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Overview

For 2009, ex'ports remain. on a declining path amid' the global
recession. The Korean economy is, therefore, forecast to register a
negative rate of growth as domestic demand is deeply subdued. :

Private' consumption is predioted,to shrink stilll,turther from its
performance last ‘year in response to the decline in inoome and
weakened oon's‘umer_ confidence  brought  about by worsening
employment conditions ~and 'deolines ~in wealth. Nevertheless, it is;
‘anticipated that the downturn in -private: oonsumptlon may perhaps be
alIevnated by the government's expansionary fiscal pohoy -

‘Factlities investment is antlolpated to remain very low = owing to
worsening business confidence - brought “about by the ecOnomio
downturns at home and abroad “the increased burden of importing
capital goods and the detenoratlon of fund- ralsmg condmons

Construotlon mvestment is forecast to exhlblt a mlld lnorease thanks to
~the expan3|on of government investment in social overhead capital
(SOC) projects, which should hetlpfto offset the slackness of both
residential and non-residential building construction. i

Exports are expeoted‘ to remain on a declining trend due to the
deepening of the synchronized g|obal economic reoessron Imports are
also anticipated to deohne greatly due to shrinking domestlo demand

Employment conditions are anticipated - to ,deteriorate due to  the
deepening downturn in economic ’aotivity and corporate restructuring.
Nevertheless, it is expeoted that the government's efforts to create jobs
and keep people employed will ameliorate the situation. |

In the financial markets, the supply of credit is likely to be hampered
by the continuing global financial turmoil, the contraction of economic
‘activity and uncertainties surrounding corporate  restructuring. There is
also the'possibility of episodes of heightened: volatility ‘Vin price variables
such as share prices and exchange ‘r’ates. |




The Financial Investment Services and Capital Markets Act (FISCMA) -
was implemented on "Februbary ‘ofr 2009 opening . the do‘or to - new
opportunities and competition for the Korean capital market., The
- consolidation of Kerea’s capital market has brought new . horizons to
investor. protection, quality of ”sefvices; the emergence of world—class
“investment banks and the overall development of the capital market.

|. Macroeconomic Developments
1. Private Consumption

Consumptioh levels were recovering in the beginning of 2008, (with a
peak in private consumption of 5.4 percent in third quarter of 2007,
'gradually decreasing to 4.0 percent and 2.3 percent in first end second
quarters of the 2008, ‘and bottoming out at —4.4‘per-cent in first quarter
of 2009). Consumer goods sales maintained its 'growfh momentum,-
“driven by the recovery in domestic demand despite the unfavorable
"Conditio"ns - exhibited by consumption-related indicators such as
continuing declines in car sales. : | |

Consumer goods sales slowed further, oontinuing‘ its downvyva'rdv trend
from August to the year—end. Th’ereforef, consumer spending  also
~remained in a downward trend, as sluggish employment and the decline
in asset values adversely affected households' disposable income. |

“The consumer expectatiOns index hlt its peak in the first quarter of
2008 at the 100 mark, reflecting improving - consumer sentiment.
However, this trend began to reverse from April as the worsening job
market,' negative wealth effect from plungihg real -estate prices, and
declining real income continued to undermine consumer sentiment.
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In May 2009, consumer séntiment improi/ed due to increased ,s’:[a}bili,ty} in
the financial market. The growing strength of the won against the
doliar, a recent stock market rally. and an easing ininﬂationary
'pressure's all contributed to a significant improvement in ~consurner,
sentiment despite the depressed job market. R : '

Since then, consumer goods sales have increased 7.3 percent‘year‘on
yeér, buoyed by a strong-‘grOWth‘ in sales of durable goods. The
increase in consumer spending shows no signs of vsiowing down in the
short term given the job market's positive reaction to recent government
measures, - the stabilization of  prices and financial  markets. and
improving consumer sentiment. ' :




Consumsr goods sales ,
Source: Karea Mational Statistical Dffice i'induSnial activity trend
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| 2. Facility and Constructioh Investment
~2-1. Facility Investment

Due to the continuation of the global ﬂnanc;al instability that began in
2008, facilities investment fell 20.2% year—on-year in the first half of
2009. As the international economy lost its vitality, if negatively
impacted on the overall investment environment. ‘

In the beginning of 2008", growth fell 6.3 percent quarter-on—quarter,
affecting the facility investment seotor The trends for machinery .such ‘as
semiconductor equipment and transportation equipment began to rap!dly
declme matohed by falls in other leadmg indicators.




