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Moon urged to adjust economic policies

The government needs to exercise
flexibility in revising its income-led
growth and other policies given the
circumstances of the local economy,
according to the chief of the Institute
for Global Economics (IGE).

This was a comment on the gov-
ernment pushing through minimum
wage hikes that came as a shock to
small businesses, and have adversely
affected employment growth.

“The Moon Jae-in administration’s
economic policies over the last two
years have generated significant side
effects, but the government has been
reluctant to revise its policies,” IGE
Chairman Jun Kwang-woo told The
Korea Times in a recent interview.

“Policies should be revised to
enable a flexible response to changes
in internal and external environ-
ments,” he said.

Risks and challenges

After Moon took office in May
2017, Korea’s GDP growth rate stood
at 3.1 percent, but fell to 2.7 percent
in 2018. The economy contracted 0.4
percent in the first quarter of this year
from the fourth quarter of 2018, the
worst performance in 41 quarters.

In May, Fitch and Goldman Sachs
lowered their forecasts for Korea’s
GDP growth rate for this year to 2
percent and 2.1 percent, respectively.
The government has lowered its 2019
growth outlook to a range of 2.4 per-
cent to 2.5 percent from its earlier
prediction of 2.6 percent to 2.7 per-
cent made in December.

While the U.S. and China recently
agreed to resume trade talks, Korea
has been afflicted by and is set to con-
tinue to be adversely affected by their
trade dispute. The slump in semicon-
ductor exports, the country’s growth
driver, has heightened uncertainty.

“Korea has great external depen-

dency as a small and open economy,”
Jun said, citing the fact that China
and the U.S. are Korea’s top trading
partners, accounting for about 40
percent of trade.

A cloud is cast over the Korean
economy because the trade dispute is
expected to continue.

“Because a power struggle lies
behind the bilateral trade war,
short-term, partial stitches are possi-
ble but a fundamental resolution will
not be achieved overnight,” the for-
mer chief financial economist at the
Word Bank said.

Meanwhile, China’s slowing
growth is another risk, Jun said.

“Because Korea’s trade with China
accounts for 25 percent of the total,
and 30 percent when counting Hong
Kong, of course we are affected by
China’s economic trends,” he said.

At this rate, Jun forecasted it will be

difficult to achieve the Bank of
Korea’s (BOK) GDP growth estimate
of 2.5 percent for this year.

“The likelihood has decreased sig-
nificantly and the BOK repeatedly
lowering its estimate over the past
months shows this,” the economist
said, adding global agencies’ lowered
forecasts also back this.

Rate cut is inevitable

Under such circumstances, it
appears the BOK has no choice but
to lower its key rate.

While factors such as consumer
prices and financial markets should
also be taken into account along with
economic growth when adjusting the
rate, low inflation backs circum-
stances for a rate cut, Jun said.

Along with revising its income-led
growth policy, the former Financial

Services Commission chairman cau-
tioned against excessive expenditure,
especially ahead of a general election
next year.

“Although Korea is known to be a
fiscally sound economy, its welfare
expenditures are set to increase as the
population ages. Policies that harm
the country’s fiscal soundness will
have a long-lasting impact on the
economy,” he said.

“Fiscal expansion policies should be
well targeted, so that the economy is
supported and competitiveness is
heightened.”

Jun said Korea needs to increase capi-
tal investment and enhance labor pro-
ductivity, to increase the country’s
competitiveness and falling growth
rates. The latter should be achieved
through fixing the wage system so that
it becomes performance-based, he said.

The former chief of the National
Pension Service also noted that while
it would be going in the right direc-
tion to extend the retirement age,
“this should be implemented when
the economy is strong enough to
allow new recruitment at the same
time, to prevent endangering youth
employment.”

Institute for Global Economics (IGE) Chairman Jun Kwang-woo                                             Courtesy of IGE
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Regulator to launch taskforce for Lone Star suit

The Financial Services Commis-
sion (FSC) will launch a taskforce
that will focus on affairs relating to
financial disputes, the regulator said
Sunday.

The taskforce, scheduled to begin
operation on July 19, is set to deal
with the Lone Star suit with the gov-
ernment.

Lone Star filed an investor-state
dispute settlement (ISDS) in
November 2012, seeking over $4.7
billion (5.5 trillion won) from the
government, claiming financial

authorities deliberately delayed the
sales of Korea Exchange Bank (KEB)
shares and unfairly imposed a puni-

tive tax.
The U.S.-based private equity

fund acquired KEB in 2003. It
attempted to sell KEB to HSBC in
2006 but failed. In January 2012,
the then-Hana Bank acquired
KEB.

The ISDS case is expected to reach
a settlement within the year.

Earlier in May, KEB Hana Bank
won an international arbitration case
against Lone Star over its purchase of
KEB.

Lone Star filed the suit with the
International Chamber of Com-
merce (ICC) in 2016, seeking over
$1.4 billion citing Hana cut the buy-

out price of KEB.
The ICC dismissed the allegation

that Hana threatened “there would
be no approval unless a price reduc-
tion is made.”

“In view of the overall circum-
stances, it is difficult to characterize
such an act as a threat,” it said.

Financial authorities believe Hana’s
win will have a positive effect on the
ISDS.

