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Korean Economy
Korea’s GDP growth lower than expected in the third quarter of 2016
Korea’s real GDP (gross domestic product) for the third

conditions, increased by a mere 0.6% centering around

quarter of 2016 expanded by 0.6%, 0.1 percentage

semiconductor and chemical products, while the imports

point lower than initially expected. This was largely

rose 2.8% on the back of growing demand for machinery

attributed to a lackluster performance in the industries

and local residents’ overseas spending.

of transportation equipment, computer and electronic
equipment.

For the third quarter of 2016, Korea’s household savings
rate diminished 0.7 percentage point quarter over

During the same period, the country’s nominal GNI (gross

quarter, which was attributed to a 1.0% rise in consumer

national income) grew 0.2% compared to the previous

spending amid a 0.1% decline in gross national

quarter, but the real GNI, albeit the GDP expansion, fell

disposable income. Meanwhile, the gross domestic

0.4% quarter on quarter due to worsening terms of trade.

investment ratio in the same period reached 29.9%, up 1.2

Korea’s exports, also affected by deteriorating trade

percentage points from the previous quarter.
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Key Economic Indicators, Third Quarter 2016
(QoQ change, Unit: %)

Growth Rate

2014

2015

2016

Q1

Q2

Q3

Q4

Q1

Q2

Q3

Q4

Q1

Q2

Q3

GDP

1.1

0.6

0.7

0.3

0.8

0.4

1.2

0.7

0.5

0.8

0.6

Nominal GNI

1.2

0.7

0.4

1.0

3.3

-0.3

1.8

-0.6

2.7

0.8

0.2

Real GNI

0.1

1.7

-0.2

1.9

4.0

0.0

1.5

0.0

3.4

-0.4

-0.4

Household savings rate

34.5

34.5

34.3

34.7

36.2

35.2

35.8

34.4

36.2

35.5

34.8

Gross domestic investment ratio

29.4

28.8

30.2

28.7

28.1

28.1

28.9

28.7

27.4

28.7

29.9

(Source: Bank of Korea)

BOK’s monetary policy direction for 2017
Korea’s benchmark interest rate will remain unchanged

Against this backdrop, the Board decided to maintain

at 1.25% according to the Bank of Korea (BOK). The

the current expansionary policy stance, anticipating the

Monetary Policy Board of the BOK decided on January

limited demand-side inflationary pressure. Consumer

13th to hold the rate steady for the intermeeting period.

prices in Korea have risen to the mid-1 percent level as
the supply-side downward pressure weakens. The Board

The Board’s decision is based on its analysis of the current

expects that the consumer price inflation, affected by

global and domestic economic conditions. First of all,

an international oil price hike, will rise steadily towards

it sees more signs of economic recovery worldwide,

its target rate of 2% around mid 2017. Meanwhile, the

especially in the United States and some emerging

uptrend in housing prices has lost its steam largely

countries. This trend is likely to be affected by the U.S.

in the metropolitan area, due to the recent move by

policy directions under President Trump, the pace at

commercial banks to reduce household loans amid the

which the Federal Reserve normalizes its monetary

nation’s soaring household debt.

policy, and the expansion of trade protectionism.
Going forward, the BOK says, it will operate its monetary
The Korean economy, however, is deemed to have slowed

policy in a way that supports continued economic

a bit with a weaker recovery in consumption. Although

growth, brings the inflation closer to its target level

the global economic recovery is expected to help boost

over a medium-term horizon, and promotes financial

the nation’s exports, domestic demand will pick up only

stability. In doing so, it will closely monitor internal and

to a limited extent due to worse economic sentiment.

external uncertainties, and their implications, and keep

As the economy should continue to grow at a moderate

tabs on the increase in domestic household debt and the

pace, Korea’s GDP growth for the year is forecasted in the

developments of the Fed’s monetary policy.

mid-2 percent range.
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Trend of BOK Benchmark Interest Rate
(Unit: %)
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(Source: Bank of Korea)

4th round of tariff negotiations on the APTA finalized with the signing of participating states
The 4th Session of the Ministerial Council of the Asia

to have in place local implementation procedures. Once

Pacific Trade Agreement (APTA) was held in Bangkok,

this Agreement enters into force, the average tariff rate

Thailand on Januar y 13th. At this meeting, the

levied on 28-29% of all items in such countries as Korea,

participating states signed the second amendment to the

China and India will be 33% lower than the existing one.

