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Bl Overview of Korean Industry Outlook for 2008
Korean industry in 2007 reported healthy growth despite the presence of various
external risk factors such as appreciation of the won, surging oil prices and
economic uncertainties created by the subprime-related credit crisis in advanced
economies. In particular, the export sector, which is largely influenced by
external factors, maintained steady growth, thereby providing a foundation for
relatively high levels of total industrial production and capacity utilization in the
manufacturing sector.
The stable growth of Korean industry was made possible by the high-octane
growth of emerging countries such as China and India and strong investment
demand from Middle Eastern countries fueled by massive amounts of oil money.
High growth in these regions appears to have been a main factor in Korea's
shifting its focus from the IT industry toward traditional industries such as steel,
shipbuilding, petrochemicals and automobiles.
Our projections of external/internal factors for 2008 are as follows: Global
economic growth will slow slightly compared to the previous year due to a
slowdown in the Eurozone, whereas the domestic economy will make slight
improvements supported by a recovery in private consumption.
Appreciation of the won is a main factor that could in theory reduce the
competitiveness of Korea's major export industries. Its effect on export growth
should not be significant, however, since the global economy is expected to
maintain its high pace of growth, and the influence of the won/dollar exchange

rate on Korea's exports appears to have abated significantly since 2000.
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Based on these external/internal factors, we expect healthy growth in Korea's
industries in 2008. Stable growth should be sustained, provided the export sector
can minimize any potential negative effects of the exchange rate. Industries
dependent on domestic demand will achieve favorable growth buttressed by a
recovery in consumer confidence.

In 2008, the IT industry, which has been sluggish, is particularly expected to
show signs of recovery, although growth will not be as high as in past years. The
materials industry, which has driven growth in 2007, will report relatively slower

growth compared with the previous year, but should maintain its growth drivers.

I . Electronics (Semiconductors/Displays/Mobile Handsets)

As income levels in countries with rapid economic growth such as China and
India increase, the replacement demand for high-end products such as high-end
mobile phones and flat display TVs is expected to grow, which should fuel a
slight recovery in Korea's IT industry.

Concerns over won appreciation will have a negative influence on profitability
improvements in Korea's IT industry, where exports account for a significant
portion of the profit structure. Moreover, supply excesses will continue despite
increased demand, mainly because of continued capital investments by leading
companies. Thus, the probability of steady declines in the prices of major
electronic parts has increased, thereby lowering the chances of improved industry

profitability.

B Semiconductors In 2007, the industry reported poor growth and

profitability declined as a result of won appreciation and excess supply.
Although the excess supply problem should improve slightly, potential
profitability improvements will be limited in 2008.

2007 Overview Semiconductor production decreased slightly compared to last year as a
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result of won appreciation and increased overseas production. Prices of DRAM and
NAND Flash plunged because of over-investment in plant and equipment, which created
excess supply. It is estimated that operating profit margins of domestic semiconductor
makers were around 15%, down 10%p from last year.

2008 Outlook The industry growth pace will recover owing to strong IT product
demand in China and India. Each of the excess supply ratios of DRAM and NAND
Flash will decline 1%p YoY as facilities investment decreases slightly. Improvements
in profitability will be limited by a slight decline of the excess supply ratio as well as

the ongoing trend of won appreciation.

B Displays The TFT-LCD panel industry made gradual improvements in
profitability in 2007 with a reduction in excess supply. In 2008, despite
steady industry growth, profitability will stay at the same level as last
year due to a rebound in equipment investment along with continued
excess supply.

2007 Overview In spite of market growth, domestic FPD TV production decreased
more than 10% YoY as production facilities were moved overseas. Profitability of
LCD panels has improved as investment fell sharply and excess supply was reduced,
but there are limits to profitability improvement in the PDP panel sector.

2008 Outlook The 2008 Beijing Olympics should boost growth in the display
industry, particularly the digital TV industry. Equipment investment, which has been
postponed thus far, will be made in 2008, bringing the excess supply ratio to levels of

the previous year. Hence, profitability will likely also stay at the same level as last year.

B Electronic parts In 2007, PCB production fell because of a downturn in its
upstream [T industry and an increase in overseas production. In 2008, the
growth pace 1s expected to pick up slightly, and profitability will
continue to vary based on the R&D capacity of each manufacturer.
2007 Overview PCB production and shipments fell by about 4% YoY due to a

decline in handset production and the transfer of production bases overseas. Overall
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profitability worsened because of mounting pressure to lower prices. Conversely, the
companies who manufacture 300mm wafer-related products such as silicon wafers,
photomasks and quartz reported relatively strong performance.

