are highly sensitive to exchange 
rate changes," the report said.  

South Korea has become forced to disclose the size of its exchange market intervention.
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Capital  outf low from the 
South Korean stock mar-
ket is accelerating after the 

10-year U.S. Treasury yield exceeded 
the psychological barrier of 3%. The 
pace is even faster than during the infla-
tion tantrum in February this year.

On April 25, foreign investors posted 
a net sale of 766.9 billion won (US$690 
million), the largest since the Bernanke 
shock on June 21, 2013, in the KOSPI 
market. For reference, the amount was 
663 billion won (US$596 million) on 
January 31, immediately before the 
Dow Jones Index fell 2,000 points amid 
inflationary pressure. Their net sale con-
tinued for four days in a row and the 
amount totaled 1.9894 trillion won dur-
ing the period. That day, the KOSPI fell 
0.62% and closed at 2,448.81 points.

Experts point out that investors 
have begun to transfer their funds from 

emerging markets to advanced econo-
mies. The US Treasury bond yield 
exceeded 3% for the first time in 52 
months on April 24 (local time) and is 
continuing to rise. The US Volatility 
Index (VIX) gained 10.28% in one day 
to reach 18.02 and the KOSPI 200 Vola-
tility Index rose 4.27%.

According to experts, the U.S. Trea-
sury yield is expected to rise again in 
the near future and South Korea’s bond 
rate is unlikely to catch up with it for a 
while. The current gap is 45 bp and it is 
likely to widen with time. In the South 
Korean bond market, the 10-year govern-
ment bond yield rose 3.6 bp and closed at 
2.762% on April 25, when the Treasury 
bond yield further rose to 3.012%.

The Treasury bond yield exceeded 
3% in more than four years as high-
risk assets such as stocks and crude oil 
have become more attractive amid eas-

ing concerns over the trade war between 
the US and China. On April 18, the 
international oil price broke the US$60 
to US$65 per barrel mark in about two 
months and the yield jumped to 2.9% 
or so. It is likely to reach 3.2% sooner 
or later as the U.S. is planning to adjust 
its interest rate four times this year and 
once next year.

Under the circumstances, the differ-
ence between the South Korean and U.S. 
bond yields is predicted to widen. At 
present, the consensus of the market is 
that the Bank of Korea will raise the key 
rate only in July this year. In addition, 
the final key rate of this year is esti-
mated at 2% or so given the low infla-
tion rate, a slowdown in employment, 
and the possibility of export reduction 
attributable to a strong won. Then, 
the 10-year government bond yield is 
unlikely to exceed 2.75%.    

Interest Gap with US Likely to Widen    

Foreign Investors Dump Korean Stocks 
after U.S. Bond Market Signal
By Jung Suk-yee

The difference between the South Korean and U.S. bond yields is predicted to further increase, fueling capital outflow from Korea.
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Foreign investors recorded a net sale of 439.2 billion won (US$395 million) on April 24 amid growing concerns about capital outflow.

The U.S. Treasury bond rate 
is rising rapidly, adding to 
concerns over foreign capi-

tal outflow. The gap between the South 
Korean and U.S. interest rates is widen-
ing these days while the exchange rate is 
going up ahead of an inter-Korean sum-
mit.

In the KOSPI market, foreign inves-
tors recorded a net sale of 439.2 bil-
lion won (US$395 million) on April 24 
alone, continuing to sell major stocks 
such as Samsung Electronics and SK 
Hynix for the third consecutive day. 
Their total stock sale from April 20 to 24 
amounted to 1.223 trillion won (US$1.1 
billion) whereas a net purchase of 49.9 
billion won (US$45 million) was wit-
nessed until April 19.

In the bond market, foreign investors 
have withdrawn more than one trillion 
won from bond funds alone since the 
beginning of this year.

This is because the U.S. Treasury 
bond rate is soaring. On April 24, the 
10-year Treasury bond rate reached 
2.965% after touching 3.0009% the pre-
vious day. It is inflationary pressure that 
is in the background of the movement. 
At present, the trade war ignited by the 
Donald Trump administration’s import 
tariffs and tax reduction policy are add-
ing to the pressure along with a rise in 
oil price.

The  same day,  South  Korea’s 
10-year government bond rate reached 
2.726%, showing a gap of 2.39 bp with 
the U.S. rate. This means at least one 

condition is already satisfied for foreign 
capital outflow.

Exchange rate movements are omi-
nous as well. More and more investors 
are trying to avoid risks in the wake of 
the global financial panic in February, 
and the value of the U.S. dollar is ris-
ing while that of the won is falling. The 
won-dollar exchange rate, which recent-
ly moved between 1,069 won and 1,070 
won per U.S. dollar, closed at 1,076 won 
on April 24.

“There may be some capital outflow 
in the short term,” said research ana-
lyst Jo Young-moo at the LG Economic 
Research Institute, adding, “However, 
large capital outflows are unlikely unless 
the gap between the U.S. and Korean 
interest rates is prolonged.”   

Interest Gap with the US widening 

Capital Outflow from S. Korea  
is Accelerating
by Jung Suk-yee
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The aggregate dividend payout of 537 companies or 72 percent of the 745 companies listed on the main Kospi market amounted to 21.8 trillion won (US$20.34 billion) in 
2017, hitting a five-year high.

The combined annual cash 
dividends paid out by South 
Korean companies listed on 

the country’s main Kospi bourse has 
continuously increased over the past five 
years to 22 trillion won (US$20.52 bil-
lion). The figure has nearly doubled in 
five years. However the dividend payout 
ratio has slightly dropped as the increase 
of cash dividends fell short of the rise of 
net profit. Firms listed on the secondary 
Kosdaq market also saw their combined 
cash dividends grow about 11 percent 
compared to the previous year.

According to Korean securities 
exchange operator Korea Exchange 
(KRX) on April 12, 537 companies, or 
72 percent, of total 745 companies listed 
on the main Kospi market disclosed cash 
dividend payments in a regulatory filing 
in 2017 and their total dividend payout 
amounted to 21.8 trillion won (US$20.34 

billion), hitting a five-year high.
The combined annual cash dividends 

of the Kospi-listed firms has almost dou-
bled in five years from 11.8 trillion won 
(US$11.01 billion) in 2013. The ratio of 
companies that paid out their dividend 
also surged 10 percent over the same 
period from 63.4 percent in 2013.

Last year’s average dividend yield 
stood at 1.86 percent, showing a rising 
trend for four years in a row. The dividend 
rate surpassed the yield of a 1-year trea-
sury bond at 1.543 percent as of last year 
for the third consecutive year. By indus-
try, telecommunications with 2.77 percent, 
electricity and gas with 2.73 percent and 
banking with 2.39 percent ranked among 
the top in the last five years.

However, the dividend payout ratio 
slightly decreased to 33.81 percent this 
year from 34.46 percent a year earlier. 
The dividend payout ratio provides an 

indication of how much money a com-
pany is returning to shareholders from 
profits. The dividend payout ratio has 
lowered despite the growth of dividends. 
Through listed companies’ net prof-
its surged as much as 49.2 percent last 
year, the amount of dividends has not 
increased proportionately, according to 
the KRX.

The rise of stock prices of listed firms 
that paid out cash dividends last year 
came to 7.99 percent, falling short of 
21.76 percent of the growth of the Kospi.

Meanwhile, 544 companies listed on 
the Kosdaq paid out a total of 1.41 trillion 
won (US$1.31 billion) of cash dividend 
last year. The companies and dividends 
increased 8.3 percent and 11.6 percent, 
respectively, from a year ago. The divi-
dend payout ratio recorded at 31.1 per-
cent, surpassing the 30 percent mark for 
the first time in five years.   

Increasing Dividend Payments 

Kospi-listed Firms’ Cash Dividends Hit 
Record-high 22 Trillion Won in 2017
by Yoon Yung Sil
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CS (Credit Swiss) Securities, which earned the most profits among domestic IBs, also decided to send a whopping 130 billion won (US$123.18 million) worth of dividends to 
its headquarters at the board meeting on March 28.

There is a growing controversy 
that foreign securities compa-
nies sent most of money they 

earned in South Korea to their headquar-
ters in other countries last year.

According to investment banking 
(IB) industry sources on April 3, foreign 
securities firms, such as Morgan Stan-
ley, Credit Agricole, Credit Suisse (CS), 
Deutsche Bank Securities and Citigroup 
Global Market Security, have decided to 
send most of their net profits earned in 
South Korea last year to their headquar-
ters overseas.

Morgan Stanley Securities held a 
board meeting on March 27 and voted 
for a scheme to send 14 billion won 
(US$13.26 million) of dividends to the 
headquarters. The approximate dividend 
payment date is May 23. The company 
made 36.6 billion won (US$34.67 mil-
lion) worth of net profits last year and 
it has decided to send more than half of 
them to its headquarters based overseas.

CS Securities, which earned the most 

profits among domestic IBs, also decid-
ed to send a whopping 130 billion won 
(US$123.18 million) worth of dividends 
to its headquarters at the board meeting 
on March 28.

At the shareholders meeting on 
March 29, Deutsche Bank Securities also 
decided to 2.2 billion won (US$2.08 mil-
lion) worth of dividends to its headquar-
ters. Considering the fact that the com-
pany posted 2.45 billion won (US$2.32 
million) in net profits last year, it is a 
substantial amount of dividends that sur-
passes more than 90 percent.

The Seoul office of Credit Agricole 
Securities Asia also announced on March 
30to send 3.2 billion won (US$3.03 mil-
lion) worth of dividends to Credit Agri-
cole Hong Kong. The company earned 
3.2 billion won (US$3.03 million) of net 
profits last year and executed 100 percent 
of dividends.

Credit Agricole has entered the South 
Korean market running business in ear-
nest from January 2017 after acquir-

ing the Seoul office of U.K-based RBS 
Asia Securities that announced to with-
draw from the South Korean market in 
November 2016. After the acquisition, 
the company is sending all the money 
earned in the market to its headquarters.

Citigroup Global Market Secu-
rity, which raked in 52.6 billion won 
(US$49.79 million) last year, also decid-
ed at the shareholder meeting on March 
13 to send 40.5 billion won (US$38.32 
million) worth of dividends to its head-
quarters at the end of April.

The industry says that there is noth-
ing new about foreign securities compa-
nies’ high dividend payments but they 
are too focused on wiring money to their 
headquarters to make a reinvestment in 
the South Korean market or have internal 
reserves. An official from the IB industry 
said, “Since the companies also need to 
reinvest in the market or secure internal 
reserves to run business in South Korea, 
financial authorities need to provide a 
strict guidance.”   

Without Reinvestment 

Foreign Securities Companies Send Tens 
of Billions of Won Overseas Every Year
by Yoon Yung Sil
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Is this a growth pain or a bomb 
game?

With biotech stocks still 
showing a sharply upward tendency, 
voices urging to brace for a bubble burst 
of small and mid-sized biotech stocks are 
growing. They point out that the bubble 
bursting time is gradually approaching 
due to several unfavorable factors such 
as abnormal overvaluation based on only 
expectations, accounting problems and a 
string of clinical trial failures. Some even 
say that it will leave a greater blow than 
the bubble burst in the information tech-
nology (IT) sector in 2000. In particular, 
small and mid-sized biotech shares lever-
aging the rise of large biotech stocks, like 
Celltrion Inc. and Samsung BioLogics 
Co., require great care.

According to the main bourse opera-
tor Korea Exchange (KRX) on April 18, 
eight out of 10 stocks that have shown 
the highest growth this year are biotech 
shares. Feelux Co., which has expanded 
its business to the biotechnology market 
by acquiring U.S.-based drug developers, 
saw its stock prices surge as much as 555 
percent this year. Inscobee Inc., Bionics 
Co. and Samil Pharmaceutical Co. also 
showed a steep increase of more than 
400 percent in just four months. By con-
trast, the country's main bourse KOSPI 
and the secondary KOSDAQ had a mere 
0.5 percent and 11.9 percent growth, 
respectively, over the same period.

Compared to other biotech stock 
indexes overseas, the domestic biotech 
share market shows a clear sign of over-
heating. According to Eugene Investment 
& Securities Co., South Korea’s KRX 
Health Care Index and KOSDAQ Phar-
maceutical Index jumped a whopping 
96.5 percent and 123.3 percent, respec-
tively, in the past year, while U.S.’ NAS-
DAQ Biotechnology Index increased 

8.8 percent. Han Byung-hwa, an ana-
lyst at Eugene Investment and Securi-
ties Co., said, “There are some small and 
mid-sized biotech stocks that have been 
reevaluated after their actual value of 
pipelines are on the rise. However, most 
of them are abnormally overvalued. The 
party in the biotech market is about to 
be finished in a situation in where it has 
turned out to be a money game.” Cur-
rently, biotech stock prices soar with the 
news of securing a substance for the pre-
clinical phase alone, instead of concrete 
reasons such as marketing approval at 
home and abroad, technology exportation 
and sales performance in the market. In 
short, a considerable number of investors 
continues to blindly make an investment. 
It is actually a “bomb game.”

The biotech industry recently has a 
less freedom of movement because of 
stricter accounting regulations. Financial 
authorities have launched the pre-review 
on biotech firms’ research and develop-
ment (R&D) expenses. Until now, bio-
tech companies have classified R&D 
investments into intangible assets, instead 
of costs. So, the latest move is to consider 
whether such a practice is appropriate. 
Recently, the stock price of CHA Biotech 
Co. plummeted as the company received 
a “limited” opinion for its audit report 
from accounting firms on account of such 
an accounting problem.

There are still “mines,” including 
clinical failures. After NatureCell Co. 
failed to acquire a conditional permis-
sion for JointStem, a stem cell treatment 
agent for degenerative arthritis, from the 
Ministry of Food and Drug Safety last 
month, it lost 1 trillion won (US$938.09 
million) of market capitalization. In 
addition, Genexine Inc. recently decid-
ed to discontinue clinical tests on two 
anti-cancer treatment candidate mate-

rials based on stem cells – GX-02 and 
GX-051. Since clinical research usu-
ally takes place over long periods of 
time, it is often halted later even after 
exporting technology in an early stage 
or fails to receive marketing approval. 
A case in point is Hanmi Pharmaceuti-
cal Co., which is considered one of the 
top pharmaceutical companies in the 
nation but saw its three clinical tests dis-
continue owing to global pharmaceuti-
cal firms even after exporting technol-
ogy. This is why new drug development 
is often compared to “0.001 percent of 
challenge.” The price of Hanmi Pharma-
ceutical shares has increased by seven 
times and then halved so far. Kolon Life 
Science Inc. also saw its technology 
export deal of Invossa, a cell-mediated 
gene therapy for osteoarthritis, worth 
500 billion won (US$469.04 million) is 
cancelled last year. An official from the 
biotech industry said, “It is very rare that 
candidate materials actually lead to the 
release of new drugs. So, there must be 
numerous failures in the development 
process. However, companies with sound 
foundations, such as pipelines and clini-
cal status, are more likely to survive.”

The KOSDAQ index plunged as 
much as 80 percent in 2000 when the 
IT bubble burst. Han Byung-hwa from 
Eugene Investment and Securities, said, 
“The IT bubble in the past was a global 
phenomenon and had some good effects, 
including the advancement of technol-
ogy. However, the biotech bubble, which 
is only shown in South Korea, is expect-
ed to leave a greater impact after the 
collapse. Investors should turn to other 
sound small and medium-sized company 
stocks in other sectors instead of bio-
tech.”   

Bio Stock Bubble 

Stock Market Experts Warn 
Biotech Bubble Will Burst Soon
By Choi Mun-hee Eight out of 10 stocks that have shown the highest 

growth this year are biotech shares.handed competi-
tion in the investment banking (IB) sector is getting 
fierce before the launch of mega IBs.
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As of March 29, the total net 
asset value of the Exchange 
Traded Funds (ETFs) on the 

KOSDAQ market reached 4.4803 tril-
lion won, increasing about 60% in just 
three months. Such a rapid increase was 
because of the rally of the KOSDAQ 
market in the first quarter of this year. 
Investors focused on the KOSDAQ 150 
Leverage ETF in particular.

At present, the increase in ETF 
investment is fueling bubbles in KOS-
DAQ-listed biotech companies. Most of 
the top market cap companies in the mar-
ket are biotech and healthcare firms and 
their stock prices are currently overrated 
with the passive funds being invested in 
accordance with their market cap ratios 
regardless of their fundamentals.

One of the typical examples is 
Naturecell. The company was incor-
porated into the KOSDAQ 150 Index 
in December last year, and then insti-
tutional investors, which had no Natu-
recell share at all until then, bought a 
large number of its shares. As a result, 
the stock price broke the 20,000 won 
mark late last year and 30,000 early 
this year. Besides, it exceeded 60,000 
won on March 16 after the news that the 
company would be incorporated into 
the FTSE Index. However, it dropped to 
26,850 won per share on March 30 after 
the Ministry of Food and Drug Safety 
of South Korea retracted its conditional 
approval for Naturecell’s stem cell ther-
apy Jointstem.

A bigger problem is that the same can 

be repeated with ETF investment show-
ing a rapid increase. “Passive funds buy 
and sell stocks in a mechanical way to 
follow their ratios in the index, and this 
means the funds may cause some stock 
price distortion irrespective of market 
valuation,” said an industry source, add-
ing, “This can be resolved only when 
the total asset value of ETFs decreases, 
which is impossible now in view of mar-
ket trends.”

According to Yuanta Securities, 
South Korean healthcare companies’ 
PER is currently 75.8. For reference, it 
was 37.5 to 47.1 in October last year, 
when the total net asset value of the 
ETFs was half of the current level, and 
the PER of American companies in the 
same industry is 16.2.   

ETF Investment in Rapid Increase 

ETFs for Biotech Firms Fueling 
Bubbles in KOSDAQ
By Jung Suk-yee

The increase in ETF investment is fueling bubbles in KOSDAQ-listed biotech companies.
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Although the widening “fat-
finger” trading scandal at 
Samsung Securities Co. is 

snowballing into a public movement to 
ban short selling on the South Korean 
market, institutional and foreign inves-
tors are increasing the volume of short 
selling for Samsung Securities. Howev-
er, government officials, including Dep-
uty Prime Minister and Finance Minis-
ter Kim Dong-yeon, are not calling for 
an outright prohibition on short-selling. 
Accordingly, there are growing concerns 
that individual investors will become 
more hysterical for short selling when 
the system is not revised.

The price of Samsung Securities 
shares closed at 35,450 won (US$33.15) 
on the Kospi market on April 11, down 
0.28 percent, or 100 won (US$0.09), 
from the previous day. The company 

showed a decline for four trading days 
in a row after the unprecedented divi-
dend chaos on April 6. Its stock prices 
increased to 36,400 won (US$34.03) in 
early trading on the 11th due to indi-
vidual and foreign investors’ purchase 
in low prices, creating expectations that 
it would close higher for the first time 
after the incident. However, it turned 
downward after institutional investors 
went on a selling spree. Institutions 
sold 14.8 billion won (US$13.84 mil-
lion) worth of more Samsung Securities 
shares on the same day and net sold a 
total of 154.5 billion won (US$144.46 
million) since the 6th. Foreign inves-
tors’ buying spree for two consecutive 
days seems to buoy the investor senti-
ment but their net purchase is believed 
to be paying off the volume of short 
sale.

The price of Samsung Securities 
shares continues to take a dive due to 
not only the dividend fiasco but also 
the short selling. The volume of short 
sale, which stood at 13,377 shares the 
day before the incident, reached a record 
high at 588,713 on the day of the inci-
dent. However, the amount of Samsung 
Securities’ short sale shows no sign of 
decreasing since then. According to the 
Korea Exchange, the trading volume of 
Samsung Securities’ short sale recorded 
at 371,317 and 222,990 on the 9th and 
the 10th, respectively. The figures are 
closing to this year’s daily average of 
short sale of 380,000 shares until the 
5th before the incident. In particular, the 
volume of short sale grew more than 26 
times on the 9th, the next trading day 
after the incident. The percentage of 
short selling trading also dramatically 
increased. The daily average of short 
sale before the incident accounted for 
a mere 2.83 percent but its percentage 
rose to 6.9 percent and 6.6 percent on 
the 9th and the 10th, respectively. Sam-
sung Securities’ employees consumed 
with greed dropped the stock prices with 
naked short-selling, making another 
greed reveal.

Individual investors, who cosigned 
to demand banning short selling at the 
Cheong Wa Dae web post, are con-
cerned that the related policy can main-
tain. In fact, Choi Jong-ku, the chairman 
of the Financial Services Commission 
(FSC), said on the 10th, “Blaming short 
selling (for Samsung’s trading error) is 
not appropriate. Short selling has a posi-
tive side on its own, so the argument for 
the ban is not right.” In addition, Kim 
Ki-sik, the chairman of the Financial 
Supervisory Service (FSS), said, “The 
latest fiasco is a serious problem in that 
shares that don’t actually exist can be 
issued and traded. Raising an issue of 
short selling can obscure seriousness 
and true perspective.” The remarks show 
that they are staying in line with Finance 
Minister Kim, who said it is a hasty 
decision to ban short selling itself, and 
are heading in opposite directions with 
individual investors who demand ban-
ning short selling.   