APTA, concluding the fourth round of tariff negotiations
that had started back in 2007. This accomplishment

Also, with regard to the rules of origin, the amendment

came after all the parties concerned finally reached an

enables selective application of a change in tariff heading

agreement on the proposed tariff concessions at the 49th

(CTH) for 156 items including steel, metal and plastic, in

Standing Committee Meeting in September, 2016.

addition to the current 45% RVC (regional value content)
threshold. This will likely make the certification of origin

The amended APTA will likely take effect in the second

easier for export items.

half of this year when all participating states are expected
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The Korean Ministry of Strategy and Finance (MOSF)

tariff rate either under the APTA or under the Korea-China

anticipates that the APTA, as it complements the existing

FTA, whichever is more favorable to them. Furthermore,

free trade agreements (FTA), will further expand domestic

even companies that do not meet the strict rules of origin

companies’ exports to developing countries in the Asia

under the Korea-India CEPA (Comprehensive Economic

Pacific region on which Korea depends 28% of its exports

Partnership Agreement) will be eligible for preferential

and 21% of its imports. In addition, Korean companies

rates under the amended APTA where satisfying the rules

that export to China will be able to select an applicable

of origin has become easier for them.

Tariff Concessions under the APTA
Country

Eligible items (% of items with tariff preference)

MOP (%)*

3rd Round

4th Round

3rd Round

4th Round

Korea

1,367

2,797 (28%)

35.7

33.4

China

1,697

2,191 (29%)

26.7

33.1

India

570

3,142 (29%)

25.5

33.4

Bangladesh

209

598 (10%)

14.0

21.8

Sri Lanka

427

585 (17%)

16.0

22.6

Laos

-

999 (8.9%)

-

-

Total

4,270

10,312

23.6

28.5

*MOP (margin of preference): The percentage by which particular imports from one country are subject to lower tariffs than the MFN (most favored
nation) rate
(Source: Ministry of Strategy and Finance)

USD 1 billion worth of FESBs issued by Korean government
The Korean government successfully issued foreign

upgrade of Korea’s sovereign credit rating to AA, with a

currency-denominated foreign exchange stabilization

10-year maturity at a spread of 55bp over the 10-year U.S.

bonds (FESB) worth USD 1 billion on January 12th. This is

Treasury Bond.

the first dollar-denominated bond issued after an S&P’s

6

FESB Issue Details
Issue amount

USD 1 billion

Maturity

10 years (until January, 2027)

Issuing rate*

10-year U.S. Treasury Bond rate + 55bp (0.55%) = 2.871%

Coupon rate*

2.75%

* Issuing rate: A rate of U.S. Treasury Bond with the same maturity at the time of the FESB issue, plus spread
Coupon rate: An actual rate offered to the bond holder
(Source: Ministry of Strategy and Finance)

This FESB issuance is deemed a resounding success in

This outcome is seen by the Korean government as

respect of price and investors’ attention, among others.

reaffirmation of foreign investors’ positive view toward

Its issuing rate is the lowest since the Korean government

the Korean economy. Given that the FESB rate serves as

started to issue dollar-denominated FESBs, and the initial

a benchmark for foreign currency-denominated bonds,

amount ordered (around USD 3 billion) almost tripled

the government anticipates the issuance of foreign

the actual amount issued, which demonstrated immense

currency bonds by government-financed banks, public

attention from global investors. A total of 70 institutional

corporations and private companies in a more favorable

investors from around the world, including Asia (54%),

environment now. This in turn will likely help reduce the

Europe (21%), and the United States (25%), participated

cost of borrowing money from overseas in the private

in the process.

sector.

History of 10-year Dollar-denominated FESB Issues
1998

May 2003

Sep. 2004

Dec. 2006

Apr. 2009

Sep. 2013

Amount

3 bil.

1 bil.

1 bil.

0.5 bil.

1.5 bil.

1 bil.