In the first half of 2009, Korea experienced a 14 percent decrease in the
first quarter and a 23.5 pereeht decrease in  second quarter when
compared to the same periods in the previous year, ‘the Iewest amounts
'recorded srnce 2008 and a decrease 136.4 percent since rts peak in the
- third quarter of 2008

HoWever facility 'investments have recently begun to rise, cutting a
year—on-year Ioss of 56 percent due to increases in transportatron
equrpment mvestment ' ’

Facility investment by type
Sourge: The Bank of Korea (national sccountsh
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2-2. Construction Investment

In' the first quarter of 2008,' the amount of cohstruction orders sharply
increased due to a large amount of housing developments initiating
- operations prior to an impendin'g housing  price ‘cap being introduced
that October. This growth slowed considerably from 104.7 percent to




36.3 percent in January, 2009 but still malntalned strong- growth

However construction investment in fourth quarter of 2008 dlpped 6.1
percent year—on-year, or 4 percent quarter—on—quarter In particular,
from December to- February, completed constructron declined at a rapid
pace due to a plunge,rn building contracts, with orders dropping 20.7
percent in February. | | '

For the' first ‘quarter of 2009, investment in vconstruction rose 1.7
percent -year-on-year, or 5.3 percent quarter—on—quarter. - Investment in
~ construction rose 2.4 percent year-on—year in second. quarter.

Construction investment
Souree: The Bank of Korea trational acsounts.
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3. Exports and Imports

The ‘initial year—on—year growth rate for exports was estimated to be
' -posrtlve until . the - third quarter of 2008, with growth sfowmg in October
“Growth  continued to fall ‘with exports totaling US $32.63 billion in June
2009. The weaker growth in exports for 2009 was partly due to the high
base effect of the corresponding period for the prevrous year ‘

: By export oatego‘ry, 'mvost produots }s_h'owed'a positi\/e' growth in 2008,
excluding automobiles, semiconductors and computers. The downward
trend in automobiles was due to. growrng output in overseas plants'
while that of semiconductors was attributed to weak prices. In 2009,
the growth trend of most products- such as petroleum produots, wireless
~communication devices, etc deofined, while ship. construction ahd liquid
crystalydevioesmaintained positive growth. ,

lmports'oohtihued to rise until September 2008, mainly due to raw
material prices, such as crude oil, steel products and gas. HoweVer, as
there was a srgmfroant drop in. raw m"aterialy prices and weakened ‘
; domestic demand, imports showed a consistent fall from July 2009. In
particularly, the biggest decline in rmports srnoe 2004 was recorded in
‘January 2009 '

The monthly trade balance was in the red for five months in a row unt‘il
April 2008 as a result of the expansion in imports. After a swing to
surplus in May, the overall trade balance posted deficits again. From v
October 2008, raw material ‘prices fell and imports dropped at faster :
pace than exports, thus reversing thef trend  back to surplus where it
remained, with the exoeptlon of January 2009. June 2009 reoorded the
- highest amount of trade at US $7.44 blfhon
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4. Employment :

Due to the - ongoing = global »financial turmoil employment numbers

dropped 141 OOO in the first half of 2009. The number of employed
workers. began to decrease from second quarter- of 2007. Employment

figures shows 209,000 new jobs in the first quarter of 200}8,‘"’

representrng the hrghest growth for both 2008 and 2009

The numbers then decreased to 173, OOO in the second quarter of
2008, 141,000 in thrrd, ‘quarter, 54,000 in. the fourth quarter, and a

negative grthhf’of —146 000 - new JObS in first quarter of 2009. The

Adeclrne continued in Apnl and May with —1 88,000 and 219 OOO berng ‘

recorded respectrvely, the largest decllnes since -2006.

In August of 2009, the employment rate stood, at 59.8 percent,

repreSenting ‘a 0.7 percent decrease compared to the same period in

“the previous year. Conversely, the unemployment rate rose 0.8

. percentage points year—on—year to 3 9 percent

Nlimber of amﬁlweﬂ and empinyment growth
< Soures: Korea National Statistical Difiee temploymant trend)
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Il. Financial Markets
1. Stock Market

In “January 2008, the Korean stook market along wrth other: global
stock markets, showed a dramatic fall in share prices due to external
uncertainties and factors such as the lingering financial market unrest
‘due to the US subprime mortgage woes, concerns over the US
economic recession and the possible downgrade of US bond insurers’
credit ratings. On January 30, the KOSPI bottomed at 1 ,589.1 points,
dragged down. by p033|ble negatlve eoonomlc effeots of ~a natural
“ disaster in China. ' ‘