KB Financial Group Chairman Yoon Jong-kyoo, front row seventh from

left, poses with executives of the group’s affiliates at a management-level

workshop, held at KB Kookmin Bank’s training center in Ilsan, Friday. They shared cases of innova-

tive services development and plans for the latter half of 2019.           Courtesy of KB Financial Group

Stocks likely to stay range

bound amid uncertainty
Korean stocks are expected to stay

in a narrow range this week as
investors will likely take to the side-
lines amid continued uncertainty,
analysts said Saturday.

Local shares got off to a weak start
last week despite an agreement to
resume trade negotiations between
the United States and China, whose
fruitless conclusion in May had part-
ly been blamed for a steady decline in
South Korean exports.

Korea’s exports have dropped for
seven consecutive months since
December, largely led by dips in ship-
ments of semiconductors, one of its
key export items, which alone are
said to account for nearly a quarter of
its overall exports.

Tech shares lost further ground
after Japan announced stricter
restrictions for Korea-bound ship-
ments of three tech materials, includ-
ing fluorine polyimide, that are used
to produce semiconductors and dis-
play panels.

The benchmark Korea Composite
Stock Price Index (KOSPI) closed at
2,110.59 on Friday, down 0.9 percent
from a week earlier.

“Japan’s export restrictions against
South Korea had been somewhat
anticipated but still came as a shock
as it came shortly after the Group of
20 summit that Japan hosted and
where it had advocated free trade,”
Chang Jae-cheol, a researcher at KB
Securities, said.                           (Yonhap)

‘Japan’s loan denial

unlikely to have effect’ 

The chief of the Financial Ser-
vices Commission (FSC) said
possible economic retaliation
measures by Japan will likely
leave Korean companies and
financial markets unaffected.

His remarks came as concerns
are growing that Japanese banks
could refuse to roll over matur-
ing debts and extend new loans
for Korean entities, in addition
to curbs on exports of semicon-
ductor supplies that went into
effect, Thursday.

“Even if Japan were to do so,
we will not have much difficulty
in dealing with the situation,”
FSC Chairman Choi Jong-ku
said at a press conference in
Seoul, Friday.

He referred to the situation in
2008, when local financial insti-
tutions had difficulty getting new
loans, as well as extending exist-
ing ones.

“(Compared to that time), the
macroeconomy is stabilized now
and so is the financial market.
Our financial institutions will
easily be able to get loans else-
where even if Japan does not
lend to them,” Cho said.

Meanwhile, he stated financial
authorities are preparing for
Japan’s economic retaliation
measures possibly expanding to
the finance sector.

“We are unable to know for
certain what kind of additional
measures Japan will take, but
each ministry is reviewing possi-
ble circumstances and preparing
for these,” Choi said.

According to data by the
Financial Supervisory Service,
outstanding loans to Korean
entities from four Japanese
banks — Mitsubishi UFJ Finan-
cial Group, Sumitomo Mitsui
Banking Corporation, Mizuho
and Yamaguchi Bank —

amount to 18 trillion won in
March. This is 23.5 percent of
the total amount of loans provid-
ed by foreign banks here.

The scale of loans from Japan-
ese banks has been decreasing
since September 2018, when the
total amount stood at 21.08 tril-
lion won.

Other measures besides deny-
ing loans or refusing to roll over
maturing debts could include
limiting Japan’s investment in
Korea’s capital market, or limit-
ing the transfer of funds.

Japan is estimated to own over
12 trillion won in local stocks but
this is only 2.3 percent of for-
eign-owned local stocks.

Choi said, “Even if Japan were
to withdraw its investments from
the stock and bond market, there
would be little effect.”

On July 1, Tokyo stated it
would place sanctions on exports
of supplies for smartphone and
semiconductors.

This is viewed as a retaliatory
measure against court rulings
last year that ordered Japanese
companies to compensate Kore-
an victims of forced labor under
the 1910-1945 colonial rule.

Tokyo’s position is that the
issue was settled in a bilateral
treaty in 1965.
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Economy slowing on weak

investment, exports: KDI
The Korean economy is facing a

slowdown on weakening invest-
ment and declining exports, a
state-run think tank said Sunday.

“The Korean economy is exhibit-
ing a slightly improved sluggishness
in consumption but investment and
exports have contracted, indicating
that economic activities remain
subdued,” the Korea Development
Institute (KDI) said in its
English-language Monthly Eco-
nomic Trends publication.

The report said June’s exports
declined sharply, led by semicon-
ductors and petroleum products.

Korea’s exports fell 13.5 percent

year-on-year to $44.18 billion in
June, extending their on-year
decline for the seventh consecutive
month due mainly to a prolonged
trade row between the United States
and China.

Hong Nam-ki, the minister of
economy and finance, said last
week that Korea’s exports in 2019
could fall by 5 percent from 2018,
when outbound shipments hit an
all-time high of $605.5 billion.

Retail sales rose 3.4 percent
year-on-year in May due mainly to
the increased number of foreign
tourists to Korea, according to the
KDI.                                           (Yonhap)
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Financial Services Commission (FSC) Chair-

man Choi Jong-ku speaks during a press

conference at a restaurant in central Seoul,

Friday.                                     Courtesy of FSC 
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