2008 Outlook PCB production will recover with growth in upstream industries such
as the digital appliance industry, but the YoY growth rate will be only 2% due to the
transfer of production bases overseas. Profitability of the handset PCB industry will remain low
because of excess supply. In contrast, the profitability of semiconductor PCB makers and
companies that produce 300mm wafer-related products, which have high technical

entry barriers, will remain robust.

B Mobile Handsets Domestic production has continued to fall as
production facilities have been transferred overseas. Meanwhile,
differentiated marketing strategies have resulted in significantly
different operating margins for each company. In 2008, increased
demand for high—-end mobile phones will stimulate a recovery in sales

volume, but profitability will remain the same as the previous year.

2007 Overview Domestic production and shipments have plunged mainly
because of the transfer of production facilities overseas. Samsung focused on
lower-priced mobile phones, targeting developing countries in particular. In
contrast, LG strengthened its high-end mobile phone strategy toward Europe
and America. As a consequence, LG's ASP started to exceed Samsung's ASP
beginning in 4Q 2006.

2008 Outlook Domestic demand is expected to keep rising in 2H, and
companies will continue their cost-cutting efforts through offshore outsourcing
and restructuring. After 2H, when newly created demand in developing
countries is expected to reach saturation, people will begin to switch their mobile
phones to high-end ones in increasing numbers. Thus, the industry should start

to see improvements in profitability in 2H.
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B Electronic Wire In 2007, production fell but remained at favorable
levels, helped by the strong demand for electronic wire. Profitability
worsened because of a continuous rise in copper prices. In 2008, we
can expect slight improvements in industry profitability as sales of
profitable products such as super-high-voltage current cables and

optical fiber cables are increasing.

2007 Overview Increased investment in electric transmission and FTTH
services has resulted in greater demand for electronic wire and optical fiber
cables, but profitability has been declining steadily because of surging copper
prices.

2008 Outlook As strong demand for profitable optical fiber cables and electronic

wire is expected to persist, operating margins will likely rise as high as 4% in 2H.

II. Machinery (Automobiles/Machinery/Shipbuilding)

Growth in the global automobile industry will continue with the growth of small car
sales in the BRIGs. Based on expected growth in plant capacity utilization, we
forecast that the domestic automobile industry will focus on overseas markets
through the launching of localized auto models.

As a gradual recovery in the domestic economy is expected, the automobile industry
will likely implement a large-sedan marketing strategy in an effort to improve
profitability. Profitability of auto part makers will improve only slightly because of
cost-cutting pressures.

The booming shipbuilding industry will lead to even larger profitability
improvements in large companies. Revenue growth in the machinery industry, a

result of increased facilities investment and exports, is expected to continue.

B Automobiles Growth in exports and domestic sales remained
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relatively stable, at around 6%, in 2007. In particular, exports
experienced a fast recovery beginning in 2Q. In 2008, a recovery in
domestic consumer confidence will lead to growth in the domestic
automobile market, and overseas demand will also rise as Korean
automobiles gain higher quality ratings.

2007 Overview Beginning in 2Q, domestic and overseas sales expanded owing to
strengthened marketing activities, improvements in domestic demand and
increased demand in emerging markets such as Eastern Europe and South and
Central America. Industry operating profit margins have been estimated at
around 3.5%, up 1%p from 2006, owing to increased operating capacity.

2008 Outlook With the automobile replacement cycle around 6-7 years, it is
most likely that replacement demand will be concentrated in 2008, supported by
an economic recovery. Overseas demand is expected to grow after the launching
of new localized auto models in foreign markets. Domestic auto makers will
make improvements in growth and profitability through a new focus on sales of

large, high-margin automobiles.

Auto Parts The launching of new auto models and increased auto
replacement demand will result in higher shipments of finished
automobiles, which will drive sales growth for auto parts makers.
Increased volumes of direct exports and high—-value—added product
sales, and reduced pressure to cut prices, will lay the groundwork for
improvements in profitability.

