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1. Executive Summary 
This report provides an analysis and evaluation of the country of South Korea including its economy, central bank, and financial exchange. This report will also seek to examine South Koreas economic future prospects and provide recommendations.
Analysis of the country’s economy will include its GDP, imports and exports, credit rating, balance of payments amongst others. To provide full context this report will also include an analysis of trade theory including various models and attempt to apply these to South Korea. PESTEL, SWOT analysis and graphs and figures will be provided in the appendices.
The Analysis shows that South Korea made use of specialising in an industry, in this case technology for export, through its government investing in education and providing tax incentives and loans to domestic businesses. The country also took advantage of loans through the international exchange, with which it was able to use to build its industry and transform the country from a state of poverty to economic success.
The report finds the prospects of the country are generally very positive with a strong, still growing economy and a positive balance of payments, however the prevalence of mega conglomerates with South Koreas Chaebols, which helped develop the economy are now restricting future growth. Recommendations discussed include
· Expand into new technologies
· Diversify services offered by South Korea to include more tertiary services
· Create jobs for highly educated college graduates to reduce current unemployment
· Reduce direct government intervention in national businesses
· Better support small businesses, allowing them to compete with Chaebol

2. Introduction
The objective of this report is provide a breakdown of theories of international trading and apply them to South Korea. This report will be attempting to address the following:
1. Provide historical context for the economic development of South Korea 
2. Examine the role the central bank performs in South Korea, and its amount autonomy from the government
3. Look at the South Korean exchange, and function it provides
4. Assess the future prospects of South Korea 
South Korea is a country in East Asia on the Korean peninsula.  The country has a population of approximately 50.4 million people, with a GDP of 36,532 USD per capita, it is the 4th largest economy in Asia and the 11 in world by GDP nominal. It rates as 0.3 on the equality index 0 being most equality and 1 most inequality (OECD, 2018).
South Koreas economy is largely focused on production for exports, some of its main exports are by percentage breakdown:
Electronic integrated circuits 13.76%
Cars 7.01%
Petroleum oils 4.88%
Cruise ships 4.73%
Liquid Crystal devices 3.06%

The top Imports for South Korea are Crude Petroleum which represent 11.3% of the total imports, followed by Integrated Circuits, which account for 6.64%.

Below are the top export destinations of South Korea, the majority of these are the larger economies of East Asia, the largest being China which is one of the BRICS countries. These are five of the most notable emerging global economies (Brazil, Russia, India, China, and South Africa) and are important export target destinations for countries focusing on an export-based economy, such as South Korea:
China ($124B) 
United States ($66.7B)
Hong Kong ($32.8B)
Vietnam ($32.6B)
Japan ($24.4B)

The top import origins for South Korea are:
China ($93.7B)
Japan ($46.2B)
United States ($42.3B)
Germany ($19.3B) 
Singapore ($14.5B)

As of Aug 08 2016, South Koreas credit rating is given as “AA” which means it has very high capacity to meet financial commitments. The strongest possible credit rating is “AAA”, “AA” differs only a slight degree, which means that South Korea has a very strong credit rating (Trading Economics, 2018).


The currency of South Korea is the South Korean Won, 1 Korean Won equals:
0.00066 GBP, 0.00093 USD, 0.00075 Euro 0.0059 Yuan 0.00087 Swiss Franc 0.099 Yen