The volume of short sale, which stood at 13,377 shares the day before “fat-finger” trading scandal at Samsung 
Securities, reached a record high at 588,713 on the day of the incident..

Insatiable Avarice 

Short Sale Volume 
Increases 26 Times 
after Dividend Chaos at 
Samsung Securities
by Yoon Yung Sil
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The public movement to ban short selling on the 
South Korean market in an attempt to prevent recur-
rence of what happened at Samsung Securities Co. 

now leads to the demand to relieve the requirement for short 
selling by individual investors. This is to make the market fair 
by allowing individual investors to short sell if it is impossible 
to ban short selling. Due to the complexity of the process, the 
vast majority of short-sellers have been institutional and for-
eign investors so far.

According to the main bourse operator Korea Exchange 
(KRX) on April 13, the daily average transactions of short sell-
ing by institutional investors on the main Kospi bourse this year 
surged more than 40 percent from that on the bull market in the 
second half of last year. The volume of short sale transactions by 
institutional investors stood at 2,412,359 shares a day on aver-
age from January 1 to April 12 this year, up a whopping 43.94 
percent from 1,675,908 shares in the second half of last year. The 
figure was more than double 17.96 percent of the growth of the 
daily average transactions of short selling by individual investors 
from 40,569 shares to 47,856 shares over the same period. This 
is largely due to the fact that institutional investors increased the 
short sale transactions as the Kospi index was adjusted in Febru-
ary by “inflation shock” caused by the U.S.

On the other hand, individual investors didn’t increase the 
percentage of short selling because of real-world constraints 
rather than different outlook for the market. Individuals are also 
able to short sell by utilizing lending securities of securities com-
panies. However, only a few individual investors are making use 
of it because there are too many constraints, such as company, 
volume and period. The volume of short sale transactions by 
foreign investors on the Kospi rose 12.24 percent this year com-
pared to the second half of last year, which was lower than that 
by individual investors. However, the figure is not comparable as 
the absolute volume itself is much higher.

By the volume of short sale transactions alone, instead of 
the rate of increase, we can see that the stock lending market on 
the local bourse strictly revolve around institutional and foreign 
investors. Comparing the daily average volume of short sale 
transactions on the Kospi as of the 12th, foreign and institution-
al investors short sold 7,511,606 shares and 2,412,359 shares, 
respectively, while individual investors short sold 47,856 shares. 
In short, individuals made short sale transactions only once when 

foreigners and institutions did 150 times and 50 times, respec-
tively. Considering the fact that short selling is more favorable 
to the bear market than the bull market, institutional and foreign 
investors raked in a profit through a rapid sale during the adjust-
ment this year but individual investors couldn’t help but remain 
an idle onlooker.

The individual-centered Kosdaq market is not so different 
when it comes to the volume of short sale transactions as foreign 
and institutional investors account for most of them. The daily 
average volume of short sale transactions by individual inves-
tors on the Kosdaq market came to 66,395 shares as of April 12 
this year, which was only 0.8 percent and 6.4 percent compared 
to 7,441,511 shares of foreign investors and 1,032,352 shares of 
institutional investors. With simple calculation, individual inves-
tors short sold once on the Kosdaq when foreign investors made 
short sale transactions 110 times and institutional investors 15 
times. The figures are not so different from the Kospi market but 
the two markets have something in common that short selling is 
just for big investors.

Accordingly, the public movement is turning to lesser restric-
tions on the requirement of individual investors as the financial 
authorities show their negative stance against the ban on short 
selling. Individual investors believe that the volume of their short 
sale transactions will increase when the number of companies for 
lending securities increases and the period for lending securities 
is extended. However, short selling is directly connected to credit 
due to the characteristics of its transaction. This is why this is 
something that the financial authorities cannot simply say yes as 
individual investors can go bankrupt and securities companies 
that lent securities can be hit hard when the price of relevant 
companies’ stocks crashes.

An official from the securities industry said, “Short selling 
is banned to individual investors even in the United States and 
Japan, which are considered to have more advanced financial 
markets than South Korea. But, the government can start dis-
cussing how to relieve restrictions on short selling on condition 
that investors have the responsibility of investment.”

Meanwhile, the daily average volume of short sale transac-
tions of Samsung Securities, which caused the dividend fiasco 
on the 6th, doesn’t go down. The figure recorded at 126,291 
shares, which accounts for 8.1 percent of the total transactions. 
The ratio hit the highest after April 6.   

The public movement is turning to lesser restric-
tions on the requirement of individual investors as 
the financial authorities show their negative stance 
against the ban on short selling.

Short Selling  

Public Movement Calls for  
Relieving Requirement for Short  
Selling by Individual Investors
by Yoon Yung Sil
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Overseas branches of South Korean securities firms 
returned to profit in just one year.

According to the data released by the Finan-
cial Supervisory Service (FSS) on April 19, the branches set 
up by domestic securities companies in foreign countries made 
US$48 million won (50.98 billion won) of aggregate net profit 
in 2017, up US$52.5 million (55.76 billion won) from net losses 
of US$4.5 million (4.78 billion won) in the previous year.

The overseas branches of local securities firms showed a 
loss after 2009 but turned a profit in 2014 and 2015. Then, they 
turned towards the red again in 2016.

As of the end of last year, 15 securities companies run 48 
branches and 15 overseas offices in 13 countries across the 
globe. As they decided to shut down their branches and offices 
which are small or continuously post net losses, three branches 
and two offices were closed. Meanwhile, KB Securities Co. and 
Mirae Asset Daewoo Securities Co. established a local subsid-
iary in Vietnam and India, respectively.

The number of the overseas branches is on the decrease 
from 75 in 2015 to 68 in 2016 and 63 at the end of 2017. The 
securities firms saw its overseas branches go into the red in 
four out of 13 countries, including the United States and China, 

due to the increase in selling and administrative expenses after 
launching new businesses. By contrast, they ran a surplus in the 
rest of eight countries, such as Hong Kong and Brazil, thanks to 
the rise in commissions and interest earnings.

As of the end of last year, their equity capital rose 37.2 per-
cent on-year to US$2.6 billion (2.76 trillion won), while their 
combined assets stood at US$32.86 billion (34.9 trillion won), 
growing a whopping 1338.7 percent on-year.

A spokesperson of the FSS said, “With uncertainties in other 
countries having been recently rising, the number of overseas 
branches set up by local securities firms is constantly decreasing 
on account of poor business showings as a whole. However, the 
overseas branches will not have a great effect on the securities 
companies’ financial soundness since they take up only a small 
part of the firms’ sales figures.” 

Last year, net profits of Korean branches of foreign 
banks contracted 10% from the previous year. Their 
total assets also edged down from the previous year.

On April 4, the Financial Supervisory Service (FSS) 
announced, "Sales Performances by Foreign Banks’ Korean 
Branches (provisional)" which analyzed Korean branches of 38 
foreign banks including HSBC and JP Morgan.

According to the FSS, Korean branches of foreign banks 
posted 680.7 billion won (US$612 million) in net profits, down 
10.6% from the previous year. This is because their interest 
income and trading profits declined. Their interest income fell 
5.2% year on year to 1.61 trillion won and their securities lost 
227.7 billion won (US$204 million) last year.

Their total assets and liabilities inched down. Their total 
assets fell 1.4 percent year on year to 260.5 trillion won 
(US$234 billion) last year, while their liabilities ran to 243.3 
trillion won (US$218 billion), down 1.9 percent. Their equity 
capital leaped up 4.9% to 17.2 trillion won (US$15 billion).

"There is a possibility that the volatility of the domestic 
and foreign financial markets will increase, including a gradual 
interest rate hike by the US," an FSS official said. “We will 
strengthen the monitoring of financing by Korean branches of 
foreign banks and their vulnerable sectors. 

By Michael Herh

Shrunk Profits

Foreign Banks’ Branches in 
Korea Record 10% Drop in Net 
Profits Last Year

Returning to Black Ink

Overseas Securities Branches 
Return to Profit in 1 Year

Korean branches of foreign banks like HSBC posted 680.7 billion won (US$612 mil-
lion) in net profits, down 10.6% from the previous year.

As of the end of last year, the equity capital of overseas branches of Korean 
securities firms rose 37.2 percent on-year to US$2.6 billion, while their combined 
assets stood at US$32.86 billion, growing a whopping 1338.7 percent on-year.

By Yoon Young-sil
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Financial Services Commission 
(FSC) Chairman Choi Jong-ku 
has told Samsung Life Insur-

ance to sell off its stakes in Samsung 
Electronics.

“It is not desirable that financial 
subsidiaries of a conglomerate do not 
make any efforts to reduce their stakes 
in non-financial affiliates," Choi said at a 
meeting of the commission on April 20. 
"They need to take voluntary measures 
to reduce their shareholdings even before 
the relevant law is revised."

This remark is a sudden change in the 
top regulator's stance on the matter. Earli-
er, the FSC said that it would monitor sit-
uations regarding the revision of the law 
concerning Samsung Life Insurance. At 
present, multiple bills are pending in the 

National Assembly that would, if enacted, 
force Samsung Life Insurance to sell part 
of its Samsung Electronics shares.

The bills call for a life insurance unit 
of a conglomerate to value its stakes in 
non-financial affiliates of the business 
group based on the market prices of the 
shares instead of the acquisition cost.

The acquision cost of Samsung Life 
Insurance's stakes in Samsung Electron-
ics is less than 3 percent of the insurance 
company's assets. But when calculated 
in terms of market price, the value of the 
shares exceed 8 percent of the insurer's 
assets.

So when the calculation criterion 
changes from acquisiton cost to market 
price, Samsung Life Insurance will have 
to sell of a large chunk of its stakes in 

Samsung Electroncis, which could desta-
bilize the chaebol owner family's control 
of the electronics giant.

“The sale of the shares is a task close-
ly associated with key economic poli-
cies such as economic democratization,” 
said a financial authority official, add-
ing, “The FSC chairman told Samsung 
Life Insurance to take action voluntarily 
because simply waiting for the law to be 
revised will lead to no improvement at 
all.” 

The high price of ING Life 
Insurance Korea is precluding 
financial companies from bid-

ding for the life insurance company even 
though they are interested in acquiring 
the life insurer, the biggest M&A offer-
ing in the financial industry.

According to the financial industry 
on April 25, MBK Partners, the larg-
est shareholder of ING Life Insurance 
Korea, plans to complete the sale by 
the end of this year, but financial hold-
ing groups such as the Shinhan Finan-
cial Group and the KB Financial Group, 
which were expected to participate in the 
auction for the life insurer, took a step 
back. Therefore, it is forecast that M&A 
work on ING Life Insurance Korea is 
highly likely to be prolonged.

In the first place, the KB Financial 

Group, which had been regarded as the 
strongest candidate to take over ING 
Life Insurance Korea, is doing nothing to 
acquire ING Life.

The Shinhan Financial Group, which 
showed a keen interest by conducting 
some due diligence on ING Life Insur-
ance Korea, also faltered due to its high 
price. When ING Life Insurance Korea's 
market capitalization is close to 3.5 tril-
lion won (US$3.1 billion), the Shinhan 
Financial Group thinks that the acqui-
sition price will be less than 2.5 trillion 
won considering MBK Partners' stake 
(59%) and management right premium.

In addition, there are many uncer-
tainties with respect to the acquisition of 
ING Life Insurance Korea. For instance, 
while ING Life Insurance Korea's RBC 
ratio remains the highest in the industry, 

additional capital would be needed in 
order to maintain capital adequacy under 
IFRS 17, a new insurance accounting 
system and the K-ICS.

In the financial industry, experts 
believe that an M&A deal on ING Life 
Insurance Korea will be possible when 
its share price falls to an appropriate 
level. "Currently, the selling price is too 
high," said a senior official of the Shin-
han Financial Group. “If the total acqui-
sition price falls below two trillion won 
(US$1.8 billion), we will be able to par-
ticipate in the takeover of the life insur-
er." 

By Michael Herh

Too Expensive to Take Over

High Price of ING Life Insurance Korea 
Impedes Its Sale

Regulator Changes Stance

FSC Puts Pressure on Samsung Life Insurance

Experts believe that an M&A deal on ING Life 
Insurance Korea will be possible when its share price 
falls to an appropriate level.

The Financial Services Commission (FSC) urged 
Samsung Life Insurance to voluntarily sell its 
Samsung Electronics shares before the relevant law 
is revised.

By Jung Suk-yee
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South Korea’s ICT exports amounted to US$19.14 billion and imports totaled US$9.06 billion in March.

Boom in ICT Exports

Korea's ICT Exports Hit US$ 19.14 Bil.  
in March, Second Highest Ever
by Michael Herh

Korea's ICT exports reached 
US$19.14 billion in March, 
the second highest record in 

history. Semiconductors, computers and 
peripherals led the boom, while mobile 
phones and displays were sluggish.

The Ministry of Trade, Industry and 
Energy and the Ministry of Science and 
ICT announced on April 18 that ICT 
exports amounted to US$19.14 billion 
and imports totaled US$9.06 billion in 
March.

Exports rose 18.6 percent from the 

same month of last year, recording the 
second highest monthly increase since 
US$19.25 billion in September of last 
year. Korea has been chalking up the 
double-digit monthly growth of ICT 
exports for 16 consecutive months since 
December 2016.

By item, exports of semiconduc-
tors leaped up 44.3% to US$10.98 bil-
lion. Exports of memory semiconduc-
tors alone reached US$8.04 billion, up 
63.0 percent. DRAM exports arrived at 
US$ 3.62 billion, up 80.6%, and NAND 

flash exports stood at US$710 million, 
up 111.5%.

Shipments of computer peripherals 
also rose 61.1 percent to US$1.1 billion. 
In particular, exports of solid state drives 
(SSDs) surged 90.6 percent to US$680 
million, taking the lead in scaling up 
exports of computer peripherals.

In contrast, display sales declined 
14.7% YoY to US$2.2 billion due to com-
petition with LCD panel market in China. 
Exports of organic light emitting diode 
(OLED) panels gained 1.7%, slightly 
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recovering from the slump in the previous 
month, but LCD exports sank 24.3%.

Exports of mobile phones declined 
17.8% to US$1.37 billion from the previ-
ous year due to the expansion of the local 
procurement of parts such as supply from 
factories in Vietnam. But exports of fin-
ished goods swelled 2 percent to US$650 
million.

By region, exports steadily grew 
27.5% to China, 12.3% to Vietnam, 
24.9% to the US and 14.9% to the Euro-
pean Union. In the case of imports, 
imports from China decreased 5.9%, 
exports from the US, 6.0%. Imports from 
Japan and Vietnam climbed 1.5% and 
34.1%, respectively.

As a result, Korea's ICT trade balance 
in March produced a surplus of US$10 
billion. The cumulative trade balance 
by the end of March posted a surplus of 
US$26.36 billion, up US$6.13 billion 
from the same period of last year..

It has been found that last year, production of Korea's ICT industry 
amounted to 468,384.1 billion won, the highest ever, showing an 8.7% 

increase from the previous year.
According to the results of a suarvey of production of major ICT items in 

2017 released by the Ministry of Science and ICT on April 12, the ICT indus-
try’s output of last year marked the highest growth rate since 2010 (402 trillion 
won, an increase of 18.3%). The record was attributable to strong exports of 
semiconductors, displays, computers and peripheral devices according to ana-
lysts. Last year ICT industrial production accounted for 11.8% of the nation’s 
total industrial output (3,971 trillion won).

In detail, production of information, telecommunication and broadcasting 
equipment accounted for 72.9% (341,273.5 billion won) of total ICT industry 
output, while information and communication broadcasting service output 
reached 74,488 billion won, accounting for 15.9% and software output hit 
52,626.2 billion won, accounting for 11.2%.

Last year, ICT industrial production by SMEs rose 2.8% to 137.599.1 bil-
lion, accounting for 29.4% of total ICT production.

By sector, SMEs’ production of information, telecommunication and broad-
casting equipment accounted for 54.7%, that of information, telecommunication 
and broadcasting services, 18.1% and that of software, 27.2%.

In particular, software production by SMEs accounted for 71.2% of the 
total ICT software production, so the growth of software production by SMEs 
was remarkable. 

Continuous Boom of ICT Industry

ICT Industry Output Hits All Time 
High of 468 Trillion Won Last Year

ICT industrial production last year accounted for 11.8% of the nation’s total industrial output 
(3971 trillion won).

By Cho Jin-young
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The products manufactured by Samsung Electronics and SK Hynix in their plants in China eluded high-rate tariffs imposed on Chinese products by the US government.

It has been confirmed that the 
products manufactured by Sam-
sung Electronics and SK Hynix 

in their plants in China eluded high-rate 
tariffs imposed on Chinese products by 
the US government. It is said that the two 
companies have deviated from the strik-
ing distance of the measure, but it cannot 
be ruled out that the two companies may 
be indirectly affected by the measure due 
to tariffs on electronic products loaded 
with semiconductors produced in China 
and a compromise about semiconductors 
between the US and China.

According to the semiconductor 
industry on April 5, ten items including 
transistors, thyristors, and light emit-
ting diodes (LEDs) were semiconduc-
tor-related items among 1300 Chinese 

items subject to high tariffs announced 
by the US Trade Representative (USTR) 
on April 3 (local time). These items on 
this list produced in the HS code for-
mat according to the International Uni-
form Product Classification System, are 
all non-memory semiconductors.sung 
Electronics is producing NAND flash 
memory products at its Xian factory in 
China and SK Hynix, DRAM memory 
products at its Wuxi factory in China. As 
of last year, Samsung Electronics pro-
duced 450,000 NAND flashes per month 
in terms of wafers. It is said that the Xian 
factory rolled out 102,000 pieces, 22.7% 
of them.

It is estimated that SK Hynix produce 
130,500 pieces, or 44.2% of 297,500 
DRAMs produced monthly at its Wuxi 

factory.
"The USRT list does not have a code 

for items produced by Korean companies 
in China," a semiconductor industry offi-
cial said. "At least this time, there will be 
no damage due to duties directly slapped 
on such items."

However, semiconductor industry 
experts point out that a significant por-
tion of the semiconductors produced 
by the two factories belong to China's 
finished electronic products which will 
hardly avoid indirect impacts. As China 
is reported to be in the process of nego-
tiating with the United States to expand 
US semiconductor imports, there is a 
possibility that semiconductor exports to 
China by Samsung Electronics and SK 
Hynix will fall proportionally. 

Some Relief

Memories Produced by Samsung  
and SK in China Elude High US Tariffs
By Michael Herh
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Foundry War

Samsung Electronics Aims to 
Overtake TSMC by Developing 
7-Nm Foundry Process

According to the semiconductor industry on April 5, 
Samsung Electronics completed the development of 
a seven-nanometer foundry process using extreme 

ultraviolet (EUV) equipment. One nanometer (nm) equals one 
billionth of one meter. The Korean semiconductor giant origi-
nally intended to complete the development of the process in 
the second half of this year, but finished it six months earlier. 
Mass production will start this year. It was reported that Qual-
comm was preparing samples to supply large volume of mobile 
application processors (APs) to Qualcomm, the first corporate 
customer.

At the same time, Samsung Electronics also started the 
development of a five-nm foundry process and the construction 
of an EUV-only line in Hwaseong, Korea. The company has 
also fought a speed battle that were shown in memory semicon-
ductors at the foundry. Based on its overwhelming technology 
and production capability, Samsung Electronics has set its goal 
of holding the TSMC in Taiwan and climbing to the top of the 
foundry industry.

Samsung Electronics has prepared conditions for seven-
nm foundry production by introducing EUV equipment to 
Hwaseong S3 Line since last year. "Samsung developers who 
participated in the development of the seven-nm process have 
completed their missions and moved to five-nm process devel-
opment," said an official of the semiconductor industry. "I 
understand that they can share design databases (DBs) necessary 
for sample production with customers such as Qualcomm."

Samsung Electronics decided to utilize EUV equipment in 
seven-or-fewer-nm processes in order to boost its competitive-
ness in fine processing. One piece of EUV equipment is priced 
at 200 billion won so it is a big burden to secure EUV equip-
ment and using EUV equipment requires highly technical skills. 
EUV equipment can draw more complex circuits as its wave-
length is short but requires extremely high accuracy.

In spite of such EUV risk, Samsung Electronics succeeded 
in purchasing more than 10 pieces of EUV equipment and using 
them in a stable manner. The company secured Qualcomm as its 
first customer. Samsung Electronics is reported to produce the 
Snapdragon 855, a mobile AP for 5G mobile telecommunica-
tion through a 7nm process. The semiconductor industry expects 
Samsung Electronics to produce the Qualcomm Snapdragon 

855 by the end of this year or early next year.
Samsung Electronics is publicizing seven-nm process tech-

nology to its customers. A seven-nm process can make a product 
area 40% smaller than a ten-nm process. In addition, the former 
can improve performance 10% and realizes 35% higher power 
efficiency when performance is the same. This means that Sam-
sung Electronics will be able to make the most advanced semi-
conductors for mobile devices, networks, servers and crypto-
currency mining. "A seven-nm process enables mobile device 
manufacturers to load mobile devices with larger batteries or 
implement slim design," a Samsung Electronics official said.