2007 Overview Due to increased OEM sales and direct exports, coupled with
growth in domestic sales and exports of finished auto exports, which reached
more than 10% and 9%, respectively, auto parts production rose by 13.5% YoY.
Operating profit margins, however, stood at 5.0%, down 1.6%p from last year,

since there were price-cutting pressures on auto parts makers and the won
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gained against the dollar.

2008 Outlook An increase in OEM sales and direct exports, along with steady
growth in domestic consumption continuing to drive replacement demand and
the introduction of new car models, should fuel growth in sales volumes. With
an increase in A/S sales, improved productivity, reduced price-cutting pressures
and decreased burden for new investment, operating margins for 2008 are

expected to be around 5.6%.

B General Machinery Exports have grown 21.7% YoY, mainly because
of the surge in production facility demand in the Middle East and
thriving conditions in the construction machinery industry, supported
by increased SOC investment in China. In 2008, the industry as a
whole should maintain its growth trajectory, thanks to strong exports

of production facilities and construction and processing machinery.

2007 Overview With strong exports of production facilities and construction
machinery, the sales revenue of processing and construction machinery
companies increased 20% YoY. Overall, industry participants made a relatively
fast recovery in profitability, recording average operating profit margins of 8%.

2008 Outlook Growth in facilities investment and exports might slow slightly,
but the industry as a whole will maintain its robust growth pace. Profitability of
companies in the plant, construction machinery and processing machinery
industries will keep rising because of their growing exports. In contrast, fierce
competition will prevent profitability improvements in the freezing machine and

textile machinery industries.

B Shipbuilding In 2007, the bulk carrier sector led considerably
prosperous conditions in the shipbuilding industry and drove a
recovery In the containership and tanker sectors. In 2008,
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containerships and tankers will lead the shipbuilding market for new
ships, and increased orders for high-value—added ships are expected

to enhance the profitability of major shipbuilders.
2007 Overview Bulk freight rates rose significantly, up 116.4% since the

beginning of the year, leading robust growth in the new-shipbuilding market as
well as a recovery in the container and tanker markets where supply shortages
occurred. Furthermore, large companies' profits escalated as high-priced orders
after 2005 began to be reflected in their revenue figures.

2008 Outlook Continuing new shipbuilding orders for containerships and
tankers, whose freight rates rose, will lead the new-shipbuilding market.
Increased orders for LNG carriers, which were previously delayed, and marine
facilities will be major contributors to ongoing profitability growth in large
companies. Securing supplies of thick steel plates will remain a major variable in
the profitability level of SMEs and newcomers, as increased facilities investment by

shipbuilders is stimulating the demand for thick steel plates.

III. Materials (Steel/Oil Refining/Oil Refining)

Strong economic growth in China triggered global imbalances in the demand-supply
conditions of various raw materials such as oil and steel. This was followed by a surge in
raw materials prices and export growth, driving prosperity in the materials industry,
and this trend will likely continue in 2008. While the chemical fiber industry suffers
from worsened demand-supply conditions because of expansion of China's supply
capacity, steel and oil refining industries benefit from the sustained demand-supply
imbalances as demand growth surpasses supply capacity growth in emerging markets.
Aided by strong demand in China, petrochemicals exports are expected to grow beyond
a rate of 5%.

Supply-demand conditions for steel improved because of various countries' efforts to

reduce production and the effect of inventory adjustments, resulting in higher steel
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prices. This will support a continuing trend of high earnings in the steel industry. It is
also expected that profitability of the oil refining industry will improve as operating
capacity rises and oil refinery margins expand. Conversely, in spite of strong demand,
petrochemical and non-ferrous metal industries are facing serious cost burdens arising
from surging raw material prices. The chemical fiber industry is still experiencing hard
times, but each company will likely struggle to improve performance by implementing

product-mixing strategies that focus on high-value-added products.

B Steel Global demand-supply imbalances resulted in weak steel prices
in 2007, but steel prices are expected to rebound in 2008 as Chinese
exports fall and demand-supply conditions improve following

reductions in production and adjustments to inventories.

2007 Overview The domestic steel market is passing through an expansion cycle as
shipments and inventory levels are both on the rise. Although larger export volumes from
China caused a demand-supply imbalance, pushing down steel prices, they are expected
to rebound starting in 4Q. Domestic steel firms showed improvements in profitability in
the favorable business cycle.

