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Moody's S&P Fitch

Yxt =) ey Yxt SE sy Yxt s E e
15.12.18 Aa2 Stable | 16.08.08 AA Stable | 12.09.06 AA- Stable
15.04.10 Aa3 Positive | 15.09.15 @ AA- Stable | 11.11.07 A+ Positive
12.08.27 Aa3 Stable | 14.09.19 A+ Positive | 09.09.02 A+ Stable
12.04.02 A1 Positive | 12.09.13 A+ Stable | 08.11.10 A+ Negative
10.04.14 A1 Stable | 05.07.27 A Stable | 05.1024 A+ Stable
07.07.25 A2 Stable | 02.07.24 A- Stable | 05.09.19 A positive
07.07.03 . A3 RUR(+) | 01.11.13  BBB+ Stable | 02.06.27 @ A stable
06.04.25 A3 Positive | 99.11.11 BBB Positive | 02.05.13 BBB+ = Wat Pos
04.06.11 A3 Stable | 99.01.25  BBB-  Positive | 00.09.21 BBB+ Stable
03.02.11 A3 Negative | 99.01.04 BB+ Positive | 00.03.29 BBB+ -
02.11.15 A3 Positive | 98.02.18 BB+ Stable | 99.06.24 BBB -
02.03.28 A3 Stable | 98.01.16 B+ Wat Dev | 99.04.26 BBB-  Wat Pos
01.11.29 Baa2  Positive | 97.12.22 B+ Wat Neg| 99.01.19 BBB- -
99.12.16 Baa2 Stable | 971211 BBB- Wat Neg| 98.12.22 BB+ Wat Pos
99.08.23 Baa3 RUR(+) | 97.11.25 A- Wat Neg| 98.06.19 BB+ -
99.02.12  Baa3 Positive | 97.10.24 A+ Negative | 98.02.02 BB+ Wat Pos
98.12.18 = Bat RUR(+) | 97.08.06 AA- Negative | 98.01.21 = B- Wat Pos
97.12.21 Bal RUR(-) | 95.05.03 @ AA- Stable | 97.12.23 B- Wat Neg
97.12.10 Baa2 RUR(-) | 94.11.09 A+ Positive | 97.12.11 BBB- Wat Neg
971127 A3 Stable | 94.06.09 A+ Negative | 97.11.26 A -
97.10.27 A1 Negative | 89.06.26 A+ Positive | 97.11.18 A+ -
97.03.07 AT Stable | 88.10.01 A+ - 96.06.27 AA- -
90.04.04 AT -
86.11.18 A2 -

* (Moody’s) RUR: Rating Under Review for Upgrade(+) or Downgrade(-)
(S&P - Fitch) Watch Positive > Positive > Stable > Negative > Watch Negative
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FitchRatings

RATING ACTION COMMENTARY

Fitch Affirms Korea at 'AA-";
Outlook Stable

Wed 21 Jul, 2021 - 2% 8:00ET

Fitch Ratings - Hong Kong - 21 Jul 2021: Fitch Ratings has affirmed Korea's Long-Term Foreign-
Currency Issuer Default Rating (IDR) at "AA- with a Stable Outlook.

A full list of rating actions is below.

KEY RATING DRIVERS

Korea's rating balances robust external finances, resilient macroeconomic performance and modest
fiscal headroom against geopolitical risks related to North Korea and medium-term structural
challenges from an ageing population. The strong economic recovery, underpinned by the
government's effective management of the coronavirus pandemic and a dynamic export sector, should
continue to support Korea's credit metrics in the near term.

We forecast Korea's real GDP to grow by 4.5% in 2021 (‘A4 median 4.46%), following a modest 0.9%
contraction in 2020 (A& median -6.1%). Korea's near-term growth prospects continue to be
underpinned by robust export performance, which supported a return of GDP to pre-coronavirus levels
by 1021, and is fostering higher domestic investment.

A recent increase in coronavirus cases poses downside risks to our expectations of a domestic
consumption recovery in 2H21, as social distancing restrictions have now been tightened to their
highest level during the pandemic in Seoul. Still, the vaccination rollout has accelerated since May, and
the government appears likely to meet its target of reaching 70% of the population by November, This,
along with additional fiscal support under the recently proposed supplementary budget, should
facilitate a sustained recovery in domestic consumption through 2022, We forecast 3.0% growth in
2022,

hitps: i fitchratings. comiresearch/soversigns fitch-affirms-korea-at-aa-outlook-stable-2 1-07-2021
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Economic scarring from the pandemic should be relatively limited in Korea, in our view, due to the
resilient economic performance and fiscal support to households. However, the country faces medium-
term growth pressures from its rapidly ageing population. We have revised down our estimate of
potential growth to 2.3% from 2.5% previously to reflect effects of adverse demographics. The
incurmnbent government has sought to offset these medium-term challenges through higher spending to
boost productivity growth, particularly through its recently announced "Korean New Deal”, but it is too
early to assess how beneficial this will be.

