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                   South Korea: Economic Overview 
Fighting Back to Gain Consumer Confidence:
The Korean economy is rebounding from the global economic crisis faster than most observers initially expected. Korea's economy will outpace the world in 2010 by growing nearly 4 percent, while the rest of the global economy grows by a modest 2.3 percent and advanced countries by 1 percent. Owing to timely and aggressive stimulus measures by the government to overcome the global financial debacle, Korea's economy is showing signs of recovering faster than expected. Expansionary fiscal spending and tax benefits for car buyers have boosted growth, with the economy expanding 2.6 percent in the second quarter of 2009 on a quarter-on-quarter basis (not annualized), a sharp increase from the 0.1 percent in the previous quarter. Consumer and business sentiment have also improved at a rapid pace, easing the sluggishness of consumption and investment.
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Economic Indicators: 
· South Korea currently boasts a GDP of $1.338 trillion, which ranks 14th in the world.
 
· Private consumption fell by 2.6% in the first half of 2009, and export slid by about 7%.

· The won/dollar exchange rate is estimated to be 1,130 per dollar in 2010, down from the 2009 forecast of 1,281.

· Private consumption growth in 2010 is forecast at 3.1 percent, turning around from a 0.3 percent decline in 2009 due to the rising income and asset values. 

· The unemployment rate eased from 4.0% to 3.8% in June 2009, although still higher by 0.6% than earlier this year.

Economic Structure:
· The chaebols, Korean conglomerates such as Hyundai, Samsung and Daewoo and LG3, play an important role in the Korean economy. In 1995, the four companies had produced 9% of the country’s GDP.
 Although economic reforms have curtailed some of their dominance, these multinationals still play a powerful role in the Korean economy.
· Like Japan, South Korea also has small businesses which seem to complement the large corporations. Small and medium enterprises, (SMEs) employ more than 80% of the work force.

· GDP by sector- agriculture: 3% industry: 39.5% services: 57.6%

· South Korea’s main export commodities are semiconductors, wireless telecommunication equipment, motor vehicles, computers, steel, ships, and petrochemicals.
 
· South Korea’s main trading partner is China which is the recipient of 21.7% of Korean exports and accounts for over 17.7% of its imports. The second largest export destination is the United States, which accounts for 11.0% of the total exports, and Japan is the second largest import source, which account for 14.0% of the total imports.
 
· In their 2010 report, the World Bank ranked South Korea 19th in their “Ease of Doing Business” ranking. However, it was ranked 53rd in ease of starting a business, 15th in obtaining credit, and 73rd in protecting investors.
 
Political Considerations:
· South Korea is a republic, where a democratically elected President serves as the head of state. The Prime Minister, serving as the head of the government, is appointed by the President with the consent of the National Assembly. 
· The National Assembly is the unicameral legislative body and its members are elected by the citizens.
· The government plays an active role in promoting trade and economic growth. In 2001, then President Park Chung-hee led an export-oriented industrialization drive which led to exports which totaled 37.7% of its GDP.

· Corporate income tax rates range from 13% to 25%. Companies are also subject to a residence surtax applied at a rate of 10% of corporate tax liability. Personal income tax rates range from 8% to 35%. A residence surcharge of 10% of income-tax liability is also applied. The value-added tax (VAT) rate is 10%.

· The Korean government has released a budget of 291.8 trillion won in 2010, a 2.5% increase from 2009.

Attractions:
· Development of Electronics and Automobiles: With major multinational corporations such as Samsung and Hyundai, the South Korean economy is geared towards exporting automobiles in electronics. Its strong export growth demonstrates that Korean industries are making inroads into markets with newly forming classes such as China, India and Mexico.
  
· Openness to Trade: South Korea’s economy is dependent on foreign trade. Exports are forecast to increase 12.2 percent in 2010 on the back of the global economic recovery and robust shipments of Korea's major export items. Marine ship exports are expected to reach US$70 billion, up 34.6 percent from 2009, while semiconductors and electronic displays will also likely see an increase in shipments of more than 10 percent. Meanwhile, as exports increase, domestic demand recovers, and international raw material prices rise, imports will also increase 17.8 percent in 2010. The current account will maintain a surplus, but the amount will decrease to US$15.9 billion from the previous year's US$35.5 billion.

· Restructuring of the Financial Sector: Standard and Poor’s has rated Korea’s commercial banks as “stable,” and has pointed to potential for an improvement in the ratings. In addition to restructuring and re-privatizing banks, it has also promoted greater competition and opened its bank to foreign ownership. In 2004, Citigroup became the first major global bank to complete the purchase of a Korean bank.
 
Troubled Spots:
· Construction: Construction investment is expected to grow at a slower pace than in 2009 (1.9 percent in 2010) reflecting possible slowdown in growth of government investment in social infrastructure and a modest recovery in the housing market. Investments in social infrastructure will continue on major projects including the nation's four river revitalization plan, but chances of a big increase like in 2009 are slim. 

· Strong Competition: Although Korean boasts a strong automotive and electronic sector, it must compete with similar goods coming from Japan. In addition, Korean SMEs which supply parts to large Korean corporations must also compete with cheap imports coming from China.
· Need for Further Corporate Restructuring: Although South Korea has made progress in restructuring the chaebols, there are still concerns over the cooperation between the subsidiaries.In addition to their problems restructuring chaebols, Korea has been reluctant to push for efforts to restructure SMEs. Government support of SMEs, including guarantees for SME credit, has prevented the creation of an efficient market mechanism which would eliminate unproductive firms. 
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