2008 Outlook Global steel demand-supply conditions will stabilize with the support of
the Chinese export control policies, coupled with production reductions and inventory
adjustments in the steel industries of different countries, but there remains the risk of
excess supply. Based on the business cycle, the domestic steel industry will enter a
recovery phase after a short-term recession in 1H, and improve profitability as the

international price of steel increases.

B Non-Ferrous Metals Non-ferrous metal prices will continue to surge as
the dollar weakens and raw materials remain in relatively short supply. The
polarization of profitability, where the refining industry enjoys high profits
while the rolling & extrusion industry operates in a low-profit structure,
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will continue in 2008.

2007 Overview Prices of non-ferrous metals, such as nickel, whose price plunged 50%,
have been highly volatile. Fundamentals such as low inventory levels and strong import
demand in China, have been generally solid. The polarization is deepening in the
domestic market, with the refining industry enjoying high profits while the rolling &
extrusion industry is suffering from a margin squeeze.

2008 Outlook Based on strong demand in emerging markets such as China, the Middle
East and Russia, as well as a weaker dollar and the demand for inflation-hedging,
non-ferrous steel prices will continue their upward trend, although price volatility will
also likely increase, reflecting mounting concerns. Profitability will remain relatively

stable compared to the previous year.

01l Refining The ongoing recovery in domestic demand will continue,
and exports will also register solid growth in 2008. We forecast that
the capacity utilization of oil refineries and oil refinery margins will
keep expanding, thereby contributing to sustained profitability

Improvements.

2007 Overview Domestic sales made a significant recovery, up 4.3% YoY, on
the back of prosperous conditions in an upstream industry. Exports increased by
only 9%, but considering the tight supply-demand conditions, such a number
should not pose a serious concern. Operating profit margins grew 1.7-1.8%p
faster than the previous year as capacity utilization and oil refinery margins
expanded.

2008 Outlook With steady improvements in the domestic economy, growth in
domestic oil demand is expected to remain at around 4.2%. Export growth is
forecast to slow slightly to 8.7% YoY, largely because of lower import demand
in China and increased domestic sales. Increasing capacity utilization, expanding

refinery margins and rising catalytic reforming equipment ratios will help to
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achieve improved profitability.

B Petrochemical In 2007, the petrochemical industry achieved YoY
growth in both domestic demand and exports. Our projection for 2008
1s that domestic demand for petrochemical products will remain
stagnant while strong demand in China will boost exports and hence
production by more than 5% and 3%, respectively.

2007 Overview Although excess supply hindered growth in the domestic sales of

petrochemical products, sales revenue of major companies rose 10% YoY on the back
of higher product prices. As demand in China grew relatively stronger compared with
a sluggish previous year, exports registered significant YoY growth of 9.6%.

2008 Outlook Petrochemical companies will likely continue on an upward trend in
sales revenue through the support of increased prices, even though growth in
domestic demand will not be considerable. On the other hand, growth in exports is
expected to be only 5%, since the petrochemical product self-sufficiency rate in China

will improve.

B Chemical Fibers In 2007, China's growing supply capacity has been a
main factor that has caused an ongoing deterioration of domestic
supply conditions. While the recovery of supply conditions will be
difficult, strong sales of high margin products will contribute to
improvements in industry profitability in 2008.

2007 Overview The spread between rising chemical fiber product prices and
rising raw material prices has grown. Profitability improved only slightly,
however, because low growth in the apparel industry resulted in lower domestic
demand, and growth in China's supply capacity led to a decrease in exports to
China.

2008 Outlook Domestic demand will continue to slow, and China's supply

capacity will grow even faster, lowering the likelihood of a recovery in domestic
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supply conditions. Meanwhile, we expect that some companies will achieve
better performance on the back of strong sales of high-margin products and

industrial fibers.

VI. Domestic consumption goods, distribution and transport

Overall demand growth that stems from improved consumer confidence should
drive growth in the domestic consumption goods and distribution industry in
2008. Private consumption has been on a steady rise since the beginning of
2007, and this trend will likely be sustained throughout 2008 as well.
Improvements in consumer confidence will stimulate better performance of the
retail, apparel, pharmaceutical, paper and milling and sugar processing
industries, all of which produce and sell final consumer goods. In the transport
industry, including shipping and aviation, major industry growth drivers may
include growing demand for overseas travel, a result of a stronger won, and an
increase in the volume of export/import cargos.