However, = the KOSPI recovered, reaching 1,850 points in May as
expectations of an easing of the credit crunch grew and investors’
appetite for relatively undervalued‘ Korean stocks grew. The main Korean
bourse reached its 2008 peak of 1,888.9 points on May 16, but the
| scope of its upswing was limited by fears of possrble inflation, driven
by high oil prices and profit-taking from the few days of sharp gains. |
, Forelgn investors became net-buyers of Korean shares for the first time
in. 12 months since May 2007 with therr net buylng amountrng to 312.6

bllhon won.

Sinoe May 2008, the main Korean bourse has shown a downward trend
| ddev to uncertain economic profspects and fears over another credit
crunch. After the KOSPI reached its 2008 peak of 1,888.9 points, the |
benchmark index nosedived as global stock markets turned more
~bearish. This sluggishn’ess was partly due to inorease'd etagflation risks‘
stemming from soaring oil prioes Foreign investors have malntalned
short positions in both the spot and future markets since June. The net
‘amount of spot products sold by forelgn investors was 5.2 trillion won
while that of future products was 1.9 tnllron won. '

_ 10_.




The bear market continued to worsen, with ‘the Korea stock market
uhdergoing a sharp correction as foreign investors oohtinued to sell
Korean shares, and investors shifted to safe heaven assets amid the
growing unoertvainties"inv the international fki’nancial,market.

The global financial market's volatility has significantly heightened since
Lehman Brothers filed for bankruptcy protection on September 14. The
Korean stook ‘market dechned to 938 75 pomts on October 24 the
lowest record for the year. '

However, the mai'n' Korean bourse rebounded thereafter due to the
announcement by the Korean government of comprehensive policy
rheasures for overcoming the ongoing economic crisis, and the 'signing'
of the Korea—-US currency swap agreement. The Korean stock market
advanced in early November as the government announced that it was
undertaking "‘oomprehehsive measures  to overcome the ongoing
eoonomic dlfflCUltleS on November 3. | e

-The Korean stock market regained some stability in- December 2008,
helped by domestic as well as international efforts to stabilize the
financial market and boost the lackluster economy. The Bank of Korea
cut its benohmerk interest rate by 1.0 percentage point to 3.0 percent
on December 11 and the Korean govemment announced its economic
policy directions for 2009 on ’Deoember‘1r6. Foreign investors beoame
- net-buyers of Korean shares for the first time in 7 months as the
selling spree became subdued by increased dollar liquidity and the
global credit crunch began to ease.

‘The Korean stook market stabilized somewhat in- January 2009 due to
expectations - over the effects of the economic stimulus oackages
implemented or planned at home and abroad. However, concems over
the deepening economic recession remained. Foreign investors
maintained their net buying positions for two consecutive months as the
mternatlonal financial market jitters were subdued




2. Bond Market

Bond vyields such as Treasury bond vields plunged in January 2008,
dragged down by the Bank of Korea's"expeoted ‘rate cut and the
growing appetite for safe assets due to the global stook market slump
~ The yields fell sharply in January due to the global stock market crash
~and the US"aggressrve interest rate cut of one basis point. Yields on
- 3-month CDs, whioh are short term interest rates fell oOnsiderably as
the supply deolined |

After February, the trend for- bond yields cchanged  from downward to
upward. Bond yields such as Treasury bond yrelds rose. in Maroh This
~rise was affected by the growing number of short posrtrons “held by'
foreign investors: who were more oonoerned about the falling won and
_uncertainties in mternatronal frnanoial markets For example, the interest
rates on three—year Treasury bonds rose up to 5.33 peroent on Maroh 17.

~ Led by Treasuryvbovn‘ds, bond, yields soaredin May, as inflationary fears
stemming from steep rises in oil and other ‘oommodity brioes
dampened expectations of a rate cut by the Bank of Korea. The
benchmark interest rate was raised by the Bank of Korea and
long—term. bond ‘yields ‘began fallrng after the 3—year Treasury bond
~ yields reached 6.17 percent on July 14 due to fears of an economic
slowdown and lessened inflationary pressures. | '