[bookmark: _Hlk513225788]3. International Trade Theory
Trade theory has changed and adapted over time as international trade practices have altered with global politics. Historically in the early stages of international trade mercantilism was practiced which is a form of trade protectionism that prioritises maintaining a favourable balance of trade by exporting a greater value than it imports. Arguments in favour of trade protectionism point to National security as a concern, as choosing to import products will lessen or remove the need for domestic production and result in a dependence on imports for that product. In times of international conflict trade sanctions can be used against a country as a negotiating tool, such as those applied to North Korea in early 2018 (BBC, 2018), therefore protectionism can be seen as a method to prevent this vulnerability. Other arguments in favour of protectionism are that they protect infant, or newly created domestic companies, combat trade “dumping” where goods are exported aggressively to other countries under cost to undermine local production, and help retain jobs from being exported to other countries which could have a detrimental effect on the local economy if they are lost.  
Absolute advantage
Conceived by Adam Smith in 1776 as a rejection of mercantilism, the concept of absolute advantage revolves around the fact that within an individual country it will generally be easier to produce one product instead of another and if a country is able to produce more of that product than another country, they have an absolute advantage in terms of that item. the most economically beneficial method of trade is not too try and produce all the necessary products a country would need but to specialise by producing items that it has an absolute advantage in and trade for items that it is more difficult for it to produce.
Comparative advantage 
Comparative advantage states that it can still be beneficial for two countries to trade even if one of those countries has an absolute advantage in all products. If the country without absolute advantage has a difference in opportunity cost between items it produces it should still specialise in the item with the lowest opportunity cost and trade for other commodities it requires. The concept of comparative advantage has formed the bases for modern global trading and states that it is always beneficial to engage in free trade. 
Benefits of international trading
Free trade involves the removal of any intervening factors which may inhibit trade such as import tariffs and import or export quotas, without these in place it allows countries to import from the destination which is offering the best price, which will in turn result in the citizens paying less than they would if the product had to be produced nationally due to artificial restrictions. Countries that specialise in producing a certain product for export can also benefit from developing enormous economies of scale as production increase, they will also develop specialist knowledge of production which will act as a competitive advantage.   
According to (Roser, 2018) the amount of international trade has increased dramatically over the past few centuries and by today the total sum of imports and exports worldwide account for more than 50% of global production, compared to below 10% at the start of the 19th century. This change highlights the advantages provided by global trade which allows countries to specialise their production and sell on a global market place with a broader customer base than would be achievable within their host country.
There are however risks associated with trade stemming from international incidences. (SatyajitGhosh & Kallianiotis, 2013) noted that prior to 2001 the United States was receiving heavy foreign investment which had strengthened the US Dollar and following events and the resultant increased likelihood of war, political conflict and a unique financial crisis of that year, investment was subsequently diverted to Europe and UK, which lead to a decrease in the value and strength of USD.

4. South Korea Economic Development
South Korea (officially Republic of Korea) is a relatively young country developing out of the spilt from North Korea in 1945 along the 38th parallel, which subsequently lead to the Korean War. Following the halt of hostilities 1953, South Korea miraculously developed from one of the poorest countries in the world to being the 11th largest in the world currently. Following the Korean War, South Korea was in a difficult economic situation as it had split from the more, at that point, developed industrial manufacturing North, had very little natural resources of its own to make use of, and was suffering from over population due to the limited amount of habitable land in its territory.
There is debate about the exact factors that lead to this change in economic status but are largely attributed to establishment of Chaebols via tax incentives and governmental investment, Education, and Technological specialisation.

Chaebol
The name being derived from the characters for “Rich” and Clan”, Chaebols are a unique feature of the South Korean Economic model and are large family run conglomerates,  in most cases with significantly diversified affiliates. Samsung, which is the largest Chaebol in South Korea and known worldwide for the production of technologically advanced phones and televisions, also has dozens of affiliates which produce various products, which are responsible for producing military hardware, apartments, ships, and even operating a Korean amusement park amounts others (Riley, 2013). Chaebols were a key tool of the governmental development of the economy as the dictatorial regime of Park Chung-hee directed money towards companies who shared their goals of economic expansion with an emphasis on exports.
(Jeong, 2015) attributes the growth of the South Korean economy over the other factors to the establishment of Chaebols, and found through a regression analysis that when controlled for factors such as exports, education, savings rate, population growth, regime type, and natural resources, that the establishment of Chaebols had a significant effect of the GDP growth in South Korean in comparison with those of other countries. 
There has been criticism of chaebols, due to the power and authoritarian control they exercise over their businesses and employees, and have led to accusations of corruption such as the Samsung corruption hearings of 2017 (TEJADA, 2017).  
(Byun, Lee, & Park, 2018) identified that a limiting aspect of Korean Chaebols is that controlling shareholders with controlling power over all the member firms in the business group increase disparity to maximise private benefits of control in cases of low bankruptcy costs and investment risks and therefore market competition is used as a control mechanism to mitigate agency in Korea