Issuing rate
Spread

9.083%
(355bp)

4.306%
(92bp)

4.965%
(85bp)

5.178%
(69.6bp)

7.260%
(437.5bp)

4.023%
(115bp)

Credit rating
(S&P/Moody’s/Fitch)

B+/Ba1/BB+

A/A3/A-

A/A3/A-

A+/A3/A

A+/A2/A

AA-/Aa3/A+

(Source: Ministry of Strategy and Finance)
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4th joint committee meeting on KORUS FTA held in Seoul
Korea and the United States held the fourth round of

and agreed to continue bilateral discussions on issues

talks under the Korea-U.S. free trade agreement (KORUS

regarding the enforcement of competition law and

FTA) joint committee in Seoul on January 12th to review

other matters of interest. On the other hand, the Korean

the implementation of the accord and discuss pending

counterpart raised strong concerns over U.S. restrictions

trade issues between the two countries.

imposed on steel imports from Korea, and requested that
its achievements with regards to the KORUS FTA over the

At this meeting, the two parties shared the recognition

years be reflected in the 2017 National Trade Estimate

that the KORUS FTA, a basic framework for bilateral

Report on Foreign Trade Barriers released by the United

economic cooperation, had produced mutually beneficial

States Trade Representative.

outcomes, with relevant issues at hand being wellmanaged.

Finally, the two parties agreed to make constant efforts
to ensure that the KORUS FTA will continue to play an

As respects those issues, the U.S. representative

effective role in increasing bilateral trade and investment,

evaluated Korea’s efforts to implement the KORUS FTA

and creating more jobs in both countries.

in such areas as origin verification and automobiles,

Korea to finance new investment for growth in the era of 4th industry revolution
The Korean Ministry of Trade, Industry and Energy (MOTIE)

the risk involved and thus facilitate investment from the

plans to raise KRW 300 billion worth of policy-oriented

private sector.

funds jointly with the Financial Services Commission of
Korea (FSC). This is aimed at expanding private-sector

Major contributors to this project include the MOTIE, the

investment in new industries, and financing investments

Korea Development Bank (KDB), the so-called Growth

in key technologies with the potential to create new

Ladder Fund (GLF), and other financial institutions. To

businesses in the era of the fourth industrial revolution.

enable more efficient and effective investment tailored
to company size and industry type, the funds will be

8

Besides its magnitude, this fundraising project is

separated into two, SME (small- and medium-sized

an exemplary case of the government and financial

enterprises) & Venture Fund and PE (private equity) Fund,

institutions joining forces to finance high-r isk

to which KRW 100 billion and KRW 200 billion will be

investments in new industries, which intends to alleviate

allocated, respectively.

Major Contributors and Structure of the Funds
MOTIE KRW 10 bil.

KDB KRW 90 bil.

GLF KRW 40 bil.

Others KRW 10 bil.

Private sector
KRW 150 bil.

KRW 300 bil.

SME & Venture Fund (KRW 100 bil.)

PE Fund (KRW 200 bil.)

Invest in SMEs and start-ups in new industries

Invest in big firms in new industries

(Source: Ministry of Trade, Industry and Energy, Financial Services Commission)

The major investment targets will include
companies engaging in core industries,
recently designated by the Korean
government as the nation’s future drivers
of growth, involving system, energy, and
material and components. Also, a wide
array of incentives will be offered to privatesector firms to nudge them into exploring
policy-oriented investment opportunities
voluntarily.
With the selection of a fund management
company scheduled until April this year, the
MOTIE and other participants plan to finish
the fundraising by the end of the year.
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Insurance Market
FSC revises supervisory regulations on insurance business
The Financial Services Commission made revisions to the

prior review process by the investment committee,

Regulation on Supervision of Insurance Business that

risk management committee, etc. regardless of the

went into effect as of December 29, 2016. The purpose

investment amount is simplified, so that insurers can

of the revisions is to address the need for regulatory

purchase foreign currency-denominated beneficiary

improvement raised by the Commission’s on-site reform

certificates in a timely manner.

monitoring team, and any deficiencies in the operation

10

of insurance regimes. The details are as follows:

2. Improvement in regulatory rules on derivativesrelated asset management

1. Expansion of FCY assets eligible for investment, and
relaxation of rules on relevant procedures

Given that over-the-counter (OTC) derivatives traded

Insurers can now invest in foreign currency securities

of default on payment similarly to exchange-traded

with no credit ratings awarded by Standard & Poor’s or

(ET) derivatives, an insurer’s transaction volume of OTC

other international crediting ratings agencies if such

derivatives will be calculated on the basis of margin

securities have earned an investment-grade rating from

deposits as in the transaction of ET derivatives when the

any agency designated by supervisory authorities of a

relevant transaction cap of up to 6% of total assets (3%

country in which the issuer is based. Also, the mandatory

for OTC) is imposed.

through the central counterparty (CCP) carry a low risk

3. Elimination of unnecessary burden involved in
derivatives transactions with affiliated securities firm

policies sold by banks and other financial institutions as

If an insurer deposits funds with its affiliated securities

in line with other insurance sales channels.

an insurance agent has loosened from three risks to two

firm in excess of the margin for the purpose of OTC
derivatives transactions, it will not be deemed a credit
offering any more regardless of the duration of the

6 . S i m p l i f i e d re q u i re m e nt fo r n o t i f i c at i o n o n
commercial lines insurance

deposit.

With regard to commercial lines, insurers are no
longer obliged to send an annual notification to the

4. Disclosure of business expenses allowed for internetonly products

policyholders on how their policy is being managed, as

Insurers are now allowed to post and disclose their

or institutional customers, is, in effect, renewed and

business expenses on the brochure of products offered

extended every year.

this type of insurance policy, purchased by corporate

online only. This will enable the insurance policyholders
to compare not just premiums, but also business
expenses for such products on a factual basis, thus

7. Strict regulation on forceful insurance sales in
exchange for loans

facilitating competition among insurers.

It has become clearer that the current regulation, which
precludes insurers from forcing loan customers to buy

5. Relaxation of requirement for commercial package
policies sold by banks, etc.

their insurance policy in exchange for lending, applies

The coverage requirement for commercial package

operating as an insurance agent as well.

to banks, securities firms and other financial institutions

FSS to ease regulations on insurers’ overseas investment
The Financial Supervisory Service (FSS) decided to

contracts for Forex hedge.

recognize the duration (weighted average to maturity)
of assets regarding overseas investment of domestic

This rule has been cited as the biggest obstacle to

insurers without the requirement of foreign exchange

expanding overseas investment for local insurers.

hedging from June this year. This will eliminate any

Currently, an insurer’s asset quality is assessed on the

disadvantages in respect of the risk-based capital (RBC)

premise that the wider the duration gap between assets

ratio that have troubled the insurers when they invest in

and liabilities, the higher the interest rate risk. Under the

overseas assets without hedging foreign exchange risk.

circumstances, if the duration of a long-term bond as the
insurer’s overseas invested asset cannot be recognized,

Under the current regulations, even when a local insurer

then its RBC ratio should plummet, and this has forced

purchases the 30-year U.S. Treasury Bond that is deemed

domestic insurers to hedge foreign exchange risk in

a safer and higher-yielding asset than those in Korea,

compliance with the regulation.

the calculated duration is still ‘0’ without any forward

11
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Thus, it is no surprise that the Korean insurance industry

focused on increasing overseas assets in their investment

welcomes the FSS decision. To increase investment

portfolio.

income, domestic insurers have no choice but to turn
to overseas bonds and alternative investments. The

Now with the expansion of overseas invested assets and

combined investment of local insurers in overseas

the imposition of looser regulations, managing foreign

foreign-currency securities grew to USD 61.28 billion in

exchange risks will likely become more important for

September 2016 from USD 29.42 billion in 2014. For the

local insurers.

insurers, this year’s asset management strategy is also

Change of Won-Dollar Exchange Premium in 1-year Forward Contract
(Unit : %)
1.98

1.87

1.32
0.64
0.39

2011

2012

2013

2014

2015

2016
-0.46

2017
-0.55

As of end-December annually; but for 2017, as of January 23
(Source: The Korea Economic Daily, Bloomberg)

Korea’s top 5 non-life insurers pull back on savings insurance
Non-life insurers at home have drastically cut their sales