Bond yrelds ‘mainly Treasury bond ‘yields, fell oonsrderably in" October -
due to worries over an ‘economic slowdown both domestroally and
abroad, interest rate cuts and expected further rate cuts by the Bank of
~Korea. By November, bond yields, in particular Treasury byond‘ yields,
had stabilized as the Bank of Korea cut its policy rate by 1.25 basis
points to 4 precent. Bond vyields continued to stabilize in December
2008, as the Bank of Korea cut its policy rate by a further 100 basis
.points on Deoember‘il, and the government provided the market with
further quuidity The yields of CDs, in partroular fell by 152 basrs points
| during: the month to the 3 percent range. ‘

=13 -




Treasury bond yields,

stabilized in April 2009, buoyed by the successful issuance of state
bonds and foreign investors’ net-buying of KTB (Korea Treasury Bond)
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3 Derivatives Market

In 2008, the average darly tradlng volume in the denvatlves market
recorded their hrghest amount of ‘contracts since 2003, lead byKOSP}I—ZOO
~ futures and  3-year ‘;Korean};Treasury Bond (KTB) futures, and following'a

period increased spot market volatility.

~The average daily trading vvoylume in 20()8 was 11,561,602 contracts, an |
increase 'ot 2.4 peroent: 'while the ave‘rage- daily trading value for the
‘same period was 35 trillion won, an rncrease of 18.2 percent. The average
dally tradrng votumes for the KOSPI 200 futures, Korean Treasury Bond
(KTB) futures and U.S. dollar futures recorded their hlghest amount of
contracts. The average daily tradlng volume for the entire futures market
,inorea‘sed by 48 0 peroent wh|le KOSPI-200 optrons tradrng averaged
11 155 139 oontraots per day, a 1. 3 peroent rncreased for 2008 |

The ‘average‘ ‘daily tradi‘ng value for_the futures market reaohed 33.6
"triHion ‘won, -a 17.8 peroent inorease' and the average daily'trading
value of KOSPI 200 options market rose to 1.2 tnlhon won, a 305
- percent increase. |

Average Daily Trading V}oltu'me and Values of Derivatives
' (Unit = Contract, 100 million won)

KOSPI-200
futures

194,139 | 267,878 | 4380 | 214343 | 251498 | +17.3

3-year Korean - » , :
. Treasury -Bond 55,102 - 64,156 +164 1 59,150 68,655 +16.1
(KTB) futures , . ’

U.S. Dollar 23383 06,847 +148| 10839 | 15056|  +389

futures }
~-Sub-total 274684 | 406,463 +48.0 | 285,339 | - 336,058 +17.8
KOSPI-200 i or :
options 11,015,626 11,155,139 ‘ +1.3 , »8,877 11,582 +30.5
Total - 11,290,310(+ 11,561,602| - 2417294 216| 347,640 +18.2
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During 2008,' foreign investors' share o'ftrading}drastioally lnoreased by
7.7 percent, especially in the KOSPI-200 options’ market. - Foreign
investors began to gain signlficant influence  within the derivatives

markets through algorithm trading.

Individual " investors’ »share of trading -in KOSPl—200 futures k(up"by
1. 1%) 3-year KTB futures (up- by 1. 8%) and U. S dollar futures (up by
4, 3%) all rose Whrle forelgn investors' shares of tradrng in ' KOSPI~ 200

futures 3-—year KTB futures and U.S. dollar futures deoreased

Share of Trading by ‘lnvestor Type

(Unit = %)

KOSPI-200 L 7l 25 300 : . ) | 258
futures © 381 |07 2.8 309 | 23| 02 |12} 370 | 249
KOSPI-20 289 | 01 0.5 252 | 24 | 02 | 05] 32 | 349
0 options ;“234_[ 0.1 03 193 | 8.1 - 1 06| 340 | 426
3-year by ‘ : , ‘ S
Korean | 07 | 862 (388 | 59 | 208 [178| 14 | 15
Treasury . o I
. Bond . : : = .
(KTB) | ‘08 | 872 [335| 42 | 268 |[190| 15 |22 | 38 190
futures E : v . =
US. | o7 | aa4 ‘426 28.4 13 |166| 08 | 27| 26 | 50
Dollar , : : ‘ o ’ e
futures | 08| 884 1405| 201 21 1207| 06 |44 | 69 | 47

* Futures : Share of tradrng‘ volume basis
KOSPI-200 -options : Share of trading value basis

KOSPI-200 futures maintained an upward trend in 2009 and reached
184.10 on June of 2009. 3-year KTB futures steadily went down month
- by month until June. US dollar futures showed a downward trend in the
beginning of 2009, rebounding from 1255 00 won/dollar on May of
‘ 2009 to 1273.00 won/dollar on June. '
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4. ’Exchange Rate

The won/dollar exchange rate fluctuated around the 940 to 960 won
range in January 2008 The exchange rate rose to the 954 won range
on January 22 as investors demanded safer assets amid financial
'market volatility. Afterward the won traded against the dollar in the 940
~won range, as the global stock markets were stabrlrzed by an economrc
- stimulus package in the US and two interest rate cuts by . the US
' }Federal Reserve Board from 4. 27 percent to 3.5 percent on January 22
and then to 3.0 ‘percent on January 31, lncreased selling of the dollar
by domestic exporters also boosted the won’s value.