The sluggishness in the construction industry will be sustained by a delay of the
recovery in the real estate market. Yet, construction demand will arise from
overseas, particularly from emerging markets and countries of the Middle East
that possess oil money. Also, as large-scale development projects will begin in

2H, the construction industry is expected to rebound somewhat.

B Shipping In 2007, industry growth and profitability rebounded, after
hitting a low in 1Q, the result of rising dry cargo charges. In 2008,
containership and oil carrier shipping charges will likely rise, and the
resulting growth pace and profitability should improve.

2007 Overview Despite increased shipping charges, the operating profit
margins of major shipping companies has been relatively low at 3.6%, mainly

the result of a rise in Bunker C oil prices. While dry cargo charges surged to an
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all-time high, container cargo charges also rose slightly. Despite the won
appreciation and higher oil prices, shipping companies' growth pace and
profitability recovered throughout 2007 with increased shipping charges.

2008 Outlook Shipping charges are expected to decline steadily after hitting a
high in 2Q, dampening prospects for enhanced profitability. The trend of rising
shipping charges will be sustained in 2008 by increased cargo volumes to China,
and container and oil carrier shipping charges will grow most notably. Cost
burdens will deepen due to surging oil prices. Nevertheless, shipping charges will
help domestic shipping firms achieve more than 10% growth in revenue and 7%

operating profit margins.

B Aviation Airline profitability improved in 1H, with increasing

passenger numbers and demand for freight on international routes.
The number of overseas travellers in 2007 is estimated to have
reached 37.8 mullion, up 15% from last year, with the strengthening
of the won. Airline revenue grew more than 8%, since the demand
for international freight has increased as traded cargo has become
lighter and quality has improved. The growth trend will continue in
2008, leading to further growth in the air cargo market.

2007 Overview The demand for overseas travel and freight transport rose, and
the pace of decline in domestic airline passengers, which fell after the KTX
began operations, significantly slowed. The growth trend in air cargo demand
continued, thereby pushing up airfares, and the resulting growth potential and
profitability improved.

2008 Outlook Industry growth will be sustained by strong demand for overseas
travel and freight transport, but there will be no further improvements in

profitability owing to rising oil prices and fierce competition between companies.
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B Retail The overall industry maintained revenue growth as shown by
improvements in various indices related to consumption conditions. In
2008, the growth trend will continue, but profitability and revenue

growth will significantly differ depending on the type of the industry.
2007 Overview The domestic retail industry in 2007 showed gradual growth,

most notably in the total retail sector. Revenues of the top 3 companies, namely
Lotte, Shinsegae and Hyundai, have grown at an annual average rate of 7.5%
since 2005. Major internet shopping and TV home shopping markets achieved
revenue growth of approximately 8%.

2008 Outlook As the presidential election at the end of 2007 and the stock
market rally should bring about positive effects on consumer confidence, we
expect this will result in retail industry growth. Meanwhile, profitability among

companies will become even more polarized.

B Apparel In 2007, production and shipments indices grew, and we
estimate annual growth at 7%. In 2008, top companies will lead
revenue growth, and overall production, shipments and sales indices

will increase by 6.9%, 8.6% and 3.7%, respectively.
2007 Overview Although sales of high-priced products such as leather and fur

clothes slowed because of climate change, production and shipments indices have
grown as the low-priced apparel market expanded. Major companies made slight
improvements in profitability and annual operating margins were at around 12%.

2008 Outlook A drop in inventory ratios and price increases, particularly by
major companies, will contribute to favorable growth potential and profitability.
Growth in sales revenue, however, will not exceed growth in the volume of

clothing sold, due to expected increasing in sales of low-priced items.

B Flour milling and sugar processing In spite of the recovery in domestic

_Xl_




consumption, sales growth was stagnant in 2007, but revenue will
likely rise on price increases in 2008. In 2007, profitability was
limited by fines on cartel activity and insufficient improvements in
margins. A continuous rise in product prices, improved production
cost efficiency and reductions in marketing expenses will be

contributors to a slight increase in profitability in 2008.

2007 Overview Growth in shipments stagnated in both the milling and sugar
processing sectors, up only 2.3% and 1.9% YoY, respectively, even though
domestic consumption has recovered. Although milling companies raised their
prices on flour, a surge in raw material prices was a factor that hindered profitability
growth. A fall in the price of imported raw sugar helped profits improve for sugar
processors.