Samsung Electronics also started developing five-nm pro-
cess. Within next year, the company will complete the develop-
ment of a five-nm process and finish preparing to produce five-
nm products at the same time as mass production of seven-nm 
products at Hwaseong S3 Line. Then, the EUV-only line under 
construction in Hwaseong will start production based on seven-, 
six- and five-nm processes starting in 2020.

Samsung's foundry speed battle aims to beat Taiwan's 
TSMC. TSMC landed orders from Qualcomm among others 
while going ahead of Samsung Electronics in a seven-nm pro-
cess. Next year, TSMC is planning to complete the development 
of an EUV-based seven-nm process like Samsung Electronics. 
Competition for ultra-fine processes is intensifying. For exam-
ple, Global Foundry ranking second in the foundry industry 
decided to use EUV equipment in its seven-nm process.

Under these circumstances, Samsung Electronics will jump 
to No. 2 in the foundry industry this year, and eventually over-
take TSMC in the long term. “We expect to achieve solid growth 
in sales and take second place in the foundry business this year,” 
said a representative of Samsung Electronics in an earnings con-
ference call in January. “After the development of the seven-nm 
process, mass production of second generation ten-nm products 
will begin in earnest and elevate performances.”   

Semiconductor experts say that Lee Jae-yong, vice chair-
man of Samsung Electronics has a great interest in the foundry 
business. This is because vice chairman Lee emphasizes future 
growth engines of the 4th industrial revolution such as artificial 
intelligence (AI), cryptocurrencies and autonomous driving cars 
and ultra fine system semiconductors are at the center of the 
future growth engines. 

by Cho Jin-young

Samsung Electronics completed the development of 
a seven-nanometer foundry process using extreme 
ultraviolet (EUV) equipment.
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Competition for better AI speakers 

Open innovation is the new name of  
the game for mobile carriers
by Cho Jin-young

Korean mobile carriers are 
embracing open innovation 
to boost the competitiveness 

of their AI speakers as Google is set to 
release AI home speaker 'Google Home' 
in Korea in the first half of this year.

They are actively pursuing collabora-
tion with other companies, mainly in the 
field of contents that are difficult to make 
on their own, such as information search, 
English education and online to offline 
(O2O) services.

The key players in this sector are 
the three mobile carriers -- SK Telecom, 
KT and LG U+ -- and Naver and Kakao. 
They have been competing to stay ahead 
of the game since SK Telecom’s Nugu 
was launched in September 2016. Com-
petition is heating up as Korean-based 
Google Home is likely to create a big 
wave in the market.

Google formed a partnership with 
Korean audio book company Audion. 
Furthermore, Google Assistant brings 
various music services such as MelOn, 
Genie Music, and Bugs to Google Home. 
This feature compares with Nugu Speak-
er with which users are able to listen to 
music in MelOn only.

The three mobile carriers are not 
strong in content competitiveness com-
pared to Naver and Kakao. So they are 
accelerating service quality enhancement 
through strategic alliance with other 
companies.

SK Telecom recently released a cus-
tomized search service based on Wiki-
pedia to compete with Naver’s informa-
tion search. It has also joined forces with 
the Korea Creative Content Agency to 
load Nugu with its Cultural Prototype 
Database (Cultural Prototype DB) next 
month. The DB was created to let people 

utilize cultural prototypes such as Korean 
history, cultural assets, folklore, and clas-
sical literature in the contents industry 
such as broadcasting, TV dramas, films, 
characters, fashion, and design. At pres-
ent, there are about 100,000 cultural pro-
totype digital items in the database.

KT is concentrating on expand-
ing contents for kids with Smart Study 
which is famous for its popular character 
Pink Pong. It launched a new service that 
combines Pink Pong with audio-visual 
AI secretary Giga Genie (Smart Inter-
net TV). When a child repeats a sentence 
while watching a Pink Pong English edu-
cation video, Giga Genie analyzes the 
accuracy of the child’s pronunciation and 
says "Excellent!"

LG U+ began building an AI smart 
home with Naver, one of its competitors. 

The company is promoting the U+ Home 
AI service which integrates its internet 
TV (IPTV) and home IoT with Naver's 
AI platform Clova.

LG U+ loaded the U+ Home AI with 
Naver’s translation and interpretation 
service Papago and provides an English 
education service tailored to each age 
group in concert with English language 
education company YBM.

Mobile carriers made a lot of efforts 
to load “Baedal Minjok,” the most popu-
lar food delivery app in Korea, onto their 
AI speakers, but eventually Naver cut a 
deal with the food delivery service firm.

Mobile carriers are expected to step 
up efforts for collaboration with other 
companies as the key to the success of AI 
speakers lies in providing as many differ-
ent services as possible. 

Huawei recently took the wrap off 5G telecommunication equipment that conforms to the 3GPP standard at its 
booth at the MWC 2018.
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Smart Clothing Market Growing Rapidly 

Patent Applications Surging in 
Smart Apparel Sector
By Michael Herh

Patent applications related to smart apparel, which 
integrates clothing and electronic communication 
technology, is surging amid a rapid growth in the 

market for such clothing. 
According to the Office of Patent Administration, patent 

applications for smart clothing surged in recent three years with 
the rapid development of sensors and communication technolo-
gies. They were six cases in 2014 but shot to 40 cases last year.

The global market for smart apparel is expected to grow 
76.6 percent a year between 2016 and 2021.

Patents for smart clothing can be classified into four sec-
tions: conductive textile materials, phase change/discolor textile 
materials, digital-devised clothing, and medical clothing.

Patent applications increased sharply in the infotainment 
sector, which combines information delivery and entertainment, 
and the medical sector.

The growth in the infotainment sector is explained by the 
easiness in integrating an electronic circuit in clothing, while 
the increase in the medical clothing sector is attributed to the 

expectation that investment return would be higher in this sector 
than others.

An analysis of the patent application trend during the recent 
10 years shows that the infotainment sector tops with 35 appli-
cations (24%), followed by the medical sector with 28 (19%) 
and the protection and sports sectors each with 25 (17%), 
respectively .

Of all 146 applications, companies accounted for 51 (35%), 
followed by individuals at 41 (28%) and colleges at 37 (25%). 
Over the past three years, 37 applications were filed by compa-
nies, accounting for more than 40% of the total 92 applications, 
which indicates a surge in industry interest and active corporate 
research activities. Koreans accounted for 139 cases (95.2%).

The global market for smart apparel is still at its initial stage. 
Yet the market is expected to expand rapidly through conver-
gence with some of the Fourth Industrial Revolution technolo-
gies. Experts advise Korean companies to secure more intel-
lectual property rights in this field by expanding investment in 
technology development. 

Patent applications for smart clothing are surging amid a rapid growth in the market for smart apparel.
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These days, governments in 
advanced countries such as 
the United States, China, 

Japan, Britain, Australia, Switzerland and 
the Netherlands are pushing hard to cre-
ate a blockchain ecosystem.

According to the Korea Intellectual 
Property Office, the number of block-
chain-related patent applications amount-
ed to 497 in the United States and 472 in 
China as of the end of January this year. 
The United States overwhelmed the oth-
ers with 44.98% in terms of the ratio of 
overseas patent applications, but China 
was the global number one in terms of 
the number of patents applied for since 
2016.

The federal government of the Unit-
ed States has been working on a roadmap 
for blockchain introduction and develop-
ment since June last year. State govern-

ments of the United States are making 
efforts to popularize the technology, too. 
The Chinese government formed a pri-
vate-public working group for the same 
purpose in 2016 and launched a block-
chain-based electronic currency project 
last year. The Japanese government, in 
the meantime, announced in March this 
year that it would apply blockchain to its 
bidding system for government procure-
ment. A number of blockchain-related 
projects are currently underway in the 
Netherlands, Switzerland and Australia 
as well.

Meanwhile, blockchain develop-
ment and ecosystem creation are rather 
slower in South Korea. Although South 
Korea ranks third in terms of the num-
ber of blockchain-related patent applica-
tions, the absolute number is as small as 
99. Besides, the number fell from 41 to 

10 between 2016 and 2017. Government 
regulations are acting as a hindrance with 
cryptocurrencies accounting for a large 
portion of the blockchain industry.

Under the circumstances, experts 
point out that the South Korean gov-
ernment needs to promote the industry 
by means of policy, public projects and 
R&D assistance as it did in the IT indus-
try in the past. “Blockchain is a whole 
new paradigm to change the traditional 
ways of transactions and industrial pro-
cesses and the South Korean government 
should take a bigger role to develop it,” 
said SK Telecom senior managing direc-
tor Oh Se-hyun. KAIST professor Kim 
Yong-dae said, “ICO, which is similar to 
IPO, is booming worldwide nowadays as 
a very simple way of financing, but the 
South Korean government has banned 
every type of ICO.” 

Eexperts point out that the South Korean government needs to promote the blockchain-related industries by means of policy, public projects and R&D assistance.

Fresh Impetus Needed 

Korea lagging behind in Building 
Blockchain Ecosystem
by Cho Jin-young
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With many countries seek-
ing to integrate the block-
chain technology into 

actual service models, expectations are 
growing that an advanced model will 
first appear in the gaming industry.

According to industry sources on 
April 9, HanbitSoft Inc. has announced 
a global game asset trading blockchain 
platform dubbed “Bryllite” and has been 
pushing ahead with an initial coin offer-
ing (ICO), a controversial means of 
crowdfunding by issuing cryptocurrency.

This platform stores users’ assets, 
such as game money and items, on an 
external blockchain of game services, 
instead of storing them on an inter-
nal database. For instance, users can 
exchange their assets earned by playing 
HanbitSoft’s flagship game “Audition” 
with assets of “DC Unchained,” a game 
developed by 4:33 Creative Lab.

Until now, users have been buying 
and selling game money or items for 
cash through websites, such as item-
Bay or Itemmania, that offer trading of 
in-game virtual items for real money. 
These sites arrange item trading on a 
small amount of commission. Howev-
er, gamers will now be able to trade in-
game money or items at no extra charge 
through the Bryllite platform, which is 
based on blockchain technology.

Many leading game developers have 
already expressed an intention to par-
ticipate in HanbitSoft’s Bryllite project. 
They include domestic game companies, 
such as 4:33 Creative Lab, Action Square 
Co., IMC Games Co. and Metaps Plus 
Inc., and Chinese developers, including 
Shanghai Nine you Interactive Commu-
nity and Media Co.

Neptune Co., which was founded 
by former NHN Hangame CEO Jung 

Wook, also stresses that the convergence 
between games and blockchain technol-
ogy can create a new value.

“We are paying attention to the pos-
sibility that the economy in the virtual 
world of games can become the econo-
my that has an actual value. A consider-
able number of game firms at home and 
abroad have been already developing 
blockchain-based games,” Jung said.

Neptune and Dunamu & Partners, a 
subsidiary of Dunamu Inc. which oper-
ates South Korea's largest cryptocurren-
cy exchange Upbit, have each raised 5 
billion won (US$4.68 million) of funds 
from investors, with an aim to seek out 
promising blackchain-based game devel-
opers.

Gaming giants are also showing an 
interest in blockchain technology. Net-
marble Games Corp. recently added 
blockchain-related business and research 
development in its business purpose at a 
shareholders' general meeting. The com-

pany is planning to internally form a task 
force to pursue the convergence of games 
and blockchain technology.

In addition, NXC Corp., the parent 
company of Nexon Co., acquired South 
Korea's second largest cryptocurrency 
exchange Korbit last year, with its eye 
set on the blockchain business. Nexon 
operates “Nexon Cash” and “NexonPlay 
Point” that can be used in numerous 
Nexon games. The company is likely to 
integrate blockchain with these services 
in the future.

Kim Seung-yeon, CEO of Metaps 
Plus that is going to participate in Han-
bitSoft’s ICO, said, “Websites that let 
gamers trade in-game virtual items for 
real money have made a lot of money 
thanks to excellent games. However, 
game companies and gamers have not 
benefited from the service. We can build 
a win-win structure for game develop-
ers and gamers through the blockchain-
based game asset platform.” 

Blockchain Meets Gaming Industry

Game Developers Build In-game Item 
Trading Platform with Virtual Currency

Game developers are pushing to build a blockchain-based platform for trading in-game items.

By Yoon Yung Sil
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A growing sense  of  cr is is 
is prevalent in the Kore-
an smartphone industry. 

Although Samsung Electronics and LG 
Electronics posted improved earnings in 
the first quarter, it is not clear whether 
they will record desired 2Q earnings due 
to a downturn in the global smartphone 
market.

On April 26, Samsung Electronics 
announced that its IM Division in charge 
of the smartphone business, posted 
28.45 trillion won in sales and 3.77 tril-
lion won in operating profit in the first 
quarter. Experts say that Samsung Elec-
tronics put up a good fight as the Sam-
sung Galaxy S9 was launched early and 
its shipments surpassed ten million units 
early this month and were calculated in 
the company’s sales performances. The 
MC Division of LG Electronics, which 
takes care of the company’s smartphone 
business, also reported sales of 2,158.5 
billion won and operating loss of 136.1 
billion won. Although the MC Division 
failed to move out of deficit, the division 
improved its business structure.

However, it is unclear whether or 
not the two companies will be able to 
maintain similar sales performances in 
the second quarter. As the global smart-
phone replacement cycle has become 
longer, the smartphone market is shrink-
ing. Samsung Electronics is expected 
to see a drop in sales of smartphones as 
production of mid- to low-priced older 
models was discontinued. It is also 
expected that in the high-end smart-
phone market, its profitability will slide 
due to sluggish sales of flagship models 
and higher marketing costs. LG Elec-
tronics is expected to launch the G7 
ThinQ, a strategic smartphone, but is 
unlikely to go out of the red in the 12th 

consecutive quarter.
The problem is a slump in the global 

smartphone market and the rapid growth 
of Chinese companies. According to 
Strategy Analytics, a smartphone mar-
ket analyst firm, Korean smartphones’ 
share in the global market will decline 
to 19.5% this year from 22.5% in 2015. 
Meanwhile, the global market share of 
three Chinese smartphone makers such 
as Huawei, Oppo and Vivo rose sharply 
to 18.4% from 10.5% in the same period.

In particular, Korean smartphones 
has a gloomy future as they are strug-
gling in China and India, which are 
considered emerging big smartphone 
markets. In the Chinese market, Korea's 
share stood at 19.7% in 2013, but nose-
dived to 1.7% in the fourth quarter of last 
year. Four Chinese smartphone makers 

(the three above-mentioned companies 
and Xiaomi) accounted for a combined 
48.7% share of the Chinese market in 
the fourth quarter of last year. Samsung 
Electronics's market share in that quarter 
stood at 0.8%, less than 1% for the first 
time in history.

Another growing concern is that 
Samsung Electronics was relegated in 
the Indian smartphone market where the 
company had ranked first for a long time. 
According to market researcher Canalys, 
Xiaomi topped the smartphone market 
of India for the first time in the fourth 
quarter of last year, with a 27% market 
share, followed by Samsung Electronics 
at 25%. In the first quarter of this year, 
Xiamomi recorded a 31% market share, 
while Samsung Electronics posted 25%, 
showing a widened gap. 

Samsung Losing Share in China, India

Struggling Korean Smartphones Suffer Slump 
in Emerging Markets, Toothe First Time 
By Cho Jin-young

A sense of crisis is growing in the Korean smartphone industry as Korean companies are losing ground in major 
markets.
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With competition for the early commercialization 
of 5G mobile telecommunication services inten-
sifying worldwide, the Korean mobile industry is 

faced with formidable challenges.
Among other things, the 5G frequency auction set for June 

will cost mobile carriers at least three trillion won.
Furthermore there is mounting pressure on them to dis-

close their prime cost and introduce a universal plan that would 
charge customers a mere 20,000 won (US$18) per month.

This is why concern is growing that Korea may not be the 
world's first country to offer 5G services and lose the lead in the 
ICT convergence industry to competitors such as China and the 
US.

According to the CTIA and related industries on April 22, 
the top 5G countries in the world were China, Korea, the United 
States, Japan, Britain and Germany and Britain and Germany 
shared fifth place. Korea launched the world's first 5G pilot 
services through the 2018 PyeongChang Winter Olympics but 
CTIA analysts believe that China's mobile industry ranked first 
with the Chinese government's strong support. Although Korea 
was ranked second, recently Korea suffered from various nega-
tive factors, raising concerns.

The major three Korea mobile carriers such as SKT, KT 
and LGU+ about to commercialize 5G next year have many 
hurdles to clear. First, the lowest reserve price (starting price at 
the auction) of the ten-year use of 280 ㎒ of 3.50 ㎓ bandwidth 
was set at 2.654 trillion won(US$2.38 billion) and that of the 
five-year use of 2400 ㎒ of 28 ㎓ bandwidth at 621.6 billion 
won (US$559 million), reaching the highest-ever point. More-
over, the telecom rate cut pressure is also growing steadily. The 
three Korea mobile carriers are already paying 1.3 trillion won 
(US$1.1 billion) to the government every year for the allocation 
of 4G Long Term Evolution (LTE) frequencies. Some experts 
even predict that 5G frequencies will be sold for up to five tril-
lion won (US$4.5 billion).

In particular, civic groups including the People’s Solidarity 
for Participatory Democracy (PSPA) additionally requested the 
disclosure of production cost data of LTE-specialized plans after 
the Ministry of Science and ICT sent 2G and 3G production cost 
data to the PSPA in accordance with the final judgment of the 
Supreme Court on April 20. Also, on April 27, the Regulatory 
Reform Committee will review the introduction of the univer-
sal plan system charging 20,000 won (US$18) per month. It 
was pointed out that not could only ICT convergence industry 

infrastructure, which is the core of the 4th industrial revolution 
be damaged but the competitiveness of the three mobile telecom 
carriers, could be decreased in this process.

Early 5G commercialization, connected cars for autonomous 
driving, smart factories, and smart cities among others require 
large-scale facility investment and research and development 
(R&D) by the telecommunications industry.

However, the three mobile carriers are troubled with an 
increase in negative factors that can cut down on their sales.

In fact, earnings forecasts for the three companies are 
gloomy. According to the securities industry, including financial 
information company FN Guide, annual sales of the three com-
panies are expected to arrive at 53.356 trillion won (US$48.0 
billion), up 0.3% from the previous year, and their operating 
profit at 3.910 trillion won (US$3.5 billion), up 4.6%. A major-
ity forecast is that their main business (wireless telecommunica-
tion) will decline 1.5% year on year due to the discount rate of 
25% for selective contract users.

In the case of KT, chairman Hwang Chang-kyu announced, 
"The world's first 5G will be commercialized in 2019," at the 
Mobile World Congress (MWC) 2017, the world's largest 
mobile trade show in February of last year and provided 5G 
demonstration services at the Pyeongchang Winter Olympics. 
But a recent police investigation of chairman Hwang may bring 
about CEO risk. The police are investigating whether or not 
chairman Hwang ordered current and former KT employees to 
illegally support about 90 lawmakers of the ruling and opposi-
tion parties with corporation funds from 2014 to 2017 or wheth-
er or not he received a report about that. Arrest warrant applica-
tion will be decided this week. 

Global Race for 5G Heating Up

Korean carriers Facing Too Many Hurdles 
for Providing World's First 5G Services
By Cho Jin-young

The three major Korean mobile carriers -- SKT, KT and LGU+ -- face many hurdles 
to clear in commercializing 5G next year.
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The South Korean government 
will announce a tentatively 
called “joint countermeasure 

for overseas websites distributing pirated 
content” in the middle of this month.

The South Korean government will 
start the development of technology 
that blocks illegal reproduction and dis-
tribution websites, like “The Night of 
the Rabbit” which distributes contents, 
including webtoon, with having serv-
ers in a foreign country. It is planning to 
dramatically reduce damages caused by 
the infringement of digital contents copy-
rights worth 1 trillion won (US$934.58 
million) a year.

According to government officials on 
April 8, the Ministry of Culture, Sports 
and Tourism, the Ministry of Science 
and ICT and the Korea Communications 
Commission will announce a tentatively 

called “joint countermeasure for overseas 
websites distributing pirated content” in 
the middle of this month. The ministries 
will begin the development of illegal 
foreign website blocking technology in 
May.

The government has been continu-
ously blocking illegal content providers 
that have servers abroad and infringed 
the copyrights on webtoon and movie, 
but has failed to root out them. Current-
ly, the government simply blocks spe-
cific URLs so it is impossible to block 
illegal websites when they change the 
patch to other URLs and use an alt-route. 
Recently, many illegal websites use the 
hypertext transfer protocol over secure 
socket layer (HTTPS) which integrates 
hypertext transfer protocol (HTTP) with 
cryptographic technology so it is hard to 
block them, according to experts. In fact, 

the Korea Copyright Protection Agency 
(KCPA) asked the Korea Communica-
tions Standards Commission to block 
the access of 72 illegal websites last 
year but 31 of them avoided the curbs 
in this manner. The Night of the Rabbit 
also continuously provides the service of 
about 1,500 illegal copies of South Kore-
an webtoon series using this technology 
despite the government’s restrictions.

Accordingly, the government has 
decided to develop the technology that 
can fundamentally block these websites 
instead of the current URL blocking 
technology.