' The won/dollar eXchange rate closed the month higher at 1,002.6 won
as demands for dollars increased due to dividend remittances by
foreign investors, importers’ payments for imported goods and net
buying by offshore investors. In July, the won/dollar exchange rate
- increased by 15.9 won from the end of the prevrous month-to wrap up
B the month at 1 046 0 won. ' ‘ ‘

The exchange rate repeated its ups and downs, affected by government.
measures to stabilize the foreign exchange market. The won gained
further against the dollar toward the end of June as foreign investors
marntarned a net selhng position rn the Korean stock market. and
international oil prices rose further.

The won/dollar exchange rate recorded a steep rise in September as
falling global stock prrces trrggered by US financial woes led foreign
investors to retrieve therr portfolio investments from the Korean stock
market and buy dollars. The exchange rate exceeded the 1,200 won
mark as credrt concerns spread and fears of a foreign currency crunch
~ mounted with the collapse of Lehman Brothers

In the middle of November, the exchange rate dropped due to factors -
that supported the = won, such as ‘a rate cut and international
collaborations to secure dollar liquidity including the estabhshment of
new currency swap lines. The won/dollar exchange rate surged toward .

_17__t.




the end of the month to'the 1,460 wonrange' the highest level in the 5
. past 126 months However, this increase was sharply narrowed by the
Korea- US currency swap agreement that eased the panic in the market.
The won/dollar exchange rate in early ‘March rose to the upper 1,500s,
‘fueled by uncertainties in the |nternatlonal financial market and wornes
over the global economic recession. '

- Later in March, the exchange rate sharply fell to stablllze in the upper

lSOOs as a result ot the global market's recovery, Korea's current. -

account surplus of US$3.68 billion and foreign investors becomlng
net— buyers of Korean shares The won/dollar exchange rate in March
fell. 150.5 ‘won from the end of February to wrap up the month at
1,383. 5 won.

Flnally, the exchange rate stablllzed wrth the won/dollar slowly dropplng :
|n the beglnnlng of May. The won/dollar exohange rate fluctuated _
around the 1,230 to 1270 won range, boosted by surpluses in the
~ current and trade accounts and the continued net buying of Korean |
shares by foreign investors. The exchange rate dropped a further 27
won from the end of the previous month to wrap up the month at
j1 255 won, with .a monthly hrgh of 1 ,277.0 won on May 6 and a low
1 2379 on May 11.

- Exchange Rate Trends »
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5. Asset Management

The amount of fund sales increased by 1,318 billion won with the total
balance reaching 77,896 billion won, and the number of fund accounts
decreasing by 1 million to total 13 million during the first quarter of 2009.

-Furthe'rmore,} the total value of fund sales were worth 77,896 billion
won, a ,decrease of 12 billon won 'comparyed to the previous month.
" This decrease in fund .sal’es was the first since April 2007. - :

- Fund Trends | (Unit : KRW billion,)

Sales Balance 34,519 | _58,400 73,601 ‘ 76,578 : 77,896
Number. of " ‘ : ’
9,824 14,837 15,682 14,310 . 13,267
account : o

The total number of fund accounts decreased by 2,000 to become 13
million, with the trend for the total number decreasing from June of
2008 to June of 20009. However, the volume of this d‘e,c'rease has -
gradually begun reducing. '
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6. Free Board‘

In July 2005 the Over~tne—Counter Bulleti‘n Board (OTCBB) ‘was 3
relaunched as the FreeBoard wrth a new organrzatrona! scheme and. -

new regulatrons

By the end ot2009, a total of 52 issuers were listed on the FreeBoard
=23 Venture companies and 29 ordinary companies. As-the FreeBoard
has' relaxed its de-listing criteria, the number of de-listed issues

increased 9 and 10 over the previous‘ two years 'respectively

Ltstlng and Dellstlng Trends

Total Listed Issues (Year-end) 69 62 56 54| 70
‘Newly-listed Issues. (for the year) : 2 11 8| T 25
 De-listed Issues (for the year) a0 18] 14| 9 10

~ The averagedaily trading velues and"the average daily trensaction rate

have fallen to KRW 128 million and 251 percent respectively, while}
market caprtalrzatron has mcreased 1154 9 percent to KRW 5735 brllron
from 2007 to 2008.

