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It was another remarkable quarter for Korea as the recovery from 

the dire global financial crisis continued. Despite seasonal 

weakness, we are looking at yet another quarter of positive GDP 

growth for 4Q and positive GDP growth overall for 2009. In the 

equity market, the KOSPI was up 49.7% in KRW terms and 

66.5% in USD terms in 2009. Behind the steep gains lies the 

prompt and aggressive fiscal and monetary policy support from 

governments around the world. The Korean government alone 

spent nearly 5% of GDP to support the economic recovery, not 

to mention the various spending incentives introduced by China, 

the US, and the EU. It is likely that policy makers will maintain 

a certain level of support to sustain the recovery in the coming 

months. That said, we believe the Korean economy is in better 

shape than most to maintain the momentum of recovery as 

government support in 2010 begins to lessen. 

 

In 4Q09, Korea is expected to register yet another quarter of 

better than expected growth. Most notably, exports continued to 

recover, posting year-on-year growth of 18% in November and 

34% growth in December. We believe strong export growth in 

4Q was not only because of the low base effect, but also due to 

improved product quality and strong branding which attracted 

global demand. For 2010, we expect export growth to continue. 

OECD leading indicators signal demand recovery in developed 

markets. Global inventories are at abnormally low levels, calling 

for inventory restocking to start in the near term. We could also 

see further upside surprises in exports as global consumers’ pent 

up demand is unleashed against the back drop of a better 

economic outlook. 
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Resilience of private consumption has been one of the more 

striking features of 2009. The unexpected equity market rally, 

together with low interest rates, easing inflation, and tax cuts 

boosted consumption. We believe consumption will remain 

strong in 2010, even in the face of interest rates, inflation, and 

policy support that may go in the opposite direction. The 

previously mentioned positive export growth is expected to lead 

to increased industrial production and capex spending by the 

Korean corporate sector. This powerful source of growth will 

further support domestic demand via the associated recovery in 

production and employment.  

 

We believe the Korean won will continue to strengthen in 2010 

as rising economic optimism will support the strong currency 

against the USD. However, it is our opinion that the won will 

remain weaker than the Japanese yen, extending its currency 

advantage against key Japanese exporters in the IT and Auto 

sectors. In addition, we believe the Bank of Korea will continue 

to intervene in the foreign exchange markets until exports prove 

to be strong enough to withstand any currency effects.  

 

Although impressive macro data suggest that a rate hike is 

possible in the very near term, we expect the Bank of Korea to 

remain cautious on any rate hike decision. It recently widened 

the inflation target by 50bps, suggesting an increased tolerance 

for inflation. In the event that interest rates do increase in the 

coming year, any market reaction will likely be moderate as such 

a move has already been widely expected. On the other hand, if 

there’s any unexpected down side, we believe the Korean 

government and the Bank of Korea will readily step in again, 

especially given their ample current account surplus and the FX 

reserve accumulated in 2009. Korea definitely seems to have 

sufficient buffer for downside risk. 
 



We believe fundamental improvements will be the driving force 

for stock markets in 2010. Given that we are looking at better 

than expected macro results and further demand improvement in 

developed markets, we may see upside surprises in the equity 

markets. We expect that the potential for interest rate hikes and 

better-than-expected domestic consumption will be the key 

investment themes for 2010. In addition, the strong Korean won 

will be a further boon for Korean equity markets. We will 

strategically position ourselves to capture long-term investment 

opportunities in selected exporters, who are potential 

beneficiaries of global demand normalization, as well as banking 

and consumption related names that are highly correlated to the 

macro economic recovery. However, we will continue to avoid 

deep cyclical sectors until we see a full turnaround of the cycle. 
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The information contained herein has been obtained from 
sources believed to be reliable but RCM and its affiliates do not 
warrant the information to be accurate, complete or reliable.  The 
opinions expressed herein are subject to change at any time and 
without notice.  Past performance is not indicative of future 
results.  This material is not intended as an offer or solicitation 
for the purchase or sale of any financial instrument.  Investors 
should consider the investment objectives, risks, charges and 
expenses of any mutual fund carefully before investing. This and 
other information is contained in the fund’s annual and semi-
annual reports, proxy statement and other fund information, 
which may be obtained by contacting your financial advisor or 
visiting the fund’s website at www.thekoreafund.com. 
This information is unaudited and is intended for informational 
purposes only. It is presented only to provide information on 
investment strategies and opportunities. The Fund seeks long-
term capital appreciation through investment in Korean securities. 
Investing in non-U.S. securities entails additional risks, including 
political and economic risk and the risk of currency fluctuations, 
as well as lower liquidity. These risks, which can result in greater 
price volatility, will generally be enhanced in less diversified 
funds that concentrate investments in a particular geographic 
region. The Fund is a closed-end exchange traded management 
investment company. This material is presented only to provide 



information and is not intended for trading purposes. Closed-end 
funds, unlike open-end funds, are not continuously offered. After 
the initial public offering, shares are sold on the open market 
through a stock exchange, where shares may trade at a 
premium or a discount. Holdings are subject to change daily. 
 
 