These illegal content providers are 
doing serious damage to the domestic 
digital content industry. Pirated contents 
are shaking the foundations of the digi-
tal content industry, especially webtoon 
which is frequently used by consumers. 
According to the KCPA, the amount of 
damages caused by the infringement of 
digital contents copyrights increased 
from 1.07 trillion won (US$1 billion) in 
2015 to 1.2 trillion won (US$1.12 bil-
lion) in 2017. According to a report from 
Webtoon Guide, a webtoon statistician 
and analyst, the damages in the webtoon 
market alone reached 1.26 trillion won 
(US$1.18 billion) last year.

An official from the webtoon indus-
try said, “Pirate websites steal new series 
of webtoon that were carefully crafted by 
creators in two hours but private com-
panies have limits to respond to them. 
So, we are hoping that the government 
attacks pirate websites even by hir-
ing legitimate hackers. In particular, it 
is urgent to come up with technical and 
political measures to block pirate sites 
that infringe the copyrights with having 
servers in a foreign country and bypass-
ing the domestic law.”

Against Illegal Content Distribution

Korean Gov’t to Develop the Tech for 
Illegal Content Distribution Blacking
By Yoon Yung Sil

The South Korean government will announce a tentatively called “joint countermeasure for overseas websites 
distributing pirated content” in the middle of this month.
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As the Ministry of Science 
and ICT is scheduled to 
release a 5G frequency auc-

tion draft this month, the three domestic 
mobile carriers – SK Telecom, KT and 
LG U+ -- are busy drawing up an opti-
mal bidding strategy.

The spectrum to be auctioned this 
time is highly likely to be 300MHz 
bandwidth in the 3.5GHz band (3.4GHz-
3.7GHz) and 2.4GHz bandwidth in the 
28GHz band (26.5GHz-29.5GHz).

The mobile operators’ focus is on the 
300MHz bandwidth in the 3.5GHz band 
as it is seen as the most lucrative spec-
trum in delivering 5G services.

To provide 5G services, an operator 
needs to secure 100MHz bandwidth in 
the 3.5GHz band. But demand is likely 
to exceed supply as the combined band-
width demanded by the three mobile 

carriers is 320MHz. SK Telecom report-
edly wants to have 120MHz, while 
KT and LG U+ each want to secure 
100MHz.

As a result, fierce competition is 
expected among the carriers to secure 
enough bandwidth in the 3.5GHz band. 
Analysts believe the cost of securing 
100MHz bandwidth in the 3.5GHz band 
would exceed 3 trillion won, although 
the price could differ depending on the 
auction methods.

The most important point in this auc-
tion will be which mobile carrier will 
take home the most lucrative sections of 
the 300MHz bandwidth in the 3.5GHz 
band.

The three operators are expected 
to bid for sections in the 3.5GHz and 
3.6GHz as the high scalability of this 
bandwidth prevents interferences.

For the carriers, an equally impor-
tant point is to avoid the sections that are 
susceptible to interferences.

Experts note that the 20MHz band-
width of the 3.40 GHz to 3.42GHz band 
is most susceptible to interferences, 
meaning that the mobile carrier that will 
receive this section will be the most dis-
advantaged in 5G competition.

It has been pointed out that this sec-
tion may mix with public frequencies, 
causing interferences. To solve the fre-
quency interference problem, a filter or 
a guard band has to be used. This means 
a portion of the 3.4GHz frequency band 
should be sacrificed. Even if an opera-
tor secures 100 MHz in this band, only 
80 MHz can actually be used. So some 
experts argue that the government 
should provide incentives to operators 
that will be given the band. 

5G Spectrum Battle

Korean Mobile Carriers Expected to Wage 
‘War of Money’ in Frequency Auction
By Cho Jin-young

South Korean mobile carriers will have fierce competition to secure lucrative frequencies in the 5G spectrum auction. 
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As there are signs of the end of 
an upward trend in exports, 
mainly memory chips, due to 

U.S. protectionism, it casts a dark shadow 
over the South Korean economy. South 
Korea’s main exports, such as smart-
phone, display, shipbuilding and car as 
well as semiconductor and petrochemical 
product, have been declining.

According to industry sources on 
May 27, the export growth of semicon-
ductors, which have accounted for 20 
percent of the nation’s total exports, has 
gradually started to flatten out.

Industry tracker IHS Markit said the 
price of DRAMs per gigabyte, which 
increased a whopping 43.9 percent last 
year, fell 7.8 percent this year and the 
size of the DRAM market is expected 
to hit the peak at US$82.7 billion (89.23 
trillion won) this year and then gradu-
ally decrease to US$76 billion (82 tril-
lion won) in 2019 and to US$73.6 bil-
lion (79.41 trillion won) in 2020. The 
situation is also similar with NAND flash 
memory chips. However, the increase 
in production of domestic memory chip 
makers, such as Samsung Electronics Co. 
and SK Hynix Inc., is limited so it is hard 
to expect the growth in sales without 
price increases.

According to market research firm 
DRAMeXchange, the two companies’ 
operating profit margins on DRAMs in 
the first half of this year surpassed 60 
percent but their increase in sales went 
up by a mere 2 percent on-year last year. 
Both firms are not planning to build 
a new factory yet, except for existing 
expansion plans.

This is why the growth in semicon-
ductor exports has also slowed down 
from 57.5 percent last year to 37 percent 
in April this year. In short, it is impos-
sible to expect an explosive growth like 

last year had.
Exports in other industries are also 

slack except for some sectors, including 
petrochemicals. In addition, petroleum 
and petrochemical products have limits 
in actual trade surplus as the import price 
of their raw materials grew 53.6 percent 
and 11.7 percent, respectively, due to the 
rise in international oil prices. In April, 
exports of ships dropped as much as 75 
percent compared to the same period a 
year earlier, while that of wireless com-
munication devices decreased 40.7 per-
cent. Displays and home appliances also 
recorded a two-digit fall in exports.

Instead, South Korea’s imports have 
continuously increased since October 
2016 and its cumulative trade surplus as 
of the end of April stood at US$19.9 bil-
lion (21.47 trillion won), down US$8.6 
billion (9.28 trillion won) from US$28.5 
billion (30.75 trillion won) a year ago.

There are also growing concerns over 
shrinkage of domestic investment and eco-
nomic stagnation among domestic compa-
nies. Samsung Electronics, which invested 
27.3 trillion won (US$25.31 billion) in 
semiconductors last year, is planning to 
reduce its investments this year consider-
ing oversupply of semiconductors.

As the U.S. is considering measures 
to impose a 25 percent tariff on import-
ed cars according to the Section 232 of 
the 1962 Trade Expansion Act, South 
Korea’s car industry now faces an export 
crisis. The IT manufacturing industry, 
including home appliances and smart-
phones, can’t be a big help to the nation’s 
economic recovery because it produce 
most of its products overseas. Moreover, 
the drop in won-dollar exchange rates 
pulled down won-dominated exports by 
7.2 percent last month compared to a 
year earlier. The price of the Dubai crude 
oil skyrocketed from US$60.39 (65,070 

won) per barrel on March 1 to US$74.98 
(80,791 won) on May 23, putting more 
burdens on production costs.

The outflow of foreign capital in 
South Korea to the U.S. on grounds of 
the interest rate reversal between Korea 
and the U.S. is another obstacle to the 
nation’s economic recovery. LG Eco-
nomic Research Institute forested the 
nation’s economic growth at 2.8 percent, 
lower than 3.0 percent of the Bank of 
Korea.

The number of domestic compa-
nies coming back to South Korea keeps 
decreasing every year, while the amount 
of foreign investments are continuously 
on the rise. According to the data from 
the Ministry of Trade, Industry and Ener-
gy (MOTIE) and the Korea Trade-Invest-
ment Promotion Agency (KOTRA), the 
number of domestic firms coming back 
to South Korea fell from 27 in 2014 to 3 
in 2017.

In contrast, the remittance of over-
seas direct investments increased 11.8 
percent from US$39.1 billion (42.13 
trillion won) in 2016 to US$43.7 billion 
(47.09 trillion won) in 2017, hitting the 
highest level since 1980 when it started 
compiling relevant statistics. 

The end of Upward Export Trend?

US Protectionism Casts Dark Shadow 
over Even Exports of Semiconductors
By Cho Jin-young

The export growth of semiconductors, which have 
accounted for 20 percent of the nation’s total exports, 
has gradually started to flatten out.
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Korea's trade surplus in the 
parts and materials sector 
reached a record high of 

US$30.8 billion (32.71 trillion won) in 
the January-March quarter, according to 
data released by the Ministry of Trade, 
Industry and Energy (MOTIE) on April 
18.

Outbound shipments of parts and 
materials reached US$74.4 billion 
(79.01 trillion won) in the first three 
months of this year, up 13.3 percent 
from a year earlier, while imports rose 
8.2 percent, totaling US$43.6 billion 
(46.3 trillion won). The trade surplus in 
the first quarter grew by US$5.45 bil-

lion (5.79 trillion won) from the previ-
ous quarter.

The outbound shipments of parts 
and materials account for 51 percent 
of US$145.7 billion (154.73 trillion 
won) of the nation’s total exports in all 
industries and the trade surplus in parts 
and materials takes up 22.8 percent of 
US$13.5 billion (14.34 trillion won) of 
the total trade surplus in all industries. 
In short, it is no exaggeration to say that 
parts and materials made the biggest 
contribution to the country's trade sur-
plus trend.

By item, exports of electronics parts, 
including memory chips, accounted for 

42.1 percent of the total at US$31.3 bil-
lion (33.24 trillion won), followed by 
those of petrochemical products 16.4 
percent at US$12.2 billion (12.96 trillion 
won) and primary metals 9.2 percent 
at US$6.9 billion (7.33 trillion won). 
Exports of electronics components and 
petrochemical products increased 24.9 
percent and 15.6 percent, respectively, 
while shipments of transport machine 
parts decreased 12 percent.

By country, exports to China, South 
Korea's largest trading partner, took 
up 31.9 percent of the total at US$23.7 
billion (25.17 trillion won). Exports to 
ASEAN countries and Europe account-
ed for 16.9 percent at US$12.6 billion 
(13.38 trillion won) and 12.6 percent 
at US$9.4 billion (9.98 trillion won), 
respectively, ranked among the top 
exporting countries. Exports grew in 
most regions, including Europe, China, 
the ASEAN and the United States, while 
that to Central and South America and 
the Middle East slightly dropped.

The MOTIE said that exports of 
electronics parts to China continued to 
take a favorable turn with a sudden rise 
due to the growing demand of memory 
chips related to big data and the Inter-
net of Things (IoT) and the demand of 
memory chips also increased in Indo-
nesia, Vietnam and the Philippines. In 
Europe, exports of all materials, mainly 
petrochemical products, rose, while that 
of parts for general machines and elec-
tronics products all increased due to the 
expansion of investment in facilities as 
the local economy has picked up recent-
ly. 

Spearheading export growth

Trade Surplus in Parts, Materials 
Reaches Record High of $38 Bil.  
in First Quarter
By Cho jin-young

Korea's exports of parts and materials accounted for 51 percent of the nation’s total exports in the first quarter, 
which were estimated at US$145.7 billion (154.73 trillion won).
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An expert review has suggested that the Korean gov-
ernment continue R&D projects to develop pyro-
processing technology for reprocessing spent nucle-

ar fuels and sodium-cooled fast reactors or SFRs powered by 
such reprocessed spent nuclear fuels.

The Ministry of Science and ICT received a report from 
the Review Committee on Spent Fuel Processing Technology 
Research and Development and submitted it to the National 
Assembly last month. It has also published the report on its 
website.

“We recommend the government to implement the two proj-
ects until 2020, when the evaluation of the research and devel-
opment project will be completed,” the review committee rec-
ommended in the report. "In order to achieve the goals of the 
R&D project for the next three years, it is recommended that the 
National Assembly continue to support the projects."

Since 1997, the government has carried out the R&D proj-
ect by investing a total of 676.4 billion won (US$608 million). 
However, some people have steadily questioned the effective-
ness of the project because there have been no cases of the com-
mercialization of the technology around the world. Last year, the 
National Assembly requested the Ministry of Science and ICT to 

execute this year’s budget of 40.6 billion won (US$36.5 million) 
after reviewing the continuity and direction of the project.

The Ministry of Science and ICT assembled the Review 
Committee last December with seven technical experts who did 
not work in the field of nuclear energy. The committee reviewed 
the technology, safety, research results, ripple effects and diplo-
matic effects of pyro-processing and SFRs.

“The government should make a judgment based on the 
results of ROK-US joint research once again," the committee 
said with respect to whether or not the project will continue 
after 2020. "Korea must secure a variety of other technological 
options besides pyro-processing."

The Ministry of Science and ICT plans to map out a plan to 
push forward with the project in the future based on the report 
of the Review Committee and decide the final policy through 
consultation with the National Assembly.

"The issue of the disposal or treatment of spent nuclear 
fuels is a big challenge for the current and future generations,” 
the Review Committee said, adding that it therefore should be 
addressed now. "We will set mid- and long-term goals based 
on scientific research and go ahead with plans to achieve the 
goals.” 

Research on Pyro-Processing

Expert review Suggests Korea Continue 
R&D on Pyro-Processing, SFRs
By Michael Herh

The South Korean government invests a total of 676.4 billion won (US$608 million) to develop pyro-processing and SFRs.
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Korean and foreign investors 
are showing a keen inter-
est in the Harvest oil field 

in Canada, which is 100 percent owned 
by Korea National Oil Corporation 
(KNOC), as the Korean government is 
seeking to sell off the oil field to the pri-
vate sector.

According to the government and 
oil industry sources on April 23, Mor-
gan Stanley sounded out investors about 
acquiring a minority stake in Harvest. 
As a precondition for investment, Mor-
gan Stanley suggested that the investor 
sign a 20-year long supply contract with 
a North American shale oil company 
where the investment bank has a stake.

The shale oil company owned by 
Morgan Stanley has expertise in the 
mid-stream (energy transport, storage, 
liquefaction, etc.) sector, which is in the 
middle part of oil development. Harvest, 
on the other hand, is a sand oil compa-
ny, which belongs to the upstream part 
(resource exploration) ahead of the mid-
stream part.

"It seems that Morgan Stanley con-
ducted an early-stage review only," said a 
KNOC official. “There has been no con-
crete negotiation.”

Some experts in the investment 
banking industry say that the chairman 
of a large US energy company will visit 
Korea to express an intention to take 
over a stake in Harvest when he meets 
officials of the Korean Ministry of Trade, 
Industry and Energy.

Korean IBs are also interested in 
Harvest. Last year, Korea Investment & 
Securities and Macquarie Infrastructure 
Asset Management formed a consortium 
and pushed forward with a plan to invest 
several hundreds of billions of won. "The 
sand collection method is also improv-
ing, which can improve economic effi-
ciency and make the oil field lucrative in 
the long run," an industry official said.

The KNOC is known to be seeking to 
raise US$240 million to repay the Cana-
dian subsidiary's debt. "Investors are asking 
for one percentage point higher than the 
interest rate in the market," said a KNOC 
official. “The negotiation broke down.”

KNOC acquired the Canadian sand 
oil company in 2009. But the state-run 
corporation has been criticised for failing 
to evaluate Harvest’s profitability in the 

acquisition process. Harvest, which had 
book value of 4.55 trillion won (US$4.0 
billion) at the time of its acquisition, was 
valued at 307 billion won as of the end 
of 2016.

A source says that a task force set 
up under the Ministry of Trade, Industry 
and Energy to evaluate overseas resource 
development projects will recommend 
the sell-off of assets of insolvent projects 
that have been pursued by KNOC and 
KOGAS. 

The Korea Institute of Geoscience 
and Mineral Resources has been under-
taking a review of the two corporations' 
overseas resource development projects 
since December last year. It is expected 
to release a report soon. Some experts 
even insist that Korea National Oil Cor-
poration itself be sold off.   

Korea to sell off overseas oil, gas assets

Investors Are Showing a Keen Interest  
in Harvest Oil Field in Canada
By Jung Min-hee

Korean and foreign investors are showing interest in the Harvest oil field in Canada, which is owned by Korea 
National Oil Corporation (KNOC).
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The Chinese government has 
again  excluded vehic les 
powered by Korean batteries 

from the list of the cars eligible for sub-
sidy.

Last month, Yang Jiechi, a mem-
ber of the Politburo of the Communist 
Party of China, disclosed during his 
visit to Korea that the Chinese govern-
ment would withdraw sanctions against 
Korean products, including electric cars 
loaded with Korean batteries.

Yang’s remark raised hopes among 
Korean battery manufacturers that Chi-
na’s discrimination against them would 
soon come to an end.

Yet electric vehicles powered by 
Korean-made batteries were excluded 
from the list of the subsidy-eligible vehi-
cles announced early this month.

The Chinese government has exclud-
ed electric vehicles running on Korean-
made batteries from subsidies for over 
a year and a half since the THAAD 
deployment in South Korea.

In China, government subsidies are 
so large that electric vehicles that are not 
subsidized cannot be sold.

This led LG Chem and Samsung 
SDI to increase the share of substitute 
products such as batteries for energy 
storage systems (ESSs) in their product 

portfolio as a means of preventing the 
utilization rate of their factories in China 
from falling

In the Korean battery industry, a pes-
simistic view is growing that there will 
be no change until 2020, when the Chi-
nese government abolishes its subsidy 
program for electric cars. For this rea-
son, Korean companies are expected to 
start preparations for resuming their bat-
tery business in China after 2020.

All three Korean battery producers -- 
LG Chem, Samsung SDI and SK Inno-
vation -- will participate in the Beijing 
Motor Show that will kick off on June 
25. Analysts say that they will partici-

Enduring Beijing's Discrimination

Korean Companies Preparing for  
New Landscape in China Battery Market

By Michael Herh
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pate in the event for the purpose of rais-
ing Chinese consumers’ recognition of 
their batteries and expanding customer 
contacts in preparation for the abolition 
of the subsidy policy.

"The reason why Korean battery 
makers are paying more attention to 
the Chinese market even after the Chi-
nese government left its discrimination 
against Korean batteries in place is that 
China is the largest electric car bat-
tery market," an industry insider said. 
"Under a long-term strategy, they are 
preparing for a full-scale race that will 
unfold after the abolition of the subsidy 
program."   

It has been found that the battery business unit of LG Chem increased 
the number of its staff members only by 34 last year, about one tenth the 

annual increase of approximately 400 from 2013 to 2016.
This contrasts with the 429 new employees hired by the Energy Solution 

Division of Samsung SDI last year. The battery business unit of SK Innovation 
also increased its workforce during the same period, although the company did 
not disclose it.

In fact, rumors about a brain drain from LG Chem have circulated since last 
year. The battery business unit of the company is recruiting new staff members 
on an ongoing basis, but its workforce is increasing only in its overseas plants, 
not in the main office in South Korea that is in charge of developing key tech-
nologies.

Industry insiders point out that LG Chem’s battery business could be nega-
tively affected if the company faces difficulty recruiting new engineers at a time 
when it is aggressively expanding its battery business. Currently, the company 
produces batteries in Ochang, South Korea, Nanjing, China and Michigan, the 
U.S. In addition, its manufacturing facilities in Wrocław, Poland were put into 
operation last month. The average capacity utilization of those facilities rose 
from 59.5% in 2016 to 67% last year as demand for electric vehicle batteries 
increased.

They also point out that an increasing number of South Korean battery engi-
neers are moving abroad from South Korean companies, including LG Chem. 
“It is estimated that about 150 South Korean battery engineers left the country 
for higher salaries and incentives in 2017 alone,” one industry watcher said. 

Brain Drain in Battery Industry

Battery Engineers Are Leaving  
S. Korean Companies

An increasing number of South Korean battery engineers are moving abroad from multiple South 
Korean companies like LG Chem.

By Cho Jin-young

53 



The Ministry of Trade, Indus-
try & Energy determined on 
April 17 that some parts of 

Samsung Electronics’ work environ-
ment reports related to its semiconductor 
manufacturing facilities constitute South 
Korea’s national key technology. That 
day, the Central Administrative Appeals 
Commission (CAAC) of the Anti-Cor-
ruption & Civil Rights Commission 
accepted Samsung Electronics’ request 
for postponing any disclosure of the 
reports.

Under the circumstances, the Min-
istry of Employment & Labor, which 
attempted to disclose the entire reports 
on April 19 and 20, decided to postpone 
the disclosure until the final decision of 
the CAAC. The Ministry of Employment 
& Labor said it respects the Trade, Indus-

try & Energy Ministry’s decision.
“Some parts of the reports related 

to Samsung Electronics’ Hwaseong, 
Pyeongtaek, Giheung and Onyang Plants 
and the period of 2009 to 2017 have to 
do with different types of national key 
technology such as 30-nm DRAM pro-
cess technology and below, NAND 
flash, application processor and assem-
bly,” the Ministry of Trade, Industry & 
Energy said on April 17, adding, “Those 
can be inferred from the process names 
and layouts, the names of chemicals, and 
so on in the reports.” The ministry also 
explained that the reports pertaining to 
2007 and 2008 do not constitute any key 
technology because the reports are relat-
ed to 30 nm and above.

Samsung Electronics is expected to 
inform the court of the Trade, Industry & 

Energy Ministry’s decision with admin-
istrative litigation underway between the 
Ministry of Employment & Labor and 
Samsung Electronics, which is in fear of 
trade secret leakage.