Trading on FreeBoard

- Market Capitalization(KRW' biilion) : 384 441 418 ,‘ 457 | 5,735

Average Daily Trading Value(KRW milion) | 41| 75| 77| 171| 128
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lil. Major Markets and Regutatory Developments -

1. Market Developments ‘

11, Listing of New Finant:iai Products

The listing of three new products (stock futures, lean hog futures and
‘,10—year Korea ‘Treasury Bond futures) on the KRX will contribute to the
- advancement of Korea's capital market by  providing effective risk.
management - and new rnvestment strategres Ten-year treasury bond

futures were listed on February 25th of 2008 with the aim of offering an etfectrve

hedging mechanism against risks associated with long~term interest rate volatrlrty.

The opening of the stock futures market on _May 6th of 2008 made it easier -
to manage risk at the individual stock ‘level and enabled the implementation

of various in\restment strategies using diversified product lines ef stock-related

derivatives. The stock futures market became the world's 8th largest by =

trading volume as ‘both trading volume and tradlingfvalue increased by -
16.7 and 2.1 times respectively within the eight months since the market -
began. The underlying assets were 15 blue—-chip stocks of the>Seourities market.

Asras first lean hogs future was Irsted on July 21st to make an instrument -
avarlable for managrng the risks assocrated wrth the prrce volatrlrty of hogs
rn the hog farmrng industry. -As the product Irne of the derivatives market
was extended to include commodities, it opened the way for the balanced

growth of financial products and commodity products.
1-2. Globalization of Derivatives Market

~In 2008, a deal allowing KOSPI 200 Futures to be traded in the global
market was agreed. CME Group and the KRX concluded an agreement
to pursue the trading of KOSPI 200 futures in the global market (with
KOSPI 200 futures being ‘listed on CME Globex, being traded from
17:00-06:00 local time, Seoul). Thus, the trading' hours of KOSP| 200
futures will be extended to become 24 hours and foreign investors will
gain easier access to the market, leading to enhanced liquidity .
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The KRX secured a no-action letter issued on November 28, 7200'8 by
CFTC that enables U.S. investors to invest in KOSPI 200 Futures.
Korean futures Companies are now exempt from U.S. FCM registration
requrrements The KRX is taking steps to exempt Korean 'futures.
companies from having to register with the FCM in order to sell futures
‘products to-U.S. investors. '

Eurex/KRX link to Trade KOSPI 200 Options on EUREX W|ll be
~ scheduled for late. 2009. An agreement was Concluded on. December,
15, 2008 to link Eurex, Europe_s, leading - derivatives exchange ~and
KOSPI 200 - Options. The trading hours are 17'00—05'00 local time

(Seoul) enabling international investors to access KOSPI 200 Options Lo

= after the end of Korea's trading hours

1-3. Proliferation of Gr’een Funds
Since the ‘end of last year, Green ‘Funds ‘that mainly i'nvest in
sustainable and eco~friendly industries and businesses has e‘merged in
, the Korea fund industry, as Korean Government promotes its: policy goal
of green growth. Since 2009, the number of so— called ‘green funds”

estimated to have reached over fifty. As the government announced- in
July, 2009 its intentions to provrde several tax benefits to green funds f

in, even more green funds are expected to be Iaunched
1-4. Tax benefit forfthe'Long—Term Fund Investors Adopted

l:und investors 'who subscribe in Iong—term,fund investment contracts
during 2009 are eligible for a deduction in their taxable income and a
tax—-exemption for interest income (with a ceiling). Up to 3 billion vvon .
. of taxable income (quarterly ‘per capita) is eligible for the deduction,
. though investors can investvmore than 3 billion won. In ordervto fully |
receive -~ the tax—benefit, investors : should  meet the following
‘requirements;. (i) invest and maintain a fund account for at least more
‘than 3 years (ii) make long—term investment contracts with distributors

'until ‘the ‘end of 2009.
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On the other hand, certain temporary tax-benefits will be-‘remcved such

as the sunset—clause. ‘According to - the July, 2009 government

~announcement, the income tax - exemption for Overseas Investment

Funds will cease in June ,2’0'10.,ln1 addition, the securities transaction
tax -exemption - for publlcly—oftered tu‘nds will -be -eliminated  with the

sunset—clause.