2008 Outlook Growth in shipments will still be stagnant, and shipments of flour
and sugar are expected to increase slightly by 0.2% and 0.8%, respectively.
Revenue, however, should continue its growth pace based on expected price
increases. Cost burdens arising from surging raw material prices will be offset by
higher prices. At the same time, companies will enhance their production cost
efficiency through replacement of production equipment, and strengthened
competitiveness will lower marketing expenses. All of these factors will bring

about slight improvements in profitability.

B Pharmaceuticals Demand for pharmaceuticals will continue to
increase in 2008, with greater incidence of chronic adult disease and
demand for better quality of life. Along with increasing demand and
growth In the prescription medicine market, profitability should
improve as the industry overcomes political risk factors through

marketing strategies that focus on blockbuster products.
2007 Overview The pharmaceutical market achieved 8.4% YoY growth, owing
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to growth in the prescription and non-prescription markets, the new and
expanding generic medicine market, and higher demand for QoL medicines.
Average operating profit margins were at 12%, aided by sales growth that
reduced fixed-cost burdens and enhanced cost efficiency.

2008 Outlook The pharmaceutical market will likely to continue its upward
trend with YoY growth in total pharmaceutical sales estimated at 13.3% for 2H.
As consumer confidence in the Korean economy improves, the over-the-counter
market is expected to expand, contributing to sales growth and high industry
profits. Despite the government's pressure on drug makers to lower their prices,
the generic medicine market will expand again as the number of patents
scheduled for expiration is expected to increase. Market growth and profitability
will remain at a level similar to 2007, with signs of recovery in the
non-prescription medicine market and increased household medical spending, a

result of higher income levels.

B Paper In 2007, total shipments increased on the recovery of domestic
economy although the strong won dampened exports. The industry
profitability deteriorated, however, as prices of raw materials such as
pulp continued to rise. In 2008, a sustained recovery in domestic
economy will contribute to stable growth in paper demand.
International pulp supply will likely increase, which will consequently
lead to a fall in prices, resulting in improved profitability.

2007 Overview Beginning in 2H, domestic paper demand returned to a
recovery cycle as domestic consumers gained more confidence. The industry lost
price competitiveness because of a stronger won, resulting in sluggish exports.
Rising prices of pulp and wastepaper added greater cost burden to companies.
Thus, the operating profit margins of major companies stood at 3.5%, down

0.2%p from last year.
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2008 Outlook It is expected that industry profitability will improve as
international pulp prices decline. Demand for paper, especially printing paper
and wrapping paper such as corrugated cardboard, will achieve steady growth
with signs of a sustained domestic economic recovery. It is expected that
international pulp prices decline, as a result of an increase in supply. Profitability
of the paper market, where excess supply has been reduced following recent

restructuring, should improve.

Construction The growth pace of the construction industry has
slowed, most notably in the residential housing sector, on a weaker
supply base as evidenced by the growing number of unsold new
apartments. The industry is forecast to hit a low in 1H 2008 and
rebound in 2H due to a contraction in private construction in 1H and

the completion of large—scale development projects in 2H.
2007 Overview Completed construction in 2H 2007 grew by only 4%, after

recording 5.5% growth in 1H. A downturn in the number of completed
residential housing units and a drop in contract prices on public civil engineering
projects were key contributors to the slowdown. Overall operating profit
margins declined as a result of the increased number of unsold new apartments
and increased pressure to lower the prices of residential properties, coupled with
a decline in the contract price ratio (contract price/expected pricex100) in the
public civil engineering sector.

2008 Outlook In 1H, the industry will remain stagnant owing to a delay of the
introduction of the upper-limit system on lot prices and a contraction of the real
estate market, especially in the private construction sector. It will start to enter
recovery phase in 2H, as construction work for city renewal and other large-scale
projects will begin then. Completed construction work, therefore, is expected to

rise 2.5% and 6.5% in 1H and 2H, respectively. Operating profit margins will
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continue to trend downward, with 7% for the civil engineering sector and 6%

for building construction expected.

V. Telecommunications and Broadcasting

The convergence of the media market, which had been traditionally separated into
telecommunications and broadcastings, is becoming clearer with digitalization and
deregulation. This had led to an expansion of consumer choices, thereby
intensifying price and service competition between companies who want to offer
differentiated services.

In 2008, the telecommunication industry, which has stagnated since the launch of
IPTV and 3G services, should gain growth momentum through the
commercialization of IPTV. Nevertheless, we expect that CATV will maintain its
dominant position, even though it may lose some of its market share to the IPTV

sector.