The  CAAC,  in  the  meant ime , 
explained that it accepted Samsung Elec-
tronics’ request because procedure on the 
merits can be affected if any information 
is disclosed in advance. The CAAC is 
planning to terminate the procedure in 
the near future.

Earlier, concerns over technology 
leakage were rising in the South Korean 
semiconductor industry as the Minis-
try of Employment & Labor was likely 
to disclose Samsung Electronics’ work 
environment reports on April 19 in rela-
tion to its semiconductor manufacturing 
facilities. Samsung Electronics asked the 
Suwon District Court to ban the disclo-
sure, and the court made no ruling at the 
first trial on April 13. 

An expert committee of the Minis-
try of Trade, Industry & Energy held a 
meeting on April 16 to determine the 
appropriateness of the disclosure. Its 
decision is not legally binding but can 
be referred to by the other organizations. 
On April 17, the CAAC was scheduled 
to make its determination in response 
to Samsung Electronics’ request for an 
administrative appeal. The commission 
was expected not to rule in favor of the 
company in that it is an organization 
that puts workers’ human rights first. 
Under the circumstances, concerns were 
mounting over the possibility that the 
reports containing Samsung Electronics’ 
trade secrets would be opened to rival 
companies. 

Trade Secret Leakage

Gov’t Ruled Samsung Electronics 
’Work Environment Reports Include 
National Key Technology’
By Cho Jin-young

The South Korea’s industry ministry has determined that Samsung Electronics’ work environment reports on its 
semiconductor manufacturing facilities constitute South Korea’s national key technology.
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TV production of Samsung 
Electronics enjoying its posi-
tion as the world's No. 1 glob-

al TV maker for the 12th year, dropped 
to less than 40 million units. Samsung’s 
annual TV production has fallen below 
40 million units for the first time in eight 
years since 37.54 million units in 2009. 
Samsung’s TV production, which had 
once reached about 55 million units in 
2014, fell by more than 15 million units 
in three years.

According to the electronics indus-
try on April 3, the number of TVs pro-
duced by Samsung Electronics last year 
totaled 39.45 million units, a decrease of 
16.8% from 47.42 million units produced 
in 2016. Last year, Samsung Electron-
ics operated a TV production line with 
a total capacity of 44.63 million units in 

China, Mexico, Brazil, and Hungary. But 
its actual utilization rate stood at 88.4%, 
the lowest in the last three years.

Samsung Electronics explained that 
the drop in TV production was attribut-
able to the fact that the company shifted 
its focus to the market of large TVs with 
65-inch or bigger screens.

“Selling one big premium TV can 
be more profitable than selling several 
30-to-40-inch TVs in a price war with 
Chinese companies,” a Samsung official 
said. "We are reorganizing our TV busi-
ness with a focus on big TVs." In fact, 
Samsung Electronics reduced the propor-
tion of 30-to-40-inch TVs from 65.3% in 
2016 to 61% last year. Instead, the com-
pany dialed up the proportion of large 
TVs which are 50 inches or bigger from 
28% to 34%.

However, it is a current challenge for 
Samsung Electronics to maintain its mar-
ket dominance in terms of volume by rap-
idly growing the large TV market, which 
account for only 6% to 7% of the total 
TV market. This is because the superi-
ority in quantity refers to taking the lead 
such as price negotiating power in the 
distribution market. According to mar-
ket researcher IHS Markit, Samsung’s 
TV market share in terms of volume 
dropped 1.6% to 20% as of the end of last 
year from the previous year. On the other 
hand, LG Electronics’s market share rose 
to 12.6% from 12.2%. Samsung Electron-
ics lowered its 55-inch QLED TV price 
to US$1,000 this year for the purpose 
of maintaining its 20% market share. Its 
intention is to increase the large TV mar-
ket by lowering its entry barrier. 

Shifting Focus to Large TV Market

Samsung Electronics Avoids Price 
War with Chinese Companies
By Michael Herh

Samsung Electronics shifted its focus to the market of large TVs with 65-inch or bigger screens.
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On April 1, unionized Kumho Tire workers took 
a vote on the sale of their company to Qingdao 
Doublestar. 91.8% of the registered union mem-

bers took part in the voting and 60.6% of the participants voted 
in favor of the sale.

On March 31, in the meantime, Kumho Tire employers and 
employees signed a special agreement for business stabiliza-
tion. According to the agreement, the employees are going to 
voluntarily return about 25% of their bonuses for two years 
and have their wages frozen from 2017 to 2019 with some 
employee benefits suspended. When it comes to the company’s 
Gwangju and Goksung Plants, the workers are going to raise 
their productivity by 4.5% and the plants will be closed for 40 
days a year, which are divided into 20 without payment and 20 
with 50% of their ordinary wages.

The employers and employees are planning to sign their 
final agreement in Gwangju on April 2. Then, Kumho Tire 
and main creditor Korea Development Bank (KDB) sign a 
memorandum of understanding so that the latter and the other 
creditors immediately provide up to 200 billion won for the 
former. This money is scheduled to be spent for such purposes 
as commercial paper repayment due on April 2, payment of 
three-month back pay, and payment to subcontractors.

In addition, the creditors and Qingdao Doublestar are going 
to initiate a negotiation on capital attraction. Their final con-
tract may be signed within this week so that 646.3 billion won 
can be invested in Kumho Tire by the Chinese company. Fur-
thermore, the creditors will provide a loan of up to 200 bil-
lion won with regard to Kumho Tire’s manufacturing facili-
ties while arranging its existing loans so that the loans can be 
extended by five years and 23.3 billion won can be saved in 
annual interest.

The creditors already gave their conditional approval for 
Qingdao Doublestar’s investment in Kumho Tire on March 16. 
According to it, Qingdao Doublestar is slated to participate in 
a capital increase of 646.3 billion won and become the largest 
shareholder with a shareholding of 45%. Qingdao Doublestar 
should maintain employment and should not sell its shares for 
three years. In addition, it should remain the largest shareholder 
for five years or until the creditors sell their shares.

Still, there are some tasks to be handled until detailed nego-
tiations and business stabilization. First of all, measures should 
be prepared for Kumho Tire’s independent management, that 
is, business plans determined by South Korean executives and 
shareholders in compliance with South Korean law with the 
headquarters of Kumho Tire located in South Korea. Double-
star Chairman Chai Yongsen said on March 22 that he would 

guarantee it as in the case of Geely and Volvo.
The other required measures include those to prevent the 

Chinese company from dining and dashing like SAIC Motor 
did in the past in relation to SsangYong Motor. Although more 
than half of the unionized workers voted in favor of the sale, 
the deal was opposed by no less than 35% of the registered 
union members, which amounts to 1,052 workers, and this 
means a large number of Kumho Tire workers are still dis-
trusting the Chinese tire manufacturer. Besides, it is said that 
many of those who voted in favor did so in order to block their 
company from going into receivership. “Doublestar’s business 
stabilization plan still has a number of ambiguous parts and we 
need a clearer long-term investment plan and clearer measures 
for Kumho Tire’s growth,” one of them pointed out.

As mentioned above, Doublestar promised to maintain their 
employment for three years and remain the largest shareholder 
for five years. This means the Chinese company may go away 
with its investment and Kumho Tire’s technology in five years. 
The workers are concerned over the possibil ity of a decline in 
domestic production that could follow Doublestar’s business 
rearrangement for more concentration on factories in China, 
and what is needed in this context is a way of minimizing the 
impact on factories in South Korea while raising the capacity 
utilization of those in China.

KDB Chairman Lee Dong-geol promised that the creditors, 
which are the second-largest shareholder with a shareholding 
of 23.1%, would keep monitoring every part of Doublestar’s 
business activities and Doublestar would not shut down the 
South Korean factories. “Doublestar should obtain the credi-
tors’ consent in advance in order to change Kumho Tire’s capi-
tal structure, pay dividends, do transactions with affiliated par-
ties, or transfer intellectual property rights such as technology,” 
the KDB explained, adding, “It will take at least 15 years for 
Doublestar to recover its investment by means of dividends.” 

Drastic Conclusion

Qingdao Doublestar to Acquire Kumho Tire
By Jung Min-hee

The Kumho Tire union took a vote in favor of sale of their company to Qingdao 
Doublestar.
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Hyundai Motor is likely to 
emerge as a major player in 
the merger and acquisition 

(M&A) market.
According to the investment bank-

ing (IB) industry on April 25, Hyundai 
Motor has been hiring M&A profes-
sionals since March. This marked the 
first time that Hyundai Motor brought 
in M&A talent after vowing to actively 
expand human resources in the future 
innovation sector in May last year.

Talent hired by Hyundai Motor will 
be given the job of generally manag-
ing deals as deal captains. As managers 
of new business strategy at the Strat-

egy Support Division, they will oversee 
strategies and processes for all areas 
including M&As, joint ventures (JVs) 
and strategic investment. They will also 
be responsible for training junior-level 
employees regarding the valuation of 
the companies to be acquired, analysis 
of effects for the future expansion of the 
Hyundai Motor brand, various account-
ing and legal reviews, and M&As.

In addition, Hyundai Motor is also 
hiring working level talent and invest-
ment reviewers who will analyze M&A 
effects and related value. "They will be 
in charge of work such as nurturing start-
ups in the company," a Hyundai Motor 

official said.
Hyundai Motor has thus far devel-

oped new technology on its own in line 
with its vertical integration strategy. 
However, it seems that in the era of the 
4th Industrial Revolution, the company 
has drawn up a plan to rise to the global 
level not only by means of in-house tech-
nology development, including nurturing 
start-ups, but through the introduction of 
innovative technology from the outside.

In fact, Hyundai Motor's cash and cash 
equivalents stood at 8,800 billion won as 
of the end of last year. Industry experts say 
that the company secured enough funds 
for M&A deals, each of which will cost 
more than one trillion won.

Analysis says that the new business 
sector to be entered by Hyundai Motor 
will be a harbinger of its future M&As. 
At present, Hyundai Motor is also look-
ing for talent who will plan business 
strategies related to healthcare and con-
nected cars, simple payment solutions in 
addition to M&A talent. 

Hyundai Motor is bringing in M&A talent to expand its pool of human resources in future innovation sectors.

Auto Giant Set to Emerge as Major M&A Player

Hyundai Motor Recruiting 
M&A Specialists
By Jung Suk-yee
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The South Korean government is planning to place 
orders for new ships with a total value of 5.5 trillion 
won (US$5 billion) and help local shipbuilders hire 

3,000 persons on an annual average basis by helping mitigate 
their financial burden. Criticisms are mounting as the govern-
ment is planning to pour taxpayers’ money yet again into the 
shipbuilding industry, which is currently under restructuring.

On April 5, the government announced that it would con-
sider selling Daewoo Shipbuilding & Marine Engineering on a 
long-term basis while continuing to restructure STX Offshore & 
Shipbuilding and stabilize the business of Sungdong Shipbuild-
ing. In addition, the Defense Acquisition Program Administra-
tion, the Ministry of Oceans & Fisheries, the Korea Customs 
Service and so on are going to place orders for at least 40 ships 
until next year, the government is going to invest approximately 
eight trillion won until 2020 for the placement of at least 200 
orders by local private shipping companies so that shipbuilders 
can have more work to do, and the government is going to place 
a couple of orders each year for ships running on LNG.

Its plan for new employment to continue until 2022 is based 
on design and production technique development optimized for 
smaller shipbuilders, development of self-navigating and eco-
friendly ships, extension of employment support programs, a 
new council for cooperation among the shipbuilding, shipping 
and financial sectors.

Those in the industry, in the meantime, are questioning how 
the government will increase employment in the sector that is 
currently going through restructuring. They are also criticizing 
the government as lacking a sense of urgency with regard to the 
sale of Daewoo Shipbuilding & Marine Engineering, into which 
more than 20 trillion won has already been poured from taxpay-
ers’ pockets.

They also pointed out that the new orders for 40 or more 
ships are not enough for any shipbuilding business recovery 
in that South Korean shipbuilders’ sales totaled 48.8320 tril-
lion won as of the end of 2016 and the amount of orders they 
received accounted for no more than 19.1% of the global total as 
of the end of 2017. 

Unrealistic Policy

Taxpayers’ Money to be Poured Again  
into Shipbuilding Industry

By Choi Mun-hee
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The shipbuilding industry is 
gradually picking up this 

year. However, there are growing con-
cerns that South Korea’s “big three” 
shipbuilders will see their future com-
petitiveness weaken as they have been 
carrying out a large-scale restructuring 
and struggling to cut costs due to poor 
earnings for the past few years. With 
competition with the largest competitor 
China having been intensified, South 
Korean companies still hold a lead 
in terms of technology but their gap 
between China will be narrowed in the 
near future because they are recently 
cutting down their research and devel-
opment (R&D) investments. In addi-
tion, South Korean shipbuilders are 
highly likely to secure skilled work-
ers in the future as their workforce 
hit a record low, according to market 
experts.

According to industry sources on 
April 3, a combined amount of R&D 
investments by the nation’s big three 
shipbuilders – Hyundai Heavy Indus-
tries Co., Samsung Heavy Industries 
Co. and Daewoo Shipbuilding & 
Marine Engineering Co. (DSME) – 
came to 206.7 billion won (US$195.74 
million) last year, down 42 percent 
from 356.1 billion won (US$337.22 
million), showing the decrease for four 
years in a row since 2013. The amount 
of R&D investments by the three last 
year reached a 13-year low after 202.6 
billion won (US$191.86 million) in 
2004. Hyundai Heavy, which made 
the biggest R&D investment among 
the three, spent 90.7 billion won 
(US$85.74 million) that was less than 
half of 203.4 billion won (US$192.89 
million) at the previous year. Sam-
sung Heavy decreased its R&D invest-

ments 25.1 percent to 69.2 billion won 
(US$65.62 million) last year, while 
DSME cut down 22.6 percent to 46.7 
billion won (US$44.29 million). The 
three companies spent 522.6 billion 
won (US$495.59 million) on R&D in 
2013, which was more than twice that 
of last year. 

In fact, the shipbuilding industry is 
also worried that it is undermining a 
future potential for survival now. Some 
say that the domestic shipbuilders need 
to increase their spending on R&D 
despite lower profits because stron-
ger environment regulations have led 
to a growing demand for eco-friendly 
ships and information technology (IT) 
advances make the competition for 
smart ship development more competi-
tive.

The size of the three shipbuilder’s 
workforce also reached an all-time low. 
The number of their employees totaled 
37,410 last year, down nearly 20 per-

cent from 46,235 in 2016. The figure 
has dropped for the third consecutive 
year since 2014. The total number of 
the three shipbuilder’s workers fell to 
some 30,000 for the first time last year.

Some industry sources also say 
that the three shipbuilders are hav-
ing too many employees compared 
to their sales but skilled workers can 
leave the firms in the process of cutting 
down the workforce. As a matter of 
fact, Japan handed over the leadership 
in the shipbuilding industry to South 
Korea and China as it lost a consider-
able amount of key skilled workers 
in the process of carrying out a large-
scale restructuring in the past. Another 
problem is that the big three shipbuild-
ers are not hiring young talent. As the 
three firms haven’t carried out open 
recruitment for new employees for the 
past two to three years on financial 
grounds, the shipbuilding industry as a 
whole is losing its vitality. 

There are growing concerns that South Korea’s “big three” shipbuilders will see their future competitiveness 
weaken.

Just Busy Seeking Survival

S. Korea’s ‘Big Three’ Shipbuilders Hit Record Low  
in R&D, Workforce
By Jung Min-hee
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South Korean steelmakers are 
feuding among themselves 
over the US export quota fol-

lowing Washington’s decision to exempt 
them from the 25% additional tariff.

The conflict arose as the United 
States has not provided details of the 
quota and the companies have differ-
ent opinions about quota allocation. 
The companies are unlikely to reach an 
agreement before the quota is imple-
mented from May 1.

According to industry sources on 
April 23, the Office of the United States 
Trade Representative (USTR) has yet 

to announce its quota by item according 
to the HS Code. It also has to determine 
when exports from Korea will begin to 
be tallied.

“The export limits to be applied 
to individual steel products should be 
known for any distribution although a 
rough framework is already given in the 
form of 70% of three-year exports,” an 
official of a steel exporting company said.

Even after guidelines are presented 
by the United States, an agreement 
before the date is unlikely since the 
companies are in a tug of war over allo-
cations as mentioned above. They cur-

rently have different views about how to 
divide the limited export quota, such as 
whether to divide it based on last year’s 
exports or the records pertaining to the 
three most recent years. How to cope 
with high tariffs on a certain company’s 
products and its resultant failure to meet 
its quota is another part to be resolved.

Under the circumstances, uncertain-
ties are mounting over steel exports to 
the United States. Orders are received 
four months before shipment in most 
cases, but the companies currently can-
not sign contracts due to the uncertainties 
about how much they can export. 

Aftermath of US’ Additional Tariff

Conflicts Arising among S. Korean 
Steelmakers over Steel Export Quota

Korean steelmakers are feuding among themselves over the allocation of steel export quota to the US.

By Jung Min-hee
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The international oil prices are 
fluctuating once again due to 
risks in the Middle East. As 

the United States says "all options are 
on the table," including an air strike, in 
response to a suspected chemical weap-
ons attack in Syria, there has been a big 
jump in international oil prices. Accord-
ingly, domestic oil refiners are striving 
to further lower their reliance on Middle 
Eastern crude oil by diversifying sup-
pliers.

According to related industry sources 
and the Korea National Oil Corporation 
(KNOC) on April 12, the price of the 
West Texas Intermediate (WTI) closed at 
US$66.82 (71,631 won) on the same day, 
up US$1.31 (1,404 won) a barrel from a 
day earlier. The figure surged 2 percent 
in just one day. It also reached the high-
est for the first time in three years and 
five months after December 2014. The 
price of WTI crude oil grew US$4.76 
(5,103 won) this week alone.

In addition, the price of Brent crude 
oil was traded at US$72.06 (77,248 
won), up US$1.02 (1,093 won) a bar-
rel from a day ago. The price of Dubai 
crude oil also rose US$1.07 (1,147 won) 
to US$67.58 (72,446 won) a barrel. The 
surge in international oil prices is largely 
due to rumors that Western countries, 
including the U.S., will intervene mili-
tarily in Syria over the alleged chemical 
attack.

With the situation in the Middle 
East having been rapidly changing, the 
domestic oil refining industry has been 
put on emergency alert. Oil refining and 
investment banking companies expect 
that the international oil prices will sky-
rocket by nearly 10 percent when there is 
a military strike on Syria.

With endless unstable factors in the 

Middle East, the South Korean oil refin-
ing industry is making desperate efforts 
to lower its dependence on Middle East-
ern crude oil. They believe that they 
can not only secure stable suppliers but 
also improve the cost competitiveness 
through the diversification of importing 
countries.

In fact, the oil imports from the 
Middle Eastern countries amounted to 
151.17 million barrels in January and 
February, down 3.23 million barrels, or 
2.09 percent, from 154.41 million barrels 
over the same period a year earlier. The 
share of Middle Eastern crude oil in total 
imports also dropped 7 percent points 
from 84.72 percent last year, recording at 
77.82 percent.

In particular, the oil imports from 
Iran slipped a whopping 40 percent from 
the same period last year. The imports 
from the United Arab Emirates and 
Oman also decreased more than 30 per-
cent, dragging down the total oil imports 
from the Middle East.

An official from the oil refining 
industry said, “This is because Iran is 
increasing the amount of ultra light oil, 
or condensate, to inject into the nation’s 
petrochemical facilities and reducing the 

exports. Condensate accounts for over 
50 percent of Iran’s crude oil exports so 
South Korea’s imports greatly declined 
overall.”

Domestic oil refiners, such as SK 
Energy Co., GS Caltex Corp., and Hyun-
dai Oilbank Co., have been expanding 
the crude oil imports from the U.S. from 
last year. SK Energy and GS Caltex 
imported 5.52 million barrels and 4.81 
million barrels of U.S. crude oil, respec-
tively, last year.

Hyundai  Oilbank is  said to be 
importing condensate from Norway in 
April or May.

However, market experts say that 
it is still unclear whether the share of 
Middle Eastern crude oil in total imports 
will continue to fall. An official from the 
industry said, “Considering economic 
feasibility, the price of WTI crude oil 
doesn’t show a big difference with that 
of Dubai crude oil. This is why some 
say that it will be difficult to addition-
ally introduce U.S. crude oil. However, 
Iran, the third largest importer of South 
Korea, is reducing the exports of con-
densate and it can drag down South 
Korea’s imports of Middle Eastern crude 
oil as a whole.” 

Oil Import Diversification

S. Korean Oil Refining Industry seeks to 
Break Chain of ‘Middle East Country Risk’
By Jung Min-hee
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As the world's two largest economies, the United 
States and China began a trade war, concern is 
growing over damage that may be caused by the 

war. However, some experts say that polysilicon, a material for 
photovoltaic power generation, will enjoy the reflective effects 
amid the aftermaths of the trade war.

According to the polysilicon industry and financial invest-
ment industry, it is predicted that if the trade war between US 
and China trade becomes full-scale, the war will impact global 
polysilicon supply and demand, giving benefits to Korean com-
panies.