1-5. Investor Education

In order to protect investors, the ‘K_crean government and industry, led
by the Korea Financial Investment Association, established the Korea
Council for Investor Education (KCIE) in June, 2005. KCIE's goal is to

‘establish a life-long educational system and to implement practical

education.

Investment Education for Teenagers

“KCIE has developed varlous’programs and materials to be ‘USed in

schools such as standardized investment - education programs It also-

~ provides and manages various - experlence _oriented education programs

such as learnlng oriented investor education classes in -the weekends.
KCIE strives to create effectlve educatlon programs. '

Investor Educatron for Adults

t KCIE has strengthened investor educatlon by openlng financial products

guide classes and smart mvestor classes in order to help realize to the
goal of ‘asset-based welfare' for retired people.

Management of _Irlvestor EdUcatlonkPrograms

8,226 8,419

- 2005 35,096 - 18,451+

2006 112,807 | 34455 - | 41130 37,222
2007 153297 | 53530 11,224 45,285 43,258
2008 237,307 70397 | 7000 | 34910 125,000
(Expectation) | 296,925 62380 | 17,920 35,286 181,339




KCIE plans to build its infrastructure  for smarter, - better educated
investors in Korea. It provrdes management prrno|oles and best praotloe
for all the rnvestors eduoatron rnstrtutrons '

In -order to strengthen “international oooperatlon on global investor
education |ssues KCIE is plannrng the launch of the Asran Forum for
Investor Education(AFIE) in February 2010.

2. Regulatory Developments
2-1. Enactment of FISCMA

~The  Financial Investment >Servioes and Capital MarketsdAot (FISCMA)
was enacted in February 2009 to streamline the current system in four
key directions: a shift to funotional ‘regulation; the rntroductron of a -
oomprehensrve regutatron system; the expansron of business scope; and ‘
rmprovrng rnvestor proteotlon ‘

Shift to Functional Regulation: FISCMA shifts how financial produots are
regulated from the previous system of institution—-based regulations to
function-based regulations. This means the same financial function will
be governed by the same regulations, as .opoosed to the previous
system where the regulat_ions over a particular product differed
“depending on the institution offering it. B S |

1 Comprehensive System Regulation' FISCMA defines “financial investment
products’ in a broad and abstraot way instead of enumerating specific
products The new method of defining products is designed to respond
- to rapidly developing financial investment products, allowing for greater
financial investment innovation.

- Expand Business Scope: ,F.tSCMA was designed to oromote synergy by
facilitating the integration of financial investment services. It allows for
‘the establishment of financial investment companies that can provide all
six- types of financial ,servioes._ Incidental services and foreign currency
services are also allowed:in prinoipte. |
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lmprovrng lnvestor Protectron FISCMA has put in place an advanced
investor proteotlon mechanlsm and strengthened product guidance by
requiring  financial investment companies to explain the details and
Un_derlyingv risks - of their products to investors It also |ntroduoes“the
“know your C'ustomer” rule and the principle of surtablllty FlnanC|al'
investment comoanles are requrred to know details about their investors
and can only recommend financial investment products that are surtable
to the investor's  background and circumstances. FISCMA also requrres
that financial investment companies |mplement |nvestor protectlon
policies suoh.as Chinese walls to resolve posslblev conflicts of interests.

2-2. Unification of ‘Self—Regulatory Organizations

‘On February 4, 2009, the Korea Financial Investment - Association
(KOFIA) was formed, creating a single, consolidated “self-regulatory
body for the finance and lnvestment industry. Three orgamzatlons = the
"~ Korea Seourltles Dealers Assocratlon Asset l\/lanagement Association of
Korea ‘and the Korea Futures Assoolatlon ~ were merged to form
KOFlA | '

The creation a consolldated regulatory organlzatlon was mandated by
FISCMA. Since business crossovers were now permitted under the Act,
the previous system of multlple self—regulatory regimes has become
obsolete, with the old system desrgned for an enwronment of strict
segregation of businesses. As the publlc regulation system was being
overhauled into a functional-based one, it was deemed necessary to do
the same for the self-regulatory system. |