This downtrend in savings insurance is driven by growing

of savings products amidst concerns over the persistently

concerns over reverse margin in the current low interest

low interest rates and the implementation of IFRS 17

rate environment, and over the scheduled IFRS 17

scheduled for 2021.

implementation. Under the new accounting standard, the
savings policies sold are recognized as liabilities, which

According to the Korean insurance industr y, the

thus is likely to increase the burden of capitalization for

combined monthly premium income of five largest non-

local insurers. Furthermore, with the applicable rates

life insurers (Samsung, Hyundai, Dongbu, KB and Meritz)

disclosed by insurers falling, this type of product is not

from newly sold savings-type policies was KRW 39.2

that appealing to insurance customers any more.

billion from January to November in 2016, down as much
as 66% from KRW 115.2 billion in the same period of
2015.
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Under the circumstances, the insurers are focused on

sales of protection products decline 2.1% over the past

selling more protection-type products, but with no

year.

tangible results yet. Rather, the top five firms saw their

Sales of Savings Products by Top 5 Non-life Insurers
(Unit: KRW billion)
40

35.7

34.2

35
30
25

20.2

20

15.9

15

12.1

10

13

12.1

4.8

5
0

Samsung

2.7

Hyundai
Jan-Nov, 2015

Dongbu

KB

3.7

Meritz

Jan-Nov, 2016

(Source: etoday)

Korea’s largest non-life insurers see continued rise in auto insurance sales
The share of auto insurance in local non-life insurers’

According to an analysis by the Korean non-life insurance

business turns out to have expanded further over the

industry, this uptrend in auto insurance sales by the

past three years. Despite their efforts to develop and sell

big firms, which have focused on long-term insurance

more long-term policies instead, Meritz is the only one,

to recover the losses incurred from auto, is actually an

among the nation’s largest players, that has actually seen

unintended consequence, owing to the declining market

an increase in long-term insurance sales while pulling

share of small- and mid-sized players in the increasingly

back on auto.

competitive auto insurance business environment. In
fact, the Korean auto insurance market is dominated by

At the end of the third quarter of 2016, the auto products

the top four companies (Samsung, Hyundai, Dongbu

sold by Korea’s top six non-life insurers (Samsung,

and KB) with the combined share of 79.2% in the first

Hyundai, Dongbu, KB, Meritz and Hanwha) accounted

half of 2016, up 4.6 percentage points year over year.

for 20.2% of the total based on gross written premiums,

On the other hand, small- and mid-sized firms occupied

which is up 2.6 percentage points from 17.6% in 2013.

only 11.1% of the market for the same period, down 1.8

On the other hand, the share of long-term insurance in

percentage points from a year earlier.

their business slightly fell from 66.6% to 66.0% during the
same period.
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Share of Auto Insurance in Business by Top 6 Non-life Insurers
30%
24.9%

25%

20%

23.7%

20.1%

23.3%
20.5%

20.3%
18.3%

16.9%
15.2%

14.7%

15%

16.8%

11.9%

10%

5%

0%
Samsung

Hyundai

Dongbu

KB
2013

Meritz

Hanwha

Q3 2016

(Source: Korea Insurance News)

K-sure collects export receivables worth 97 million euros from Iran
The Korea Trade Insurance Corporation (K-sure) has

term export insurance for Doosan, had to pay insurance

collected 97 million euros worth of export receivables

benefits to the company.

regarding the MAPNA power plant project, which
remained outstanding with very little signs of being

To collect export receivables outstanding, K-sure

collected since the United States imposed sanctions on

conducted negotiations in late 2015 with the Iranian

Iran.

Ministry of Economic Affairs and Finance that had
provided a payment guarantee for the project, and even

The MAPNA project was pursued by the Iran Power

proposed bilateral cooperation and financial assistance

Development Company (IPDC) to build a combined cycle

in 2016 when the sanctions were lifted in Iran.

power plant in its vicinity. For this project, Korea’s Doosan

14

Heavy Industries exported waste heat recovery boilers in

K-sure says that it will make the most of the trust

2004 and 2007 based on two separate contracts worth

and cooperative relations it has built with the Iranian

230 million euros in total. Then with U.S. economic

government over the years, and do its utmost to support

sanctions imposed on Iran, resulting in the IPDC’s failure

Korean companies exporting to Iran and winning

to settle the payment, K-sure, which provided long-

contracts for Iran-based projects.