This is because the more serious trade friction between the 
United States and China becomes, the more likely China will 
maintain high tariffs on polysilicon produced in the United 
States.

"High tariffs on US-made polysilicon will continue for a 
foreseeable future due to the US-China trade dispute," said Sohn 
Young-joo, a researcher at Kyobo Securities. If China continues 
to maintain high-rate tariffs on US-made polysilicon, China will 
depend more on Korean-made polysilicon. The Chinese gov-
ernment slapped one-digit anti-dumping tariffs on polysilicon 
produced by major Korean makers such as OCI and Hanwha 
Chemical but put high tariffs of 50% or higher on US products. 

At present, products of OCI and Hanwha Chemical are subject 
to 4.4% is 8.9% antidumping tariffs.

Korean companies’ market share in China, the world's 
largest solar market, has risen since the Chinese government 
imposed anti-dumping duties on foreign-made polysilicon. The 
market share of Korean-made polysilicon in China recently 
increased to 40% from 20% in 2013. Meanwhile, that of US-
made polysilicon recently dropped to a single digit from the 
30% level before the stat of the anti-dumping tariff on US-made 
polysilicon.

In addition, a polysilicon plant of Germany’s Wacker, the 
world's No. 1 supplier of polysilicon, in the US state of Tennes-
see, is reportedly unable to resume operations after an accident 
last year. This is a positive factor for other companies. Wacker's 
Tennessee plant has an annual production capacity of 20,000 
tons and its global polysilicon production volume is estimated at 
78,000 tons.

There is a refutation that as China's high-tariff measures 
for polysilicon have been put in place so even if China’s trade 
dispute with the US intensifies, Korean companies will enjoy 
limited reflective benefits. This is because the Chinese Ministry 
of Commerce has been already imposing anti-dumping duties of 
53.3% to 57% on US-made polysilicon since 2013.  

The Korean polysilicon industry will enjoy the reflective effects amid the aftermaths of the trade war.

Amid Trade War Between US and China

Will Korean Polysilicon Makers Enjoy 
Reflective Benefits from the Trade War?
By Michael Herh
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Global pharmaceutical compa-
nies operating in Korea are 
facing growing criticism for 

being stingy on social contribution.
Korean subsidiaries of global phar-

maceutical companies account for 30% 
of total medicine sales in Korea. Sales 
of new drugs from these companies have 
been robust as punishment for illegal 
rebates has been strengthened. But they 
have not been active in social contribu-
tion.

According to the Financial Supervi-
sory Service's electronic disclosure sys-
tem on April 24, 35 Korean subsidiar-
ies of global pharmaceutical companies 
(including those which settle accounts 
in November) posted 5.64 trillion won 
(US$5.1 billion) in sales. Their sales 
grew 2.9% and their net profit swelled 
129.3% year on year.

Experts in the industry estimate that 
sales of global pharmaceutical compa-
nies' Korean operations, if limited com-
panies that are not obligated to disclose 
audit reports are included, will top seven 
trillion won.

Earlier, MSD Korea, BMS Korea, 
and Lily Korea Co., Ltd. entered the 
Korean market as joint-stock companies 
and then switched to limited companies. 
As sales of Korean pharmaceutical com-
panies last year totaled about 26 trillion 
won (US$23.4 billion), Korean subsid-
iaries of global pharmaceutical compa-
nies accounted for 27% of total sales.

In particular, Pfizer, which ranks first 
among global drug makers in Korea, 
posted 751.6 billion won (US$676 mil-
lion) in sales and 44.8 billion won 
(US$43 million) in operating profit, 
setting new records. Its sales increased 
10.3% and operating profit, 574.6%. 
Pfizer Korea is the seventh largest among 

pharmaceutical companies in Korea, 
including Korean pharmaceutical com-
panies. Pfizer Korea is closely trailing 
sixth-ranked Chong Kun Dang (884.3 
billion won or US$795 million in sales) 
by outclassing 8th-ranked Dong-A ST 
(555 billion wonor US$499 in sales). 
Some experts say that if this trend holds, 
Pfizer Korea will become one of the Big 
5 drug makers in Korea. Currently the 
Big 5 are  Yuhan Corp., Green Cross, 
Kwangdong, Daewoong and Hanmi.

Analysis says that although Korean 
pharmaceutical companies began to keep 
foreign competitors in check by releas-
ing generic drugs as soon as patents on 
new drugs sold by global pharmaceuti-
cal companies expired, global pharma-
ceutical companies have cemented their 
high positions as Korean patients prefer 
original products. The punishment of 
illegal rebates by the government has 
also strengthened global pharmaceutical 
companies’ positions.

However, social contribution activi-
ties by global pharmaceutical companies, 
which post hundreds of billions of won 
in annual sales and receive pay dividends 
of several tens of billions of won each 
year, leave much to be desired. Accord-
ing to the KRPIA, an interest group for 
global pharmaceutical companies oper-
ating in Korea, global pharmaceutical 
companies' social contributions (dona-
tions plus spot goods) amounted to 25.9 
billion won (US$23 million), or 0.48% 
of total sales, last year.

"Sales of global pharmaceutical 
companies in Korea are expected to 
exceed 30% of the Korean pharmaceu-
tical market this year," said an official 
in the Korean pharmaceutical industry. 
“While Korean pharmaceutical compa-
nies are subject to a corporate tax rate of 
22%, global pharmaceutical companies 
in Korea can enjoy corporate tax rates 
of 5% to 15%, so the gap is growing in 
actual profits."  

Korean subsidiaries of global pharmaceutical companies like Pfizer face growing criticism for being stingy on 
social contribution.

Stingy on Social Contribution

Global Pharma Companies Do Not Know  
‘One Good Turn Deserves Another’
By Choi Mun-hee
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Lotte Shopping will sell off 21 Lotte Mart discount 
and supermarket stores in Beijing to local distributor 
Wumei.

Lotte Shopping is also accelerating the withdrawal of its 
operations in other Chinese cities. Talks are underway with 
local distributors to dispose of Lotte Mart stores in Shanghai, 
Chongqing and Shenyang among others.

On April 26, Lotte Shopping decided in an extraordinary 
board meeting to sell its Hebei corporation, which operate the 
21 Lotte Mart stores in Beijing, to the local distributor Wumei 
Group. The includes 10 discount stores and 11 supermarkets in 
Beijing and the total price is about 248.5 billion won.

"We will maintain a 5% stake in the Hebei corpooration 
to maintain a strategic partnership with Wumei and ensure a 
smooth transfer of the stores," said an official of Lotte Shop-
ping.

According to industry sources, Lotte Shopping is report-
edly in talks with China’s Liqun Group to sell 74 large discount 
stores under its Huadong corporation. The company is also 
holding negotiations with local retailers to sell off its Huazhong 

and Dongbei corporations.
Lotte Shopping has set up four corporations in China -- 

Hebei, Huadong, Huazhong and Dongbei -- to operate a total of 
110 discount stores and supermarkets.

Lotte Shopping has also decided to execute a capital 
increase of 681.9 billion won to facilitate the sell-off of its stores 
and repay short-term borrowings.

Lotte Mart is withdrawing from China after 11 years of 
operation in China. In 2007, Lotte Mart entered the Chinese 
market by acquiring eight Macro stores from a Dutch-based 
distributor. However, in February of last year, the Chinese gov-
ernment suspended 87 Lotte Mart stores in China following the 
Lotte Group's decision to allow the Korean government to set 
up the THAAD missile defense system at its golf course in Sue-
ongju, North Gyeongsang Province.

Last year, Lotte Mart's sales in China decreased 76.9% to 
263 billion won from the previous year and its operating loss 
doubled to 268 billion won. If sales loss and wages for employ-
ees are calculated, Lotte Mart’s cumulative loss will top one tril-
lion won in this period. 

Lotte Withdrawing Operations in China

Lotte Shopping to Sell Off 21 Lotte Mart 
Stores in Beijing

Lotte Shopping has decided to sell off 21 Lotte Mart stores in Beijing.

by Michael Herh

64 

Industry



As Samsung Group and Hyun-
dai Motor Group are carry-
ing out corporate governance 

structure reform in earnest, rumors about 
possible mergers between affiliates and 
business reorganization are resurfacing. 
Market experts say Samsung Group will 
push ahead with mergers between Sam-
sung SDI Co. and Samsung Electronics 
Co. and between Samsung C&T Corp. 
and Samsung Engineering Co., while 
Hyundai Motor Group is likely to merge 
Hyundai Engineering and Construction 
Co. with Hyundai Engineering Co.

According to investment banking 
(IB) industry sources, Samsung Group 
sold off 4.04 million shares of Samsung 
SDI in Samsung C&T, or 2.13 percent, 
worth 559.9 billion won (US$525.23 mil-
lion) in a block sale on April 11 in order 
to remove three of the seven cross share-
holding links among Samsung Group 
affiliates. When the group sells off a 
2.64 percent stake of Samsung Electro-
Mechanics Co. and a 1.38 percent stake 
of Samsung Fire & Marine Insurance Co. 
in Samsung C&T, it will be able to com-
pletely remove the remaining four cross 
shareholding links.

If circular shareholding, which allows 
to take control of company with a small 
number of shares, is removed, there 
remains the control problem of founder’s 
family. The combined stake of Samsung’s 
owner family in its key affiliate, Samsung 
Electronics, amounts to 20.1 percent, 
including a 3.9 percent stake owned by 
Chairman Lee Kun-hee and a 0.6 percent 
stake owned by Vice Chairman Lee Jae-
yong. Accordingly, there is a possible 
scenario of the merger based on Samsung 
SDS whose 22.6 percent stake is held by 
Samsung Electronics.

When the group splits off Samsung 

SDS’s IT service and logistics business 
process outsourcing (BPO) units and 
merges with Samsung Electronics, Vice 
Chairman Lee will be able to increase 
the stake in Samsung Electronics by 
exchanging his 9.2 percent stake in Sam-
sung SDS and 0.6 percent stake in Sam-
sung Electronics. Also, he can personally 
purchase the stake of Samsung Electron-
ics by selling off a 17.1 percent stake of 
Samsung C&T whose 30.7 percent stake 
is owned by founder’s family in in Sam-
sung SDS.

However, some industry sources 
point out that both scenarios will be dif-
ficult to obtain approval from society 
and shareholders. An official from the IB 
industry said, “Samsung Group, which 
failed to implement a holding company 
system, needs to grow Samsung C&T 
and expand the control of Samsung Elec-
tronics. It is hard to receive consent from 
the market and shareholders for such an 
owner family-centered split-off in the 
recent social atmosphere.”

In addition, there have been rumors 
about the merger with Samsung Engi-
neering to streamline Samsung C&T. In 
fact, Samsung C&T’s construction divi-
sion office moved into Samsung Engi-
neering’s building on March 23. After 
Samsung C&T merged with Cheil 
Industries Inc. in 2016, it downsized its 
workforce in the construction sector and 
recently formed a task force to strengthen 
the competitiveness of engineering, pro-
curement, construction (EPC) business.

Yoon Tae-ho, an analyst at Korea 
Investment and Securities Co., said, “It 
is difficult to expect a growth potential 
and profitability for the construction unit 
of Samsung C&T, except for orders from 
its affiliates. The business also overlaps 
with Samsung Engineering’s so the com-

pany needs to streamline the business and 
management. Its recent move to establish 
the task force to improve the EPC com-
petitiveness is also in line with Samsung 
C&T’s efforts for business efficiency and 
portfolio reorganization.”

There are also rumors about the 
merger between Hyundai Engineering 
and Construction and Hyundai Engineer-
ing under Hyundai Motor Group, which 
recently announced its plans to improve 
governance structure based on Hyundai 
Mobis Co.

When the merger between Hyundai 
Mobis and Hyundai Glovis is completed, 
Hyundai Mobis’ major shareholders – 
Kia Motors Corp., Hyundai Glovis Co. 
and Hyundai Steel Co. – are planning to 
sell off their stakes in Hyundai Mobis to 
Hyundai Motor Group Chairman Chung 
Mong-koo and Vice Chairman Chung 
Eui-sun. Then, Hyundai’s owner family 
will need 5.5 trillion won (US$5.17 bil-
lion) of money in current market prices to 
purchase a total 23.3 percent of stakes in 
Hyundai Mobis.

Some say that unlisted Hyundai 
Engineering can be the source of the 
funds. Hyundai Engineering can be used 
through an initial public offering and the 
merger with Hyundai Engineering and 
Construction. Vice Chairman Chung now 
holds an 11.7 percent stake in Hyundai 
Engineering, which is currently worth 
700 billion won (US$657.59 million). 

Rumors on Mergers of Affiliates

Samsung, Hyundai Motor Accelerate 
Corporate Governance Reform

Samsung Group and Hyundai Motor Group are step-
ping up corporate governance reform efforts.

By Yoon Young-sil
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The Financial Services Com-
mission (FSC) has disclosed 
a draft of its plan to reduce 

cross shareholding among financial com-
panies affiliated with seven financial 
groups, including Samsung, Hyundai 
Motor, Hanwha and Lotte.

The seven financial groups have a 
total of 97 financial subsidiaries whose 
assets are often used by the parent com-
panies to acquire new affiliates or provide 
financial support to weak subsidiaries.

One primary goal of the commis-
sion’s new regulatory initiative is to pre-
vent financial groups from attempting 
to expand their businesses by using the 
assets of their financial affiliates.

Another main goal is to protect the 
financial companies from risks aris-
ing from cross shareholding. The capital 
structure of these companies is character-
ized by a high reliance on equity invest-
ment from other affiliates.

Such internal investment, especially 
investment from non-financial affiliates, 
poses risks to financial companies as their 
capital soundness can be affected by the 
performance of sister companies.    

The new regulatory scheme, if imple-
mented from July as planned, will allow 
the commission to push the targeted 
financial companies to increase capital 
or reduce cross shareholding to mitigate 
their risks.

Specifically, the commission can 
advise them to improve their risk man-
agement measures if necessary. The 
improvement can take the form of a 
business improvement plan, which 
should include measures to reduce risky 
assets, disperse risks and scale back 
financial transactions with non-financial 
subsidiaries.

If a financial group fails to imple-
ment its business improvement plan, the 
FSC can urge it to remove cross share-

holding with subsidiaries in the non-
financial sector.

According to industry sources, most 
of the target companies regard the draft 
as an excessive intervention in the pri-
vate sector.

The main target of the new superviso-
ry scheme is the Samsung Group, which 
has a complex shareholding structure 
among its subsidiaries.

At present, Samsung Life Insurance 
owns 7.55% of Samsung Electronics. The 
former’s capital adequacy ratio can dete-
riorate significantly once its investment 
in the electronics company is excluded 
from its capital.

Under the current law, Samsung Life 
Insurance’s equity investment in Sam-
sung Electronics is seen as eligible capi-
tal. Under the new supervisory system, 
however, such intra-group investment 
is not regarded as eligible capital. This 
means Samsung Life Insurance may have 
to dispose of its Samsung Electronics 
shares for recapitalization.

Under the Insurance Business Act, 
an insurance company is banned from 
investing 3% or more of its total asset 
in a subsidiary. Yet the calculation of 
the ratio is on an acquisition cost basis 
rather than the current market value basis 
according to the Insurance Business 
Supervisory Regulations.

Civic organizations have demanded 
that market prices of stocks be used in 
calculating the capital ratio of an insur-
ance company. One notable advocate of 
this approach is Kim Ki-shik, the newly 
appointed chairman of the Financial 
Supervisory Service.

If this approach is adopted, Samsung 
Life Insurance will be forced to dispose 
of much of its shareholding in Samsung 
Electronics. 

Targeting Samsung Group

FSC Puts Pressure on Samsung to 
Eliminate Cross Shareholding

Samsung Life Insurance owns 7.55% of Samsung Electronics. The former’s capital adequacy index can show a 
significant deterioration once the investment related to the latter is excluded from the former’s eligible capital.

By Jung Suk-yee
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Hy u n d a i  M o t o r  G r o u p 
announced plans on March 
28 to streamline its overall 

governance structure by resolving the 
cross-shareholding ties between four 
major subsidiaries – Hyundai Mobis Co., 
Hyundai Motor Co., Kia Motors Corp. 
and Hyundai Steel Co.

Large shareholders, including Hyun-
dai Motor Group Chairman Chung 
Mong-koo, will acquire all Hyundai 
Mobis shares held by other affiliates to 
simplify the group's governance structure.

“We will completely remove all the 
cross-shareholding ties through the sale 
and the purchase between large share-
holders, including Hyundai Motor 
Group Chairman Chung Mong-koo and 
Hyundai Motor Group's heir apparent 
Vice Chairman Chung Eui-sun, and the 
group’s affiliates,” aid Hyundai Motor 
Group.

Hyundai Mobis held a board meet-
ing on March 28 and agreed to spin off 
the module manufacturing and after-sales 
parts business of auto parts maker Hyun-
dai Mobis Co. and then merge it with 
logistics firm Hyundai Glovis Co. After 
the spin-off, Hyundai Mobis will focus 
on component manufacturing business.

Hyundai Motor Group said that the 
spin-off merger is subject to sharehold-
ers’ approval at Hyundai Mobis and 
Hyundai Glovis’ general meetings both 
scheduled on May 29. If approved, the 
change will go into effect in early July, 
followed by modified listing of Hyun-
dai Mobis shares and additional listing of 
Hyundai Glovis shares starting late July.

After the spin-off, Kia Motors, 
Hyundai Glovis and Hyundai Steel will 

hold a board meeting again to consider 
selling their shares of Hyundai Mobis 
to Hyundai Motor Group Chairman 
Chung Mong-koo and Vice Chairman 
Chung Eui-sun. In this case, Chairman 
Chung Mong-koo will secure a con-
trol over Hyundai Mobis by purchas-
ing a total 23.3 percent stake in the 
company, including 16.9 percent of the 
shares owned by Kia Motors, 0.7 percent 
by Hyundai Glovis and 5.7 percent by 
Hyundai Steel.

Currently, Hyundai Mobis, a core 
affiliate of four cross-shareholding ties, 
is a de facto holding company. Hyundai 
Motor Group’s major circular sharehold-
ings are “Hyundai Motor-Kia Motors-
Hyundai  Mobis-Hyundai  Motor,” 
“Hyundai Motor-Kia Motors-Hyundai 
Steel-Hyundai Mobis- Hyundai Motor” 
and “Hyundai Motor-Hyundai Glovis-
Hyundai Mobis-Hyundai Motor.”

The group said, “Chairman Chung 
Mong-koo and Vice Chairman Chung 
Eui-sun are planning to raise funds need-
ed to acquire shares of Hyundai Mobis 
by selling their Hyundai Glovis stocks to 
Kia Motors. Then, Hyundai Motor Group 
will completely resolve its four cross-
shareholding ties.”

Chairman Chung Mong-koo and Vice 
Chairman Chung Eui-sun holds a 23.29 
percent stake and a 6.71 percent stake 
in Hyundai Glovis, respectively. When 
combining all the shares of Hyundai 
Motor and Hyundai Motor Chung Mong-
Koo Foundation, the two holds a 51.38 
percent stake which is enough to main-
tain the control.

When all the plans are completed, 
large shareholders, including Chairman 

Chung Mong-koo, will become the larg-
est shareholder of Hyundai Mobis, while 
Hyundai Motor becomes a subsidiary of 
Hyundai Mobis, Kia Motors a subsidiary 
of Hyundai Motor and an affiliated firm 
of Hyundai Mobis. Hyundai Motor and 
Kia Motors will own Hyundai Steel and 
Hyundai Glovis.

Hyundai Mobis holds a 20.78 percent 
stake in Hyundai Motor and the stake 
increases to 28.24 percent when com-
bining the stake owned by family mem-
bers of the founder, including Chairman 
Chung Mong-koo, and specially related 
persons. Hyundai Motor holds a 33.88 
percent stake in Kia Motors and Kia 
Motors and Hyundai Motor holds 17.27 
percent and 6.87 percent stakes in Hyun-
dai Steel, respectively. Chairman Chung 
Mong-koo also owns ab 11.81 percent 
stake in Hyundai Steel.

An official from the group said, “We 
have been seeking the best way to secure 
the competitiveness that can last for 10 to 
20 years and more as well as to improve 
the governance structure. With the new 
plans, we will be able to not only bring 
more transparency to management but 
also strengthen our shareholder-centered 
management culture further.” 

Improving Governance Structure

Hyundai Motor Group to Streamline 
Ownership Structure by Resolving 
Circular Shareholdings

Hyundai Motor Group is going to remove completely 
all the cross-shareholding ties through the sale and 
the purchase between large shareholders.

By Yoon Young-sil
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U.S.-based activist hedge 
fund Elliot Management is 
in the spotlight again as it 

has declared war against Hyundai Motor 
Group, which recently announced a 
plan to revamp its corporate governance 
structure.

Elliott Advisors, a unit of Elliot 
Management, sent shock waves through 
the Korean stock market on April 4 by 
revealing that it holds more than US$1 
billion worth of shares in the Korean 
auto group’s key affiliates.

While welcoming Hyudai Motor 
Group’s plan for governance reform, 
Elliott said in a statement that “more 
needs to be done to benefit the compa-

nies and stakeholders.”
The fund, however, stopped short of 

making detailed demands, leaving many 
wondering what its motives are.