We expect the general government fiscal deficit to widen to 4.4% of GDP in 2021 from 3.7% in 2020,
still below the 5.3% 2021 ‘A& median. This forecast incorporates the KRW33 trillion { L.6% of GDP)
secand supplementary budget, which is proceeding through the National Assembly. Higher spending
under the supplementary budgst is to be offset by stronger than expected revenue relative to previous
budget assumptions, and contains no new debt financing. Some of the higher revenue is beingused to
reduce debt by about 1pp of GDP relative to previous government forecasts, As a result, we project
government debt to rise by less than our previous forecasts, to 47.1% of GDP by end-in 2021 under our
latest baseline (AA median 43.6%), from 4.3.8% at end-2020.

The government plans to begin reducing the fiscal deficit in 2022, We forecast the deficit to narrow to
2.6% of GDP, in line with the official medium-term outlook proposed as part of the second
supplementary budgst. Through 2024, the government plans to maintain deficits around the 2022
level. This marks a shift from earlier plans for higher deficits of around 4% between 2021-2024 inthe
government's original 2021 budget. As a result, debt/GDP would reach about 54% by 2024 under our
baseline, below our 58% forecast from our previous review.

Korea's record of fiscal prudence mitigates some pressures associated with the recent rise in debt
resulting from the pandemic and the incumbent government's more active use of fiscal spending. A
proposed fiscal rule establishing a 80% of GDP debt ceiling and 3% of GDP fiscal deficit limit, has been
submitted to the National Assembly for debate and could further anchor fiscal management. The
higher debt burden nevertheless poses some risks to Korea's public finances, given spending pressures
from an ageing population. Evolution of these risks will depend on how productivity and potential
growth respond to the government’s higher spending

The Bank of Korea (BOK) has signalled its intention to begin tightening monetary policy conditions due
to the strong cyclical recovery and its concerns around rising financial stability risks. The BOK cut its
policy rate by 75bp to a historical low of 0.5% as of May 2020, amid the pandemic. We now expect a
25bp policy rate hike in 2H21 from 0.5%, followed by two additional 25bp hikes in 2022, We forecast
headline inflation to average 2.2% in 2021, before moderating to 1.6% in 2022,

Low interest rates, along with tight supply conditions, are contributing to a rise in house prices and are
fuelling a further rise in household debt. Housing price growth has accelerated considerably since
2020, rising by about 8.2% voy nationally through June. Household debt, which was already at high
levels, has subsequently risento 104.7% of GDP in 1Q21 from 95.0% in 4019, The BOK and

hitps:{www fitchratings. comiresearchisoversigns/fitch-affims- korea-at-aa-outlook-stable-2 1-07-2021
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government have introduced a range of measures to contain housing prices and manage risks, such as
instituting countercyclical capital buffers on household loans and efforts to boost housing supply.

Fitch believes risks from the build-up in household debt are well contained because households'
capacity to service debts is adequate and bank balance sheets are resilient, but vulnerabilities for both
are increasing given the persistent rise in household debt. Capital positions in the banking sector have
broadly improved and remain sufficient. Asset quality pressures from the pandemic are likely to be
modest, even as regulatory relief measures are unwound, due to the cyclical recovery inthe economy.

Diplomatic engagemeants with Morth Korea remain stalled, although tensions appear relatively stable
for the time being. Morth Korea has largely broken off communications with both South Korea and the
U5, but it has limited its military provocations. Efforts are underway by the new US administration and
South Korea to restart negotiations over denuclearisation.

Solid external finances, underpinned by a large net external creditor position, sustained current
account surpluses since 1928 and high foreign-exchange reserves, have remained intact through the
pandernic and provide a buffer against global financial market volatility. We forecast the current
account surplus to remain broadly stable in 2021 at 4.7% of GDF, as export performance remains
robust, before moderating slightly to 4.1% in 2023, Foreign-exchange reserves rose to 9.2 months of
current external payments by end-2020, but we expect a slight moderation to about 8.5 months over
the next two years.

ESG - Governance: Korea has an ESG Relevance Score (RS) of '5[+] for both Political Stability and
Rights and for the Rule of Law, Institutional and Regulatory Quality and Control of Corruption. Theses
scores reflect the high weight that the World Bank Governance Indicators (WBGIH) have in our
proprietary Sovereign Rating Model. Korea has a high WEBGI ranking at the 78th percentile, reflecting
its record of peaceful political transitions, well established rights for participation in the political
process, strong institutional capacity, effective rule of law and a low level of corruption.

RATING SENSITIVITIES

FACTORS THAT COULD, INDIVIDUALLY OR COLLECTIVELY, LEAD TO NEGATIVE RATING
ACTION/DOWNGRADE:

- Public Finances: A material rise in government debt/GDP, for example, as a result of sustained
increases infiscal deficits or materialisation of contingent liabilities.

- Structural: Tensions on the Korean peninsula sufficient to worsen Korea's economic metrics or
security situation severely.

hitps: e fitchratings. comiressarchisoversignsfitch-affims-korea-at-aa-outiook-stable-21-07-2021
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FACTORS THAT COULD, INDIVIDUALLY OR COLLECTIVELY, LEAD TO POSITIVE RATING
ACTION/UPGRADE:

- Structural: & structural easing of geopolitical risk to levels maore in line with rating peers.

- Structural: An improvement in governance standards, for example, through further reforms to reduce
ties between politics and business.

- External: Continued current account surpluses that contribute to a sustained improvement in the net
external creditor position and greater resilience to external financial shocks.
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