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South Korea’s market returns have been lackluster, primarily due to weaker corporate

profitability as a result of competitive headwinds from corporate Japan and a

strengthening won. We do not think South Korea will sit idly by and watch its

competitiveness evaporate, and we are already seeing signs of government intervention,

which could be just the beginning. If South Korea is successful at stopping the ever

appreciating won, it could help profitability rebound and support local equity prices.

There are also positive changes at the government level that are a potential catalyst

for better corporate governance from companies. South Korea has remained one of the

lowest dividend-paying countries for years, and new tax incentives are boosting the

motivation of companies to return cash to shareholders.   Government Encourages

Higher Dividends In December 2014, South Korea’s National Assembly passed a set of tax

reforms. One of the reforms was a corporate accumulated earnings tax, which will be

imposed on excess cash accumulated by large corporations. A few ways companies can

reduce the potential tax is by spending cash on investments, dividends and certain

qualified capital redemptions. This tax should have a positive impact on corporate

governance, causing more cash flow to be distributed to shareholders through dividends—

instead of having cash pile up on balance sheets. We are already seeing positive signs,

with several companies increasing their dividends. A few examples: • Samsung Electronics

recently raised its dividend by approximately 40% and repurchased KRW 2.45 trillion of

stock. Robert Yi, Samsung’s head of investor relations, said, “We’ve been reviewing ways

to enhance shareholder value through increasing shareholder return, especially with

stagnated stock price last year due to a decline of earnings as well as a weak domestic

stock market. … We expect the increased dividend will not only directly enhance

shareholder value but also contribute to stimulate domestic economy. In addition, as you

know, we announced a buyback program in November to address the undervalued stock price

relative to the growth momentum that we have.”1   • Hyundai Motor Company raised its

dividend by 53.8%. James Jung, a member of Hyundai Motor’s investor relations team,

commented that the company is willing to pay more dividends or take other investor-

friendly actions.2 Hyundai’s sister company, Kia Motors Corp., also raised its dividend

by 42.9%.   Dividend Payout Ratios 
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 For definitions of

indexes in the chart, please visit our glossary. • South Korea’s Dividends Have Room

to Grow Higher — Although the dividend percentage increases mentioned above seem high,

we are constructive on future dividend growth due to the low starting levels and

historically low payout ratios. In aggregate, South Korean companies paid out around

one-sixth of their earnings, the lowest among large emerging market and developed

international countries. Taiwan implemented a dividend imputation credit and a tax on

undistributed earnings in 1998. At the time of passage, its dividend payout ratio was

around 20%, and today its payout ratio is 36%.   Will Government Take Further  

Action? The government continues to implement its “Three-Year Plan for Economic

Innovation,” which includes expansionary monetary and fiscal policies, structural labor

market reforms, enhancements to industrial capacity and other pro-growth initiatives. We

are constructive on all of these policies and believe that, if successful, they will be

supportive for equity prices, but we think more could be done, and the key question is,

will the government do more to protect the country’s global market share? We think the

higher dividend payments, a relatively low starting valuation, coupled with the central

bank’s action toward stimulating the economy may provide for an attractive combination

of prospective returns to South Korea’s stocks.   Read our market insight South Korea at

a Crossroads. View current holding of the WisdomTree Korea Hedged Equity Index here.    

    1Earnings Conference Call, Samsung, 1/28/15. 2Earnings Conference Call, Hyundai

Motor, 1/22/15.

Important Risks Related to this Article

Investments focused in South Korea increase the impact of events and developments

associated with the region, which can adversely affect performance.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Dividend : A portion of corporate profits paid out to shareholders.

Buyback : When a company uses its own cash to purchase its own outstanding shares; may

positively impact the share price.

Dividend Payout Ratio : The percentage of earnings paid to shareholders in dividends.

Calculated as yearly dividends per share over earnings per share.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.
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