Elliott called for a “more detailed 
roadmap” on how the Korean automo-
tive group will “improve corporate gov-
ernance, optimize balance sheets, and 
enhance capital returns" at its three key 
units -- Hyundai Mobis, Hyundai Motor 
and Kia Motors.

Some analysts suggest that Elliot's 
ultimate goal is to achieve capital gains 
by raising the stock prices of the Hyun-
dai units.

They note that Elliot owns only a 
1.4 percent stake in the affiliates, a por-

tion so small for it to pursue a strategy 
of intervening in the management of the 
companies to improve their performance.

In their view, Elliot is more likely to 
demand an increase in dividends or share 
price stimulus measures.

They note that the governance reform 
plan announced by Hyundai Motor 
Group lacked a dividend policy and a 
future vision that could boost the stock 
prices. This may be acceptable to the 
majority shareholders but not so to share-
holders who invested in the companies to 
earn profits.

"Hyundai Motor has not been able to 
give profits to both minority shareholders 
and foreign investors as its stock price 
has not risen for the past five years," 
said Koh Tae-bong, a researcher at HI 
Investment and Securities. "While Elliot 
is championing shareholder activism, its 
ultimate goal is to gain profits."

Koh noted that Elliot’s challenge 
would put big pressure on the Korean 
automotive group as the combined for-
eign shareholders’ stake exceeds 40 per-
cent.

Some analysts suggest that Elliot’s 
main target is Hyundai Motor, not 
Hyundai Mobis. "I think Elliot is eying 
Hyundai's technology. Even though it 
mentioned Hyundai Mobis, it is more 
interested in Hyundai Motor," said Lee 
Sang-jin, an advisor at Shinyoung Asset 
Management. "Hyundai's electric car 
technology is highly regarded overseas, 
so Elliot has started to indirectly inter-
fere in Hyundai Motor through Hyundai 
Mobis."

Meanwhile, the stock prices of the 
three Hyundai Motor Group affiliates 
continued to rise for three consecutive 
trading days on the day. Hyundai Motor 
gained 2.96 percent to 165,500 won 
(US$148), Kia Motors rose 2.52 percent 
to 32,550 won (US$29), and Hyundai 
Mobis closed at 264,500 won (US$238) 
with a 3.52-percent rise. Foreign inves-
tors bought Hyundai Motor stocks worth 
27.9 billion won (US$25 million), Kia 
Motors stocks worth 12.193 billion won 
(US$11 million) and Hyundai Mobis 
stocks worth 22.924 billion won (US$20 
million), respectively. 

Real Intention of Hedge Fund?

Elliott Management Calls 
for Additional Measures by 
Hyundai Motor Group

Local experts say Elliot Management is more likely to demand an increase in dividends or share price stimulus 
measures by blocking restructuring work in the future.

By Michael Herh
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As Elliott Management has 
been reported to have urged 
the Hyundai Motor Group to 

establish a holding company through a 
merger between Hyundai Motor Com-
pany and Hyundai Mobis, much attention 
is being paid to what will be the activist 
hedge fund’s next move.

According to industry sources, the 
Hyundai Motor Group is not going to 
give any thought to the demand. Also, the 
group is unlikely to accept the hedge fund’s 
additional demands such as treasury stock 
retirement, dividend payout ratio adjust-
ment and board reorganization.

This means the group will face the 
fund or placate it with money. Elliott Man-
agement is likely to go for a deal after both-
ering the group and its owners as much as 
possible if its demands are not accepted.

On April 4, Elliott Management 
announced that its shares in Hyundai 
Mobis, Hyundai Motor Company and 
Kia Motors exceeded US$1 billion. If the 
fund significantly increased its shares in 
Hyundai Mobis until April 12, when the 
company’s list of shareholders was final-
ized, it can vote at the company’s share-
holders meeting on May 29 against a 
merger between Hyundai Mobis and 
Hyundai Glovis and the former’s transfer 
of its module and after-sales parts busi-
nesses to the latter. These require votes in 
favor from at least two-thirds of participat-
ing shareholders and consent equivalent 
to at least one-third of the total number of 
shares. At present, the largest sharehold-
ers and affiliated persons own 30.2% of 
Hyundai Mobis while the shareholding of 
foreigners amounts to 48.32%. This means 
the competition can be fierce if the foreign 
shareholders choose to side with Elliott.

“A lot of shareholders are discontent 
with the ratio of merger between the two 
companies whereas not a single one of 
Elliott’s demands is disadvantageous to 

them,” said a stock market analyst, add-
ing, “Elliott’s power can be stronger than 
expected.”

Under the circumstances, foreigners 
are continuing to buy Hyundai Motor 
Company shares. This implies they can 
make a move at the shareholders meeting 
with regard to the merger between Hyun-
dai Mobis and Hyundai Glovis. This 
month alone, they bought 1.09 million 
Hyundai Motor Company shares, raising 
their shareholding in the company to a 
record high of 46.5%. The ratio was 42% 
in August 2016.

Meanwhile, foreign investors have 
sold Hyundai Mobis shares since Elliott’s 
move. The total selling amount since 
April 11 is approximately 460,000 shares. 
According to market analysts, they are 
doing so based on an analysis that the 
enterprise value of Hyundai Mobis may be 
partially impaired after the division. This 
month, the Capital Group announced that 
it raised its shareholding in Hyundai Motor 
Company by 0.07 percentage points to 
7.4%. Now, the Capital Group is the third-
largest shareholder in the company behind 
Hyundai Mobis and the National Pension 
Service, which own 20.78% and 8.44% 
of the company, respectively. In other 
words, the Capital Group is increasingly 
threatening the influence of the Hyundai 
Motor Group owners including Chairman 
Chung Mong-koo, who owns 5.17%. Fur-
thermore, the Capital Group owns 4.86% 
of Hyundai Mobis. Although its name is 
not found in the shareholder disclosure of 
Hyundai Mobis as the shareholding is less 
than 5%, it is regarded as the fifth-largest 
shareholder in the company behind Kia 
Motors (16.88%), the National Pension 
Service (9.82%), the chairman (6.96%) 
and Hyundai Steel (5.66%). Founded in 
L.A. in 1931, the total assets the Capital 
Group manages amount to 1,700 trillion 
won a year. It demanded listing of Sam-

sung Electronics on the U.S. stock market 
back in 2004 as a third-largest shareholder. 
In this regard, the asset management firm 
is regarded as an activist hedge fund like 
Elliott Management.

Elliott may take profits and step out 
before the shareholders meeting as the 
case may be. Any signal implying addi-
tional purchase of Hyundai Mobis shares 
by Elliott can result in a significant rise 
in stock price through individual investor 
attraction. The chairman and his son can 
easily remove cross shareholding and intro-
duce a controlling company structure led 
by Hyundai Mobis when the Hyundai Glo-
vis is higher in stock price than Hyundai 
Mobis. Therefore, if the Hyundai Mobis 
stock price rises too much, Elliott may pro-
pose a block deal so the chairman and his 
son buy its shares at a high price or take 
profits by selling the shares in the market.

Still, some point out that Elliott’s 
demand for the holding company is 
impractical because it is a violation 
of banking-commerce separation and 
its move will fail in the end. What it is 
demanding is a merger between Hyun-
dai Motor Company and Hyundai Mobis 
followed by division of Hyundai Motor 
Company into holding and operat-
ing companies so the holding company 
controls the operating company and the 
operating company controls financial 
subsidiaries such as Hyundai Capital and 
Hyundai Card. This, however, violates 
banking-commerce separation, which 
means no non-financial holding company 
can have a financial subsidiary. This is 
why some in the industry point out that 
Elliott’s demand is nothing but a negotia-
tion tool for short-term profits unlikely to 
win the consent of shareholders. 

What Will Be Elliott’s Choice?

Hyundai Motor Group Brushes 
Aside Elliott’s Demands

The Hyundai Motor Group is not going to give any 
thought to Elliott's demand that it establish a holding 
company through a merger between Hyundai Motor 
Company and Hyundai Mobis. (photo courtesy: 
Arirang News)

By Jung Suk-yee
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The Korean political community 
and economic ministries are rais-

ing their voices to better protect manage-
rial rights of Korean corporations as US 
activist hedge fund Elliott Management 
attempts to intervene in the management 
of the Hyundai Motor Group by demand-
ing the adoption of cumulative voting. 

Liberty Korea Party lawmaker Kwon 
Sung-dong recently tabled an amend-
ment to the Commercial Act to introduce 
measures that can protect the managerial 
control of corporate owners. Kwon's pro-
posal includes poison pill, golden para-
chute and dual-class share.

The amendment also includes the 
principle of business judgment, which 
is already statutory in the U.S. and Ger-
many.

It also calls for excluding the total 
number of issued shares from voting 
requirements at shareholders meetings. 

Under the current laws, decisions can 
be made at a shareholders' meeting with 
the approval of a majority of the share-
holders present and a quarter of the total 
number of shares issued. 

Kwon proposed to remove the sec-
ond criterion as the abolition of shadow 
voting has made it difficult for corpora-
tions to meet it.

Previously, corporations had no dif-
ficulty in attaining the quorum for deci-
sion-making at a shareholders' meeting, 
but they can no longer rely on it.

Kwon's move was motivated by 
Elliott Management's assault on Hyundai 
Motor Group and the South Korean gov-
ernment’s attempt to revise the Commer-
cial Act to further restrict the managerial 
right of corporate owners.

The activist hedge fund demanded on 
April 23 that Hyundai Mobis, Hyundai 
Motor Company and Kia Motors change 
their articles of association so that cumu-
lative voting is not ruled out. Hyundai 

Motor Company said the demand is 
unrealistic, given that few companies 
around the world have adopted cumula-
tive voting.

Addi t ional ly,  El l io t t  Manage-
ment demanded that Hyundai Motor 
Group adopt a holding company struc-
ture through a merger between Hyundai 
Motor Company and Hyundai Mobis.

Its demands also included treasury 
stock retirement, a dividend payout 
equivalent to 40% to 50% of the net 
profit, and additional appointment of 
three outside directors.

According to experts, what the hedge 
fund is aiming for are high dividends and 
profits rather than reform of Hyundai 
Motor Group's corporate governance.

“It seems that, after the Hyundai 
Motor Group recently released a gover-
nance reform plan, Elliott Management 
reached a conclusion that it has noth-
ing to gain from the scheme as it has no 
statke in Hyundai Glovis. So it came 
up with a plan aimed at maximizing its 
profits,” one analyst said. He added that 
Elliott's strategy is similar to that it used 
in 2015 regarding the merger between 
Samsung C&T and Cheil Industries.

The Korean business community is 
also concerned about the Justice Minis-
try's push to amend the Commercial Act 
so that major shareholders’ voting rights 
can be limited by means of compulsory 
cumulative voting, compulsory electronic 
voting, multiple derivative suits and sepa-
rated audit committee member election.

If the act is revised as envisioned 
by the Justice Ministry, South Korean 
companies’management rights could be 
exposed to external threats. Some ana-
lysts note that such a situation is not 
desirable as corporate owner will be 
forced to spend more time and money 
to defend their rights instead of making 
new investments.

KFTC Chairperson Explains 
Elliott’s Demand is Violation  
of Law

In the meantime, Kim Sang-jo, head 
of the Korea Fair Trade Commission 
(KFTC), said on April 26 that Elliott 
Management’s demand that Hyundai 
Motor Group adopt a holding company 
structure is inappropriate. 

Kim said, "If Hyundai Motor Group 
creates a holding company by merging 
Hyundai Motor Corp. and Hyudai Mobis, 
it would violate the fair trade laws."

He explained that if a holding com-
pany is created in that way, it would con-
trol the group's financial subsidiaries such 
as Hyundai Card and Hyundai Capital, 
which is a violation of the current laws 
that prohibit an industrial holding com-
pany from owning financial subsidiaries.

Reuters recently reported that the 
Hyundai Motor Group’s plan is a ratio-
nal solution given the law, noting that 
Hyundai's adoption of a holding company 
structure will require additional restruc-
turing due to the presence of the law.

It added that Elliott has traditional-
ly demanded more than what it actually 
anticipates in order to get the upper hand 
in negotiations.

Those in the automotive industry are 
also saying that Elliott’s move is not a 
shareholder act for improving the group’s 
governance structure. “The purpose of 
the hedge fund, which owns Hyundai 
Motor Group shares worth more than one 
trillion won, is to get high dividends by 
instigating the other shareholders or take 
profits by raising the stock prices,” one of 
them mentioned. 

Lawmaker Pushes for Position Pill System

Voices are Growing for Better 
Protection of Management Rights
By Jung Suk-yee

Kim Sang-jo, head of the Korea Fair Trade 
Commission, expressed his opposition to Elliott 
Management's proposal that Hyundai Motor Group 
create a holding company by merging Hyundai Motor 
and Hyundai Mobis.
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LS Cable and System announced 
on May 15 that the company 
completed the world’s first 

certification of a high voltage direct cur-
rent (HVDC) cable. HVDC cable tech-
nology is owned by only five companies 
in the world -- LS Cable and System and 
four European and Japanese companies. 
But LS Cable and System became the 
first company to complete the certifi-
cation of such a cable by an accredited 
organization in the world.

The HVDC method refers to con-
verting a high voltage alternating cur-
rent (HVAC) produced by a power 
plant into a high voltage direct current 
(HVDC) using a power converter, then 
transmitting the HVDC and reconvert-
ing the HVDC into an HVAC. Therefore, 
this technology is considered the core 

technology for building the envisioned 
Northeast Asian Super Grid that connects 
the power grids of South Korea, North 
Korea, China, Japan, and Russia. A super 
gird means an energy exchange network 
system through which two or more coun-
tries exchange energy as they are con-
nected by a huge power network.

LS Cable and System completed a 
long-term reliability quality test (PQ) of 
500kV (500,000V) DC cable under the 
presence of the Korea Electrotechnology 
Research Institute (KERI) for six months 
from October last year. As the institute 
has officially recognized its technology, 
it can export without any other test.

"Alternating current is easy to trans-
mit over a long distance compared to 
direct current. So it has been a standard 
transmission method over the past 100 

years," said a representative of LS Cable 
and System. “Recently, the development 
of power semiconductor technology has 
made power transformation easy. There-
fore, DC is in the limelight as DC loses 
less power and overcomes limitations in 
transmitting distances and mixes well 
with a variety of renewable energy sourc-
es such as solar power, wind power, and 
fuel cells.”

The global market for the HVDC 
business is expected to grow rapidly, 
reaching 70 trillion won in 2020. In par-
ticular, HVDC will be actively used to 
connect entire power networks in a conti-
nent like Europe and long-distance trans-
mission in large countries such as China, 
India and Brazil and projects to link new 
and renewable energy complexes such as 
offshore wind farms in Europe and solar 
power generation complexes in the Saha-
ra Desert of Africa.

"LS Cable and System is the only 
Korean company that has the experi-
ence of having developed and installed 
HVDC cables," said Myung No-hyun, 
president of LS Cable and System. "We 
will actively participate in the Northeast 
Asia Super Grid project and work hard to 
make a foray into overseas markets such 
as Europe and the US.”

On the other hand, the Northeast Asia 
Super Grid project is expected to become 
more concrete as the South Korean 
government recently began to pursue a 
new northward policy and relationships 
between South and North Korea have 
been thawing fast. LS Cable and System 
explained that it was HVDC technol-
ogy that could address problems stem-
ming from differences between voltages, 
frequencies and the quality of electric 
power of South and North Korea. 

Employees of LS Cable and System test the performance of 500kV HVDC cables.

A Cable for Northeast Asian Super Grid

LS Cable and System Completes World’s 
First Certification of HVDC Cable
By Youn Won-chang
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The major subsidiaries  of 
South Korea’s top four busi-
ness groups, such as Samsung 

Electronics Co., LG Electronics Inc. and 
SK Hynix Inc., saw their operating prof-
its surge more than 80 percent but invest-
ed only 10 percent of them on research 
and development. Accordingly, some 
point out that they are neglecting to pro-
mote their future growth engines despite 
the improvement in sales performance.

According to the Financial Super-
visory Service (FSS) on April 3, a com-
bined amount of R&D investments by 
major subsidiaries of South Korea’s four 
leading business groups – Samsung Elec-
tronics, Hyundai Motor, SK Hynix and 
LG Electronics – stood at 25.83 trillion 
won (US$24.46 billion), up 11.6 percent 
from a year earlier.

By company, Samsung Electronics 
made a 16.81 trillion won (US$15.91 bil-
lion) R&D investment mainly on tele-
visions and semiconductors. The figure 
increased 13.6 percent from the same 

period at the previous year. By sector, 
televisions and displays had the most 
research projects with 12 out of a total of 
19 research projects last year, followed 
by semiconductors with 7 and vacuums 
with 1.

Hyundai Motor also increased its 
R&D investment 5.9 percent to 2.5 tril-
lion won (US$2.37 billion). The com-
pany mainly invested on the develop-
ment of autonomous and environmen-
tally friendly car technologies, including 
telematics signal analysis and idle stop & 
go (ISG) system optimized batteries.

SK Hynix spent 2.49 trillion won 
(US$2.36 billion) on R&D, showing an 
18.5 percent growth. The company most-
ly focused on securing NAND flash tech-
nologies.

LG Electronics expanded R&D 
investment 3.9 percent to 4.03 trillion 
won (US$3.82 billion) compared to the 
previous year. The company carried out 
R&D projects to develop technologies 
related to televisions, washing machines 

and vacuums as well as self-driving car 
components.

However, market experts say that 
these companies are too passive in mak-
ing R&D investment compared to the 
growth of sales and operating profits last 
year. In particular, Samsung Electron-
ics, SK Hynix and Samsung Electronics 
saw their operating profits grow a whop-
ping 83.5 percent, 318.8 percent and 84.5 
percent, respectively, but the increase 
in their R&D investments far fell short 
of their performance. The ratio of sales 
to R&D investments of Samsung Elec-
tronics dropped 7.3 percent in 2016 to 7 
percent in 2017, while that of SK Hynix 
decreased 12.2 percent to 8.3 percent and 
LG Electronics from 7 percent to 6.6 per-
cent over the same period.

Hyundai Motor was the only firm that 
showed a higher increase in R&D invest-
ments than a growth of sales and operating 
profits. The company’s operating profits 
decreased 11.9 percent but its R&D invest-
ments increased 5.9 percent. 

Despite 80% Operating Profit Growth

S. Korea’s Top Four Business Groups 
Spend Only 10% On R&D

A combined amount of R&D investments by major subsidiaries of Korea’s four leading business groups – 
Samsung Electronics, Hyundai Motor, SK Hynix and LG Electronics – stood at 25.83 trillion won (US$24.46 bil-
lion), up 11.6 percent from a year earlier.

By Yoon Yung Sil
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Ab o u t  5 0  f a m o u s  f o r -
eign robot scientists have 
declared a boycott of the 

Korea Advanced Institute of Science and 
Technology (KAIST) over its alleged 
artificial intelligence (AI) weapon 
research.

In a statement released on April 
4, the scientists, including professor 
Toby Walsh of the University of New 
South Wales in the U.S., demanded that 
KAIST put a halt to such research. They 
expressed concerns that weapons to be 
developed by KAIST could be killer 
robots.

In response to the scientists’ move, 
KAIST made it clear that they had no 
intention of developing killer robots.

The scholars said in a letter to 

the president of KAIST that they have 
not received any confirmation from 
him regarding their demand that such 
research be stopped. "Until KAIST 
promises not to develop weapons that 
autonomously make decisions without 
meaningful human control, we will boy-
cott joint research with KAIST across the 
board."

Shin Sung-chul, president of the 
state-run research and education insti-
tute, made it clear in an interview with 
the Financial Times that KAIST did not 
intend to develop a killer robot. "KAIST 
holds human rights and ethics standards 
in high regard as an academic institu-
tion," Shin said. "We will not conduct 
any research activities against human 
dignity, such as autonomous weapons 

that operate without meaningful human 
control."

KAIST sent an e-mail in the name 
of Shin to the professors participating in 
the boycott. It said that it received replies 
from some professors that they would 
retract the boycott.

In February this year, KAIST opened 
the Defense Intelligence Convergence 
Research Center with Hanhwa Sys-
tems, a Korean company specializing 
in weapons development. The center 
was designed to undertake research on 
national defense AI convergence tasks 
and conduct exchanges of researchers.

In particular, the center’s main objec-
tives included the development of an AI-
based intelligent aircraft training system, 
intelligent object tracking and recogni-
tion technology, and complex navigation 
algorithms for large unmanned submers-
ibles.

Yet a KAIST official said, "The 
Defense Intelligence Convergence 
Research Center will  not conduct 
research that violates human ethics." He 
reiterated that KAIST would not con-
duct research activities that are contrary 
to human dignity, including autono-
mous weapons not controlled by human 
beings. 

For Concerns about AI Weapon Research

World-Renowned Robot 
Scientists Declare Boycott 
of Research with KAIST

Some 50 famous foreign robot scientists showed a concern that the AI weapons to be developed by the KAIST will be killer robots

By lsh
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Science & Technology

A South Korean research team has developed a new process technology that 
can stably produce thermoelectric semiconductors at a low cost.