Education 
The post Korean war government also choose to invest heavily in education having determined that the population was its most valuable asset. South Korea continues to have a heavy economic and  cultural investment in education making it one of the highest educated nations in the world with 63% of its 25-34 population with a tertiary qualification. In 2000 governmental funding in education was 7.6% of total GDP, considerably higher than the OECD average of 6.3% (Damme, 2013).
Despite however the success of it education system, South Korea currently has an unemployment issue amongst university graduates caused by a lack of suitable jobs. This has been attributed to the continued existence of the mega conglomerate Chaebols, which make creating new small businesses difficult as they are not able to compete (NPR, 2017). South Korea also has a problem with suicide, particularly amongst its younger population, with suicide being the fourth most common cause of death in South Korea. With on  average, 40 people commit suicide every day, South Korea has the highest suicide rate among the OECD, (Singh, 2017) attributes this to cultural importance put on education in South Korea as 90% of people who committed suicide in 2016 had a diagnosable psychiatric illness, like depression or anxiety which are conditions often resulting from stress, resulting from 16 hour school days, 11 month school years, and an enormous amount of pressure from family to succeed. 
Technology 
By using aggressive tax breaks and low interest loans the early South Korean Government provided incentives for businesses to specialise in high technology production for export. South Korea has maintained a high Research and Development governmental investment in high tech exports with Korean manufacturers such as Samsung and Lucky Goldstar producing cutting edge phones and screens for the international market. South Korean manufacturers were early producers of 4k resolution screens during the technologies nascent period. The south Korean Government aims to maintain a focus on future technologies with an investment in 2017 of US$447 million in nanotechnology alone (Jin-young, 2017).

5. Role of the Central Bank
Central banks are the means through which countries are able to manage their monetary policy, money supply, and interest rates, however the ways in which they operate can differ from country to country e.g. the Federal Bank of American being completely separated from the government, and the Chinese central bank being completely owned and controlled by the government.  
In South Korea all the countries banks were nationalised in the early 1960s, however by the early 1990s these had been reverted to private ownership. The Central Bank itself, which is located in Seoul was initially entirely government owned and controlled. During its industrial expansion South Korea borrowed extensively on the international financial market, however the success of this industrialisation was such that they were able to repay most of this debt (britannica, 2018). 
Following a near collapse of the Korean economy in the 1997 Asian financial crisis, a redesign of the then current system was sought. The Bank of Korea Act brought in 27th December 1997 enhanced the legal independence of the bank of Korea and confined its responsibility to price stability and moved the  supervisory function to a separate Financial Services Commission which was newly established. This was introduced with the intention of making monetary policy decisions more transparent and separate this policy from governmental influence. The central bank also functions as oversight and is able to request information from specific banks if necessary by the Financial Supervisory Service (Cargill, 2001).
One of the main function of the Bank of Korea, assigned to it by the Korean Government is to provide price stability, which it achieves by the setting of interest rates. Interest rates are a reward that is paid by a debtor to a creditor for the use of money in a given period and are given as a percentage per annum (Faure, 2015). As an increase in interest rates will result in the debtor being required to pay more as fee for the borrowing of money, and lowering the interest rates will reduce the amount paid in this manner, the setting of interest rates by the central bank can be used as a tool encourage borrowing with low interest rates or discourage with high interest rates.  
South Korea has maintained a positive balance of payments, In 2016 South Korea exported $483B and imported $389B, resulting in a positive trade balance of $93.7B, meaning they have exported goods of that value more than they have imported (OECD, 2018). South Korea has in recent years (2011-2017) kept a low interest rate to encourage economic growth during a period of global financial crisis, however as this has started to lessen South Korean has raised Interest rates to 1.5% and is expected to raise again to 2% in 2018 (Jung-a, 2017)  
Unlike most other strong economies that suffered during the economic crisis of the early 21st century, South Korea was able to not only survive but continued to be very successful during this period, being the Asian “Tiger economy” to suffer the least during the crisis and recover the quickest (McKinsey, 2010).