The creation of a consolldated self—reQUIatory organization is expected
to ‘bring about maximum efficiency. Under the new self-regulatory
system, similar business activities are regulated by the same rules.
Integrating t'he regulatory regime also saves on the cost of regulation
and enhances responsibillty'by removing redundancies and blind spots.
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2-3. Launch of the Payment and Settiement System

FISCMA has set forth the legal basis  for 'payment and settlement by
financial ‘investment firms - (seourities Com'panies) rPayment ‘and
'settiement serVioes began for the first time on August 4, 2009 With 13'"
finanCiai investment firms partiCIpating

-t is possible tor a customer to send and receive money and pay for
bills using the customer's account at a financial investment firm,
~Without a benking account, due to the financial firm's partICipation in
the payment and settlement serVices scheme. ' '

T’hisserves to strengthen the competitiveness of financial investment
firms. As financial investment firms begin to 'set up and use the
payment and settlement system independent from banks it wiII become
pos31ble for finan0|ai investment firms to develop new financ:|ai products
and services. ‘ ’ o

~ Furthermore,  financial investment firms are now able to provide
: iow—cost money transfer services for clients, since financial investment
firms are able to' reduce the payment and settiement oosts reiated to
the banks' various payment and settlement commissmns '
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IV. Prospects ‘for the Financiat -Investment Industry

‘Withthe implementation of FISCMA, Korea's capital market'now,
experiences and enjoys a brand new future. FlSCMA rs expected to
- drastically alter the banking, vrnsuranoe, ‘secuntles, futures and -asset
management industries by serving as a catalyst for charige, and
realrgnrng the Koreas frnancral system from the bank to the oaprtal
market. | | |

1.’ MOre Efficient Money Brokerage Funotion in the Capital Market

“From the Perspectrve of Busmesses
Under FISCMA, companies will be able to better frnance therr busrness ,
and hedge risks. Various. structured products will ‘become available for
‘corporate financing in addition to the traditional means of raising
capital, such as stocks and bonds. The advent of new breeds of
.derrvatrve products  will also help companies hedge risks “arising from
the process of business management '

From the Perspective of Consumers

The new financial envrronment created by FISCMA will be beneficial tor,
.rnvestors as well New types of trnancrat investment products with
diverse Combrnatr,ons_of risk -and levels of return will enable the
fine—tuning ~of asset management practices' to  suit  the individual
investment needs of consumers, encouraging a. more stable ﬂow of
reserve funds into the capital market. ' .

From the Perspective of Financial Investment Companies _
FISCMA  will provide the neoessary impetus to spur the formation oft
financial investment companies that are much Iarger in size and more
competitive' than current market ptayers. Large - service ‘providers are
beneficial to the corporate capital market as they are better equipped
for designing structured products and make principled investments. The
key beneficiaries are likely to be innovative venture businesses.
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2. Investor Protection and the Subsequent In\/estor Confidence in the Market

From the Perspectrve ot Consumers
The rntroductlon ot the duty of product gurdance and advanced investor '
investors make informed decisions

‘ﬁprotectron mechanrsms will - help

when making their investment choices. -

~From the Perspectrve of Busmesses , :

: ‘Improved investor protectron will result |n greater rnvestor confrdence in
4”’.the capital market, thereby attraotrng more surplus funds to the capital
v market More funds mean a better market _capability for rarsrng capital
~for businesses. Since businesses tend to have better risk— takmg and
decision— makrng abilities, the regulations. on investor protection can be

partially removed for corporate investors to. give them a wrder'r‘ange of

choices.

_Effect of FISCMA on Business Sectors

- Increased opportunities to diversify revenue structure Positive -
Banks - Possrblllty of the ouiflow of funds into ﬂnanolal investment frrms ‘Negative
conducting retail settlement .
- Contraction - of banks’ ‘trust business” Negative
= Improvement in the ‘asset management cohditions of insurance firms Positive
; — ~Increased : possibilities  for: insurance firms’ -participation in - retail "
Insurance settlement | Positive
= Intensified competrtlon from overlapprng busrnesses Negative
- Increased. role. and net ‘volume in-the capital market Positive :
- Accelerated - increases in the size and specialization . of capital
) e Positive
market-related financial firms : » :
Securities | — Increased ‘product competitiveness trom business  crossovers in P‘sittve
0
o comprehensive financial services ‘ ~
— . Strengthened operational foundatikons Positive
- Intensification of market domination by foreign. financial firms Negative
 Asset - Affiliate—centered increases in size Positi\re
‘ - Foreign asset management firms’ entranoe in retail market and Negative
Vereg mtensn‘yrng competition 9
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