The research team at the electronic material research department of the 
Korea Institute of Science and Technology (KIST) led by Doctor Kim Jin-sang and Baik 
Seung-hyup announced on March 29 that it has developed a productive technology to 
manufacture thermoelectric semiconductors with a mechanical doping and pressing 
method which is different from existing methods.

A thermoelectric semiconductor is an element that directly converts the heat around 
it into electric power or directly cools down the material with electricity. It is widely 
used in water purifiers that provide both hot and cold water and small-sized refrigera-
tors. An electronic concentration is an important factor in thermoelectric semiconductors 
because it determines the cooling and generating capacity of materials. In general, the 
doping technology adding impurities have been used in the electronic concentration of 
thermoelectric semiconductors.

However, the research team applied the mechanic doping technology that controls 
the electronic concentration by mechanically modifying materials after melting it, 
instead of the existing impurities doping process technology. In addition, it maximized 
thermoelectric efficiency by bringing crystal grains in thermoelectric semiconductors in 
line in one direction through the pressing process method. The thermoelectric material 

Low-cost Thermoelectric Chips

Korean Researchers Develop Advanced Tech 
for Producing Thermoelectric Semiconductors
By Cho Jin-young

South Korean researchers have succeeded in developing a nanofiber-based filter 
that can efficiently filter out ultra-fine dust.

The Korea Research Institute of Bioscience and Biotechnology (KRIBB) 
announced on March 29 that its smart IT convergence system research team has developed 
a nanofiber-based ultra-fine dust filter that can collect particulate matter known as known 
as PM2.5, which is 2.5 micrometers or less in diameter, through a joint study with the high 
polymer convergence material science department of Chonnam National University.

High efficiency particulate air (HEPA) filters, which are currently ubiquitous in South 
Korea, can effectively collect fine dust particles based on a fiber with a few tens of microm-
eters in size, but have been criticized over pressure loss. Pressure loss refers to differences 
in pressure between the entrance and the exit of the filters. Also, efforts to reduce the loss by 
lowering the volume of air flow can have a negative impact on the capacity of filters, while 
increasing air flow can create noise and consume more energy.

The research team adopted reactive ion-etching technology (RIE) to electrospun high-
molecular nanofiber material to reduce the thickness of fiber and chemically treat the sur-
face with oxyfuel gas at the same time in order to improve the fine dust collection capacity. 
Based on this, it succeeded in raising the fine dust collection capacity of nanofiber-based 
filters by 25 percent compared to other fiber-based fine dust filters. Maintaining 95 percent 
of dust collection, which is the same level with HEPA filters, the researchers were also able 

Ultra-fine Dust Filter

S. Korean Researchers Developed Nano 
fiber-based Ultra-fine Dust Filter

The smart IT convergence system research team 
at the Korea Research Institute of Bioscience and 
Biotechnology (KRIBB) has developed a nanofiber-
based ultra-fine dust filter that can collect particulate 
matter known as known as PM2.5.

by Cho Jin-young

A research team at the electronic material research 
department of the Korea Institute of Science and 
Technology (KIST) has developed a technology to 
manufacture thermoelectric semiconductors with a 
mechanical doping and pressing method.

to improve pressure loss by 30 percent. 
With the new technology, the interior of a 
car polluted with the level of 70μg/m3 can 
be cleaned effectively in 16 minutes with 
relatively low energy consumption.

“(The new filters) can be used in car 
air purifier filters as well as smart masks 
and window filters. We can also expand 
the new technology to various areas such 
as high-efficiency secondary battery filters 
and special medical fiber materials,” said 
the KRIBB. The findings from the study 
were published in the online edition of 
Chemical Engineering Journal. 

producing method has high competitive-
ness in terms of price, performance and 
durability, according to the research team.

KIST Doctor Baik Seung-hyup said, 
“When applying the mechanic doping 
concept to thermoelectric semiconductors, 
it is possible to achieve customized doping 
that shows optimal thermoelectric power 
regardless of the purity of raw materials. 
The new technology will also be applied 
to the process that controls physical prop-
erties of various semiconductor materials 
which have a similar crystalline structure 
and stably produces them.”

The findings from the study were pub-
lished in the online edition of Acta Materialia.
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As the South Korean economy 
is rapidly changing to the 
digital economy, startups 

which are based on the mobile ecosystem 
with annual sales of more than 100 bil-
lion won (US$93.55 million) are starting 
to spring up.

In particular, online to offline (O2O) 
services providers show a steep growth in 
sales. Woowa Brothers Corp., the food-
tech industry leader that runs the coun-
try's most popular food delivery mobile 
app “Baedal Minjok,” and South Korea's 
leading accommodation platform Yanolja 
Co. surpassed the sales of 100 billion won 
(US$93.55 million) last year by diversi-
fying their services and pushing into the 
global market. They are also expected to 
record the sales of some 200 billion won 
(US$186.88 million) this year. The Farm-
ers, which operates Market Kurly that con-
verges food with information and technol-
ogy (IT), is forecast to post some 100 bil-
lion won (US$93.55 million) in sales this 
year for the first time in three years after 
the establishment.

According to industry sources on 
April 9, leading O2O startups, like Woowa 
Brothers, SoCar and Yanolja, all exceeded 
the sales of 100 billion won (US$93.55 
million) last year. Woowa Brothers is 
highly likely to surpass the 200 billion 
won (US$186.88 million) mark this year 
considering the fact that the company 
saw its sales increase to 162.6 billion won 
(US$151.88 million). SoCar tentatively 
posted some 120 billion won (US$112.09 
million) in sales last year, while Yanolja 
posted in some (US$93.55 million).

In addition, all eyes are on whether 
Market Kurly, which provides a fast 
delivery service named “Morning Star 
Delivery” to offer the freshest and the 
healthiest food by 7 am at customers' 
front door when customers place an order 
before 11pm on the previous day, will be 
able to see its sales exceed 100 billion 
won (US$93.55 million) this year. Mar-
ket Kurly posted 9 billion won (US$8.41 
million) in sales in January and 10 billion 
won (US$9.34 million) in March. The 
company is expected to surpass the sales 

of 100 billion won (US$93.55 million) this 
year.

SoCar saw its number of vehicles 
available for sharing and number of mem-
bers grow to 8,000 units and 3 million, 
respectively, as of the end of last year. 
The company attracted 60 billion won 
(US$56.03 million) from domestic private 
equity fund Private Equity on April 4, her-
alding a significant growth this year again. 
SoCar is South Korea’s largest car-sharing 
platform that allows users to book and 
drop a car at their closest parking lot by 
using the mobile application. Recently, the 
IT industry considers car sharing can cre-
ate a synergy with future growth engines 
like artificial intelligence (AI) and autono-
mous vehicles so it has been aggressively 
joining hands with car-sharing service pro-
viders. 

Yanolja has declared to tap into the 
global market and is planning to expand 
its services to Japan and China by the end 
of this year. The company is also strength-
ening its O2O services at the same time 
by building new hotel “Heyy” offline. In 
regard to the appearance of startups with 
annual sales of more than 100 billion won 
(US$93.55 million), an official from the 
industry said, “Leading firms by indus-
try generally post over 100 billion won 
(US$93.55 million) in sales as they are 
able to gather cash cows through global 
investment and expand their services to 
new areas and global markets.” 

Successful Startups

Startups with Sales of 100 Billion 
Won Spring Up in S. Korea
By Cho Jin-young

Korean startups which are based on the mobile ecosystem with annual sales of more than 100 billion won (US$93.55 million) are starting to spring up.

76 

/staRtups



VENTURE/STARTUPS

As Kosdaq venture funds 
attracted more than 1 trillion 
won (US$935.02 million) in 

10 days after its release on April 5, they 
are becoming “black hole” that draws 
capital. This is largely due to expecta-
tions for small and mid-size funds, tax 
benefits of the government and prefer-
ential allocation of stocks for public sub-
scription. In addition, the fact that there 
are recently no distinguished funds in the 
small and mideum-capitalization stock 
market draws individual investors to 
Kosdaq venture funds.

According to the Korea Financial 
Investment Association (KOFIA) on 
April 17, the cumulative sales of Kosdaq 
venture funds after April 5 amounted to 
1.12 trillion won (US$1.04 billion) as of 
April 13. As the number of subscriptions 
of Kosdaq venture funds accelerated, the 
daily average amount of funds surpasses 

100 billion won (US$93.5 million). It is 
expected to show a steeper growth.

A venture fund invests 15 percent in 
venture companies’ new stocks, includ-
ing bond with warrant (BW) and con-
vertible bond (CB), 35 percent in new 
and old stocks of Kosdaq-listed compa-
nies that got away from venture compa-
nies less than seven years ago. Investors 
can receive a 10 percent deduction with 
the limit of 3 million won (US$2,805) on 
their income taxes for up to 30 million 
won (US$28,050) when they make an 
investment inKosdaq venture funds for 
over three years. They can also be pref-
erentially allocated 30 percent of public 
offering of new stocks to be listed on the 
Kosdaq.

Until now,capital for venture funds 
with the limit of 49 investors has flown 
in mostly from high-net-worth individu-
als. Seven public offering funds attracted 

203.4 billion won (US$190.38 million), 
while 78 private funds drew 7.03 trillion 
won (US$6.59 billion). However, the 
amount of poublic offering funds, which 
stood at a mere 7 percent on the first day 
of the release, is expected to continu-
ously grow as the ratio expanded to 20 
percent on the 12th.

The subscription for Kosdaq venture 
funds is gaining speed. The amount of 
investments in the funds came to 370.8 
billion won (US$347.52 million) on the 
5th, the first day of its release, 15 bil-
lion won (US$14.06 million) on the 6th, 
97.3 billion won (US$91.19 million) 
on the 9th, 86.2 billion won (US$80.79 
million) on the 10th, 120.1 billion won 
(US$112.56 million) on the 11th, 147.3 
billion won (US$138.05 million) on the 
12th and 101.8 billion won (US$95.41 
million) on the 13th. As up to 150 billion 
won (US$140.58 million) of money flew 
into the funds a day on average, the sales 
showed a more than 10 percent growth 
every day. Given such a trend, the total 
amount of Kosdaq venture funds is fore-
cast to exceed 1 trillion won (US$937.21 
million) as of the 16th, the 10th day of 
the release.

Some securities industry sources say 
that Kosdaq venture funds will boost 
the Kosdaq market. In fact, the Kosdaq 
index went up 3.22 percent from 868.93 
to 896.89, though it was bearish for only 
two out of eight trading days from April 
5 to April 6.

An official from the KOFIA said, 
“Kosdaq venture funds are so popular in 
the market because the government seeks 
to revitalize the Kosdaq market and gives 
tax benefits. Venture funds attracts inves-
tors’ attention based on actual benefits of 
income tax deduction so they are highly 
likely to be steady seller products.” 

The cumulative sales of Kosdaq venture funds after April 5 amounted to 1.12 trillion won (US$1.04 billion) as of 
April 13.

Black Hole of Capital

Kosdaq Venture Funds Attract  
1 Trillion Won in 10 Days

By Cho Jin-young

77 



Korea Ginseng Corporation 
(KGC) is stepping up mar-
keting efforts for red ginseng 

products. The company has replaced the 
spokesmodel for “CheongKwanJang 
Everytime” with a new-generation figure 
and is diversifying cosmetics products 
loaded with red ginseng.

The most popular red ginseng prod-
uct made by KGC is CheongKwanJang 
Everytime. Therefore, it is only natural 

that the company strategically selects 
promotional models for the product.

This product became the 
talk of the town and won huge 
popularity as famous Korean 
actor Song Jung-ki eats it in 
the smash-hit KBS television 
drama “Descendents of the 
Sun,” which gained immense 
popularity in Asia, particularly 

in China.
In  the  TV ser ies ,  Song 

Jung-ki takes CheongKwan-
Jang Everytime. After this scene 
was aired, Everytime became the 
best-selling item among CheongK-
wanJang products. To keep up the 

momentum, KGC recently selected 
Jung Hae-in as the new model for 

ChengKwanJang Everytime.

Jung Hae-in, New Model for 
CheongKwanJang Everytime

Jung is enjoying explosive popular-
ity as he stars in the popular TV series, 
"Pretty Elder Woman Who Often Buys 
Me Meals." In this TV drama, Jung fre-
quently eats Everytime Red Ginseng.

According to KGC, ChengKwanJang 
Everytime is winning popularity to such 

an extent that many tourists buy “Jung 
Hae-in Red Gingseng” at duty-free shops.

Red ginseng is popular as a gift for 
parents in Korea. The main customers of 
red ginseng are senior citizens. However, 
in recent years, young consumers also 
buy red ginseng as easy-to-eat products 
have become available. KGC explained 
that those in their 20s to 40s now account 
for half of red ginseng consumers.

Red ginseng is a super food that helps 
to maintain the balance of the body by 
enhancing immunity, removing fatigue and 
improving blood circulation. The product 
is recognized as a luxury health food not 
only in Korea but also in Asian countries 
and is loved by many consumers.

"Everytime is most popular among 
young people and company workers in 
Korea," a KGC official said. “Jung Hae-
in’s bright and healthy image makes him 
a good fit for the product and will con-
tribute to improving its sales.” 

Jung Hae-in, one of the newest TV stars in Korea, is 
the new model for KGC's best-selling red ginseng 
product, CheongKwanJang Everytime. 

By Michael Herh

Jung Hae-in eats CheongKwanJang Everytime in 
the popular TV series, "Pretty Elder Woman Who 
Often Buys Me Meals."

Song Jung-ki eats CheongKwanJang Everytime in 
the smash-hit KBS television drama “Descendents of 
the Sun."

Rising Korean TV Star Leads Ginseng Product's  
Ad Campaign Abroad

Jung Hae-in Endorses  
CheongKwanJang Everytime
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Korea Ginseng Corporation is expanding its portfolio 
of red ginseng-based businesses. One example is the 

launch of premium cosmetic brand “Donginbi.” Donginbi 
is Korea's only premium red ginseng cosmetic product that 
helps to keep your skin healthy and looking young. The 
product is based on KGC’s 19-year-long history and tech-
nology of producing CheongKwanJang, a red ginseng super 
food.

According to red ginseng experts, in the old days, Kore-
ans took care of health and skin health with ginseng and red 
ginseng. Royal families used red ginseng extract for skin care 
and red ginseng extract for bath.

Old literature says, "When you wash your face with gin-
seng-boiled water, the skin of your face will become better 
and healthier.” Accordingly, many people used ginseng in 
this way. It is also said that Hwang Jin-yi, one of the most 
famous gisaeng of the Joseon Dynasty, used ginseng-boiled 
water to take care of her skin.

Red ginseng-based cosmetic product 'Donginbi' dates 
back to 100 years ago. In the early 1900s, when 
Koreans developed red ginseng extract which is 
now the representative product of CheongKwan-
Jang, they also developed red ginseng extract for 
internal use and red ginseng extract for external 
use. The former was an edible product, while the 
latter was used for traumatotherapy.

"Afterwards, they also made red ginseng 
extract for bath to keep their skin healthy," 
a KGC official said. “Our ancerstors’ wis-
dom and research on red ginseng gave birth 
to current red ginseng cosmetic product 
Donginbi.”

Donginbi was newly introduced last 
year. It is differentiated from other herb 
medicinal cosmetics. KGC has further 
enhanced the skin beauty function of red 
ginseng cream by applying all three core 
raw materials -- red ginseng oil, red ginseng 
extract, and red ginseng condensate -- to all 
products.

Red ginseng oil, which is the key raw material for 
Donginbi, is a precious ingredient as people can obtain only 
one drop of oil from one single red ginseng root. The oil 
helps to remove and moisturize skin.

Red ginseng juice is a concentrate of red ginseng that is 
rich in nutrients. The juice promotes collagen synthesis and 
helps to make skin elastic and nice. Unlike conventional 

cosmetics, which use purified water, Donginbi is based on 
red ginseng-condensed water, which is more effective in 

moisturizing skin and giving vitality to it.
In particular, newly launched red ginseng oil Dongin-
bi 1899 is a signature line of the brand that show-
cases the power of red ginseng cosmetics. KGC put 
actual red ginseng roots in the product to let consum-
ers feel how it differs from other products.

KGC is making a full-fledged entry into 
department store channels with the aim of mak-

ing Donginbi a premium cosmetic product. In 
September last year, KGC opened stores in 
nine department stores nationwide, including 
Lotte Department Store’s branches in Jung-
dong of Bucheon City and Jamsil in Seoul. 
In January, the company began to distribute 
Donginbi to 17 duty-free shops nationwide, 
including the one in Incheon International 
Airport’s Terminal 2, in order to attract for-
eign customers, including those from China.

KGC recently launched “Donginbi 
Hyeon” for male customers as part of its 
expansion strategy. This product is a bal-

ance skin care line consisting of four items, 
including essence and cleansing foam. Consumers can feel 
its effect as red ginseng condensation energy fills men's dry 
skin from its bottom.

"Donginbi is Korea's only red ginseng cosmetic product, 
which is based on KGC’s know-how and craftsmanship," said 
Ahn Bin, head of KGC’s Ginseng Cosmetics Business Unit. 
“We will focus on the global premium cosmetics market and 
grow Donginbi into a new growth engine for KGC." 

Keeping your skin healthy and looking young

‘Donginbi', a Red Ginseng-Based Cosmetic Product from KGC

Han Ka-in, a model for Donginbi.

Donginbi is a premium red  
ginseng-based cosmetic brand that 
helps to keep your skin healthy and 

looking young.
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Artist Kim Nam-ho,  who 
invented the world’s first 
luminous  pa in ts  and  i s 

famous for paintings shining on their 
own, held a solo exhibition from April 5 
to 11 in the lava cave of the Dolbitna Art 
School located in Hallim-eup, Jeju.

The exhibition was proposed by 
Yoon Arte Director and World-OKTA 
Shanghai Chairman Park Sang-yoon 
before the World-OKTA conference in 

Jeju that took place from April 6 to 9. 
The World-OKTA or World Federation 
of Overseas Korean Traders Association 
has 146 branches in 74 countries around 
the world. Its representatives and mem-
bers who visited Jeju for the conference 
saw the cave concert that marked the 
opening of the exhibition on April 5, too.

The exhibition took place inside the 
cave divided into branches in the shape 
of a star. At the entrance of the cave sur-
rounded by natural rocks, Jeju cuisine 
expert Yoo Bok-hyun decorated a photo 
zone with canola flower baskets to bring 
even more pleasure.

The concert deep inside the cave cre-
ated a fantastic atmosphere with the light 
that streamed through its holes from the 
clear sky and flutists, violinists, dancers 
and singers were perfectly harmonious in 
creating a rhythm of light in the dark.

“Everyone feels despair and has his 
or her own cave, and artist Kim Nam-
ho’s works were a precious consolation 
for me every time I was in despair,” 
Park Sang-yoon said in his congratula-
tory speech, adding, “His works have the 
power of healing and I want to share it 
with all of you.”

Artist Kim Nam-ho has held exhi-
bitions of pictures of light since 2009. 
“This is my first exhibition in a cave, 
which I have never imagined ever since 
my first luminous painting of 10 years 
ago,” he said, continuing, “I had to turn 
the entire exhibition halls into darkrooms 
in the past in various countries around 
the world but, here in Jeju, the magnifi-
cent lava cave as it is makes a beautiful 
exhibition hall and I am so appreciated.”

He has held international invitation 
exhibitions at the Scope Basel Art Fair 

Changing Art Paradigm

Luminous Paintings 
Shining in Cave of Eternity
By Choi Mun-hee

Artist Kim Nam-ho’s luminous works are one of a kind in the world, creating a new paradigm in the history of art.
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in Switzerland, Shanghai International 
Art Fair, Yoon Arte Gallery Shanghai, 
and many more. He was an official art 
director for the 1988 Seoul Olympics and 
taught visual design at a college for 25 
years before moving to Jeju in 2016 as a 
full-time painter.

His luminous works are one of a kind 
in the world. The works use no electric-
ity at all and emit light on their own in 
showing their meanings and shapes to 
those who see the paintings. In short, his 
works have created a new paradigm in 
the history of art.

“In deep despair, I used to go around 
the world, looking at the stars in the sky 
and endlessly questioning myself about 

t h e  u n i v e r s e , 
god and my own 
being,” he men-
tioned, recollect-
ing that the time 
allowed him to clear 
his head about his own 
world of art and then he 
could express the love of god 
that came to him in the form of a 
streak of light. This is why the exhibition 
in the cave had the title of ‘God Sign’.

The highlight of the exhibition was 
the different images that were created 
by water droplets falling onto his works 
with their own sounds in the pitch dark 
cave. His works, changing in various 

colors without 
constraints of 
time and space, 
impressed and 

mesmerized the 
a u d i e n c e  w i t h 

constantly changing 
feelings.
As an art director and 

planner of the show, I hope artist 
Kim Nam-ho’s works will be shown in 
more places around the world, in caves in 
particular, so that more people can share 
the power of consolation and healing.

For more details about his exhibi-
tions and artworks, please send an email 
to happyarts@naver.com. 

Kim Nam-ho's Works

Former Korea National University of Arts professor and choreographer Jung Shin-ae 
is dancing perfectly harmonious in creating a rhythm of light in the dark.
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