6. Role of the exchange
The South Korean Exchange was Established in South Korea in March 1956, and was created through the integration of the Korea Stock Exchange, Korea Futures Exchange and KOSDAQ Stock Market under the Korea Stock & Futures Exchange Act in 2005. According to (Global KRX - Korea Exchange, 2018) the main goal of the South Korean Central bank is to aid in the development of the economy, it achieves this goal by providing corporations with Capital for growth and by offering opportunity to individuals to accumulate wealth. In this regard, the South Korean Exchange has a very direct involvement with the Korean government and is tasked with achieving the goals set by economic policy of income and job creation.
When dealing on global exchange and lending or borrowing, it will always be fundamentally a risky undertaking as there is always a chance that the debtor will be unable to repay money to the creditor. In order to quantify this risk companies will assign risk ratings to various countries around the world to give an estimation of the risk in dealing with them. (Coface, 2018) have assigned a risk rating of A2 for South Korea which is second to least risky a country can be assigned, indicating that dealing financially with South Korea is relatively risk free. Coface also highlighted some of the strengths of the country as their investment in R&D, being a leader in high end electronics, and their investment in other countries such as China, India, and Vietnam. It does identify some of the weaknesses of South Korea for trading as the instability of North Korea as a country it border, an aging population, the weight of commodity imports and Chaebols on its economy, and the high amount of youth unemployment despite the success of its education system. All these factors would need to be considered when engaging with South Korea through its international exchange as to make financial sense the return of rates through lending will need to justify the potential risks of the money lent being lost.

7. Role of financial intermediaries in industrial trade
Financial intermediaries are organisations such as Banks, Building societies, or unit trust companies that hold funds deposited to them by lenders, which allows them to act as a creditor for other potential debtors. Financial intermediaries offer many advantages Such as providing liquidity of money, which results in more funds being available to borrow for those looking to start new businesses or investments, which ultimately helps growth of the economy by readily providing creation of more new companies. Financial intermediaries also benefit from economies of scale in a way that individual lenders would not be able, by specialising in creation of credit profiles of potential debtors and reduction in cost of financial transaction due to scale compared to that which would be undertaken by individuals.
South Korea as a country greatly benefited from Financial Intermediaries during its industrialisation process. To support new businesses specialised banks were created to increase capital mobilisation and strengthen financial support for strategically important sectors, which were at that point Underdeveloped (The Bank of Korea, 2008). 

[bookmark: _Hlk513226001]8. Developing sustainability
According to the (United Nations, 2016) voluntary sustainability development report for South Korea which notes that the countries is facing adaptation challenges and noted that “the success of South Korea is not only about economic growth but also the rapid reduction of poverty and inequality and transition to democracy. Consistent efforts to further develop an inclusive society, which include the successful economic and social policy responses to the Asian Economic Crisis in 1997 and the Global Economic Crisis in 2008, are particularly notable features of the ROK’s development experience.” 
(Byeon, Choi, Choi, & Kim, 2017) are critical of the current  government-led unbalanced growth model and acknowledge that although it has been very successful in the past it has become less  effective and politically palatable in modern times with more societal demand for inclusive growth. They have also been critical of the Policy response in addressing issues and suggest there is a need for a paradigm shift in Korea’s economic framework, with a push for greater economic freedom and stronger social protection within the parameters set by long-run fiscal sustainability.

