- FRANKLIN

. TEMPLETON

INVESTMENT ADVENTURES IN EMERGING MARKETS

HISTORY

South Korea Votes for Change

May 09, 2017

Mark Mobius
- Executive Chairman
: Templeton Emerging Markets Group

Voters across the globe seem to be clamoring for change, and South Korea’s presidential election may be viewed
as another example. Moon Jae-in, considered a left-leaning liberal, won the presidential election in South Korea.
The victory is significant because of his political stance on a number of issues as well as his background. As a
former human rights lawyer and the son of North Korean refugees, he has talked about being more assertive with
the United States as well as engaging in a more diplomatic or conciliatory fashion with North Korea.

Moon is inheriting a difficult situation in light of the tense relationship between the United States and North
Korea. The US deployment of its antimissile system known as THAAD (Terminal High Altitude Area Defense) has
sparked protests from China and has stimulated opposition in South Korea.

China has seen THAAD as a threat to its interests in the region, and Moon was also against the THAAD
installation; he was once quoted as saying that South Koreans have to learn how to say “no” to Americans.

Once he becomes president, Moon will have to deal with a number of other vexing problems and relationships. In
my view, most important is South Korea’s economic relationship with China.

It's interesting to note that North Korean propaganda opposed Moon’s conservative opposition, stating that
liberals would be more capable of promoting unification. With the election of Moon, South Korea will have a more
left-leaning administration, which will be quite different from former President Park Geun-hye, who was ousted
amid a corruption scandal. Park is the daughter of a South Korean leader who imposed a dictatorship on the
country and was responsible for encouraging the growth of the chaebols—South Korea’s powerful family-run
conglomerates.

On a practical level, Moon has said he would want to start negotiations with North Korean leader Kim Jong-un and
would want to reopen the Kaesong Industrial Zone, the joint manufacturing project with North Korea which former
President Park had closed.

Another policy reversal is expected to be in the realm of the chaebols, which have been a source of public anger
in regard to their political influence. It was alleged chaebols were bribing Park’s associates, so it seems many
South Koreans are hoping Moon can restore trust with what is expected to be a tough stance on the chaebols.

| think chaebol reform should result in better corporate governance and could lift the prices of many South
Korean companies as the so-called “Korean discount” narrows—a reference to the South Korean market's
generally lower valuations compared with other comparable global markets.

Moon has also pledged to focus on wealth redistribution—which would result in a higher welfare budget—and
higher taxes for corporations that could stunt Korea’s economic growth. His plan is to increase the corporate tax
rate from 22% to perhaps 25%. It seems less likely he’d raise the individual income tax rate for most of the
population—perhaps targeting mainly the most-wealthy individuals.



South Koreans have been particularly harsh when it comes to presidential corruption and abuses of power in the
past. With Moon’s victory, we are hopeful for reform within the chaebol system, as the major chaebols dominate
the South Korean stock market. A weakening of the chaebol system could give an opportunity for smaller
companies to grow and prosper without being dependent on the chaebols. We look forward to exploring potential
opportunities in South Korea.

Mark Mobius’s comments, opinions and analyses are for informational purposes only and should not be
considered individual investment advice or recommendations to invest in any security or to adopt any investment
strategy. Because market and economic conditions are subject to rapid change, comments, opinions and
analyses are rendered as of the date of the posting and may change without notice. The material is not intended
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Important Legal Information

All investments involve risks, including the possible loss of principal. Investments in foreign securities involve
special risks including currency fluctuations, economic instability and political developments. Investments in
emerging markets, of which frontier markets are a subset, involve heightened risks related to the same factors,
in addition to those associated with these markets’ smaller size, lesser liquidity and lack of established legal,
political, business and social frameworks to support securities markets. Because these frameworks are typically
even less developed in frontier markets, as well as various factors including the increased potential for extreme
price volatility, illiquidity, trade barriers and exchange controls, the risks associated with emerging markets are
magnified in frontier markets. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting
individual companies, particular industries or sectors, or general market conditions.
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