KIDI and insurers work together on the new system for IFRS 17
The Korea Insurance Development Institute (KIDI) will

method, meet supervisory rules on accounting under the

work with nine (five life and four non-life) insurers

new solvency regime and devise a management plan.

at home to jointly establish a system for IFRS 17
(International Financial Reporting Standard 17). IFRS 17

In particular, the new system, unlike global actuarial

is a new international accounting standard for insurance

software programs, will be designed and established

contracts to be implemented in 2021

specifically for Korean insurance products, which is likely
to provide easier access for domestic insurers.

Once established, this system will generate an income
statement related to insurance contracts and liabilities

The KIDI expects the system set-up to take three years

under IFRS 17, and also can be used to determine

from February this year and to be completed smoothly in

premiums by applying the cash flow-based pricing (CFP)

time for the implementation of the new standard.
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Korean Re News
Korean Re’s preliminary business results for FY 2016
For fiscal year 2016, Korean Re posted gross written

year earlier, respectively.

premiums of KRW 6,661.2 billion, up 4.7% from the
previous year, with a 7.1% increase in net written

With regard to combined ratio, the FY 2016 figure

premiums.

was 98.8%, up 1.5 percentage points compared to the
previous year. Specifically, an increase of 3.7 percentage

16

More than 45% of the total annual premiums came from

points in combined ratio was recorded for the company’s

personal lines that grew 4.9% year over year, bringing in

international business, which was larger than that of

KRW 3,082.7 billion. Premium income from commercial

its domestic business mainly because of the increasing

lines reached KRW 2,125.6 billion and from international

occurrence of natural disasters and accidents on foreign

operations KRW 1,452.9 billion, up 2.9% and 6.9% from a

soil.

The company’s net underwriting income for the year

Gross Written Premiums for 2016

stood at KRW 51.6 billion, down 46.1% from a year
before, while its investment income increased 20.6% to
KRW 155.5 billion.

(Unit: KRW billion)

7,000
2015

6,000

2016

6,364

6,661

5,000

During the same period, the net income after taxes

4,000

decreased 12.7% year on year to KRW 162.5 billion.

3,000
2,000

At the end of FY 2016, the total assets of the company
reached KRW 9,556 billion, up 5.9% from a year earlier.

2,939 3,083
2,066 2,126

1,359 1,453

1,000
0

Commercial

Personal

Overseas

Total

Korean Re employees giving back to the community
In December 2016, a group of Korean Re employees
visited an inner city town named ‘Ihwa-dong’ in the
vicinity of the Korean Re head office in Jongno District,
Seoul to deliver their little gifts to the local residents
struggling in the winter.
Under a corporate sponsorship program, the company
had been sponsoring the town for the past 13 years
by organizing a giving program for the less privileged
every year. The donation included rice and food products
worth KRW 30 million in total. Some of them were handdelivered to low-income households by the volunteer
group, which also stopped by a nearby community
center to give away school supplies for children from lowincome families.
CEO Jong-Gyu Won, as a member of the group, said, “We
hope our little, but hearty gifts will help them weather
through this harsh winter.”
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Korean Re New Year’s Concert 2017
Korean Re held its annual event to celebrate the new year

performed five piano works including Beethoven's Piano

in downtown Seoul on January 5th. All the employees

Concerto No.1 in C major, Op. 15 and Falla's Orchestral

and their families were invited to a dinner party at Four

Suites No.1 and No.2 from <El sombrero de Tres Picos>.

Seasons Hotel, followed by the New Year’s Concert at the
Sejong Center for the Performing Arts.
During the party, a group of new recruits performed a
dance to the tune of a popular K-POP song, which met
with a hearty applause from the audience.
The concert, played by the Seoul Philharmonic Orchestra,
was a work of ingenuity completed by the brilliant
performance of Kunwoo Paik under the baton of Antoni
Wit. The Polish virtuoso that represents the 100-year old
Warsaw Philharmonic Orchestra conducted the concert
with strength and delicacy, during which the worldrenowned pianist, a.k.a. truth-seeker on the piano,
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