9. Future prospects
South Korea has experienced steady economic development since its inception which has continued with an annual increase of 2.8%. This is expected to continue with (Kim, 2017) expecting this to increase in 2018 with South Korea’s economic growth expanding to 3%.
(Korea Herald, 2016) highlighted a potential issue for the future of South Korea economy that it is still primarily based around manufacturing and even though there has been recent growth in its service industry there is still more scope to expand this. There is also a lack of finance services being provided and the jobs being created by South Korea, which could be useful to support the number of university graduates being created by its education system currently experiencing unemployment. 

10. Recommendations
South Korea is currently a country in transition from its original state as an authoritarian government controlled economy into a free market democracy, the below recommendations aim to aid this transition: 
1. Capitalise on South Koreas current expertise in technology and expand where possible into new industries, establishing the countries manufacturers reputation as being market leaders in these technologies as it has for phones and high resolution screens
2. Investigate the possibility of expanding the types of industries that are provided within South Korea as it is currently very focused on high technology exports, by diversifying the services offered by the country it would help to protect against economic crash should this industry experience a downturn in activity
3. South Korea is experiencing a suicide problem that is believed to have resulted from a strong cultural pressure to succeed through education and into the very competitive industry workplace which is unable to support with available jobs the amount of highly educated graduates. From a government perspective it is necessary to examine why South Korean industry isn’t providing these jobs, and look to provide support to those with mental health issues, removing the cultural stigma it currently has and treating it more effectively  
4. The chaebol dominated economy has come under criticism for being out dated, inefficient, and inhibiting entrepreneurialism, however it has continued to provide South Korea with a strong economy and consistent GDP growth over time and would be a considerable risk to abandon without proper consideration, therefore it would be beneficial to investigate methods of current government R&D investment and tax breaks and assess if it can be altered to encourage the development of new smaller businesses, which could be more innovative and profit efficient, providing more jobs
5. South Korean brands such as Samsung and LG are globally recognisable in the technology industry and have an excellent reputation, however the governmental funding which has supported these industries have also had the effect of making them inefficient in terms of maximising profits, less governmental intervention could force these companies to improve the efficiency of its operations 

11. Conclusions
The economic story of South Korea since its inception is a remarkable transformation from one of the poorest countries in world to an unprecedented success story, with an enormously successful technology industry and a highly educated and motivated workforce. The methods through which the country has experience great success however now seem hindering future growth and there is a call from many for the government to have a less direct involvement it the industries of South Korea, but instead focus on providing the correct business environment to allow as many as possible to succeed.    
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13. Appendices
	Political
	Economic
	Social

	Although South Korea has become more democratic over time the government still has a large economic influence over the country and outside influence will need their cooperation.
The political situation in South Korea is very stable outside of concerns from North Korea.
	Strong reliable economy which has experienced consistent growth since its inception 
Mostly built around export of goods, weak in financial and  tertiary services
	The social structure in South Korea has an emphasis on family structure which is represented in its largest organisations Chaebols


	Technology
	Legal
	Environmental

	South Korea has a very well developed R&D program for technology and export products globally 
Extremely high access to the  internet rate at 98.8%

	Country has ensured it is easy to conduct business with, and actively encourages foreign direct investment

	Due to the amount of manufacturing, South Korea is on of the most polluted countries in the world (graph below)
Also has issues with sewer discharge, industrial effluents, acid rain, drift net fishing, and wasteful packaging 



	Strengths
	Weaknesses

	· A Strong developed technology industry
· Governmentally support R&D budget
· Highly educated workforce 

	· Large top heavy mega conglomerates (Chaebols) 
· Ageing population
· Education “pressure cooker” 

	Opportunities
	Threats

	· Expansion into other service based industries 
· Increase exportation of culture through media as has become recently prevalent (i.e. Korean cinema, K-pop)

	· Technology export industry which has long supported the country has lessen in recent years and it
· Competition from other industrialised nations such as China and India
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