B Telecommunication Services Growth in both the wired and wireless
communications sectors has stayed at around 5-6% YoY. Massive
spending on marketing to expand new services has caused a
worsening of profitability. As IPTV services will begin to operate in
2008, prospects for the wired communications sector are good. In the
mobile communications market, the introduction of new regulations is
not expected to have a significant effect on the current market
structure, and increased 3G marketing expenses will bring about a
slight drop in profitability.

2007 Overview The competition for IPTV and 3G between service providers
intensified in both the wired and wireless communications sectors. Marketing
expenses rose 30% YoY, owing to the increased APRU of service users and fierce

competition for customers, resulting in decreased profitability.
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2008 Outlook In the wired communications market, the introduction of IPTV
service will accelerate converged service with communications and broadcastings,
and the market will likely achieve 10% YoY growth as a result. The profitability
in the mobile communications market, however, will slightly worsen due to
network facilities replacement and marketing expenses. The effects of MVNO
and discounts on call rates within the same network on the current market

structure and revenue will not be as large as expected.

B CATV Broadcasting In 2007, revenue per subscriber increased with a
rise In service fees, resulting in sustained revenue growth and stable
profitability. Competition with substitutes is expected to intensify in
2008, but the growth pace will continue as the demand for bundled
services Increases.

2007 Overview A high level of advertising demand and a growing number of
digital subscribers were major growth drivers of revenue per subscriber, and the
resulting revenue and operating profit margin remained relatively high.

2008 Outlook The advertising market will enter a boom phase, and demand for
bundle products will grow. This will be followed by fierce competition with
substitutes such as IPTV and satellite broadcasting. Nonetheless, overall CATV

revenues are expected to grow 8.2% over the same period last year.

B Internet Portal The growing preference for the internet on the part of
advertisers and the increasing efficiency of internet advertising has
driven sustained revenue growth in the internet advertising sector.
The buoyant internet advertising market will offset negative effects
of the relatively weakened electronic commerce and game markets.
2007 Overview With growing internet advertising demand, YoY revenue

growth for 2007 was at 40%, and operating profit margins remained above
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30%, while the current market structure, which is dominated by few leading
companies, was maintained.

2008 Outlook Internet portal industry revenues should keep growing at a fast
pace, based on the strong advertisement market and the increased spending on
cyber shopping, a result of the economic recovery. Strengthened restrictions on
internet portals and increased risks of failure in the game industry remain cost
burdens, but these factors should not have a significant effect on profitability.

Hence, the industry will continue to show stable operating profit margins.

B SW and IT Services During 2007, growth in revenues slowed and
profitability fell because of the "base effect," as well as sluggish
corporate investment in the IT sector. In 2008, revenue growth
should be only small since demand recovery in the manufacturing and

public sectors will be not be as considerable as expected.

2007 Overview Growth in wage rates in the S/W industry and intangible asset
investment in the IT industry both fell, resulting in a YoY decrease in revenue
growth of major companies. Profitability also declined because of increased
wages and aggressive competition for orders.

2008 Outlook Apart from the financial sector, informatization investment
volumes can hardly improve, so the resulting IT service revenues are expected to

grow 3.7% YoY, and profitability will remain at a similar level as 2007.
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l. Overview of Korean Industry Outlook for 2008

1. 2007 Industry Overview

B Overall, Korean industry registered robust growth despite the presence of
external risk factors such as appreciation of the won, surging oil prices and
economic uncertainties created by the subprime-related credit crisis in advanced
economies. Notably, the export sector, which is largely effected by external
factors, maintained steady growth. Total industrial production and capacity
utilization in the manufacturing sector stayed relatively high based on steady
export growth.

In the first 8 months of 2007, accumulated exports achieved 14.7% YoY growth, which
is higher than the 14.4% growth achieved last year.

Growth in industrial production and average manufacturing capacity utilization remain
relatively high, although both have been slowing recently. The manufacturing industry
production index and average capacity utilization hit all-time highs in August, reaching

164.6 and 83.7%, respectively.

B The stable growth of Korean industry was made possible by the high—octane
growth of emerging countries such as China and India and strong mvestment
demand from Middle Eastern countries fueled by massive amounts of oil money.
High growth in these regions appears to have been a main factor in Korea's
shifting its focus from the IT industry toward more traditional industries such as
steel, shipbuilding, petrochemicals and automobiles.

Increased facilities investment, fueled by buoyant economic growth in China and India,
created demand for steel, chemicals and machinery in those countries. This led to an
increase in production by Korean companies, which are geographically close to these
countries and which are competitive in machinery-related industries.

In contrast, performance of the IT sector was unsatisfactory, failing to reach levels of the
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previous year, the result of lower prices and the transfer of production bases abroad.

¢ When we compare growth in major industries in 2007, as estimated by our Hana
Forecasting Model, it is clear that three major IT industries, namely, the semiconductor,
display and mobile handset industries, experienced a drastic decline of -3% to -14%. On
the other hand, raw material or machinery-related industries such as machinery, steel,
petrochemicals or automobiles achieved growth of 1% to 7%. The shipbuilding
industry, in particular, maintained significant growth levels. Shipbuilding orders rose
70.4% YoY as rising shipping charges boosted orders for bulk carriers.

* In the domestic consumption industries, the internet portal and
telecommunication service industries achieved robust growth, whereas the
construction industry stagnated under government regulations. The flour milling and
sugar processing industries reported negative growth as a result of the rising cost of

raw materials.

==l 5 Export Growth in Korea's Major Export Industries in 2007

80 r (%

0 || [ | || -

Semiconductor Display Mobile handsetAutomobile Machinery Shipbuilding Steel Qil refining Petrochemical

20 L

Source: Hana Forecasting Model

. 2008 Analysis of internal/external

B According to our projections of external and internal factors, Korea's economy is
forecast to improve slightly in 2008 based on increased private consumption,
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whereas an economic slowdown in Japan or the Eurozone will cause relatively
slower global economic growth compared to last year. Nevertheless, the US, our
major export market, will maintain an annual level of growth similar to 2007,
amd uncertainties stemming from the housing recession and the
subprime-related credit market squeeze. Coupled with sustained high growth in
China, which is expected to reach 11%, demand in Korea and from overseas are

expected to be strong.

5 External and Internal Economic Conditions in 2008 (%)
Categories 2007 2008 Impact on
10 ] 20 | 30 | 40 [Amua| 10 | 2Q | 3Q | 4Q |Amual| Industry
Gobal GDP gonth | - - - - 4.8 - - - - 4.6 | Neutral
us 06 | 38| 24 | 0.8 1.9 15 1.7 20| 28 | 20 Neutral
External Euro 3.2 25 24 | 2.1 26 | 2.0 2.3 2.2 2.5 2.3 | Negative

conditions Japan 28 |-1.2 120 | 1.2 | 1.7 | 28 | 24 | 1.2 1.6 | 2.0 | Positive

China M 11911141111 111.4111.0|11.2]11.3]10.5| 11.0 | Positive
Won/Dollar | 938.9 | 929.3 | 928.2 | 920.0 | 925.0 | 915.0 | 910.0 | 905.0 | 900.0 | 908.0 | Negative
GDP growth | 4.0 | 5.0 | 5.1 49 | 48 | 54 | 5.1 | 48 | 45 | 5.0 | Positive

Private | 41 | 42 | 44| a6 |43 | 48| 46 | 45 | 41 | 45 | Positive

Internal consumption

conditions | - Facilities | 168 119 30| 70 | 82 | 80 | 6.0 | 9.0 | 8.0 | 7.7 | Neutral

investment

Unemployment| 3.6 | 3.3 | 3.1 | 3.1 | 83 | 33 | 3.1 | 3.0 | 3.1 | 3.1 | Neutral

Source: Hana Forecasting Model

B In 2008, anong all external factors, the most serious risks will be the continual
appreciation of the won and the potential for further spreading of

subprime-related credit problems.

The average won/dollar rate in 2008 is expected to stay at 908, down 1.8% over
the previous year. Such appreciation of the won could have a significant impact on
Korean industry, which is heavily reliant on exports.

The subprime-related credit problems have settled down somewhat since central
banks in the US and Eurozone took actions to actively intervene in the markets.

Market anxieties remain, however, and a drop in consumer confidence in the US
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and Eurozone will be inevitable as additional subprime-related losses emerge.

B Although appreciation of the won could in theory weaken the competitiveness
of Korea's major export industries, we do not expect that it will have a
significant impact on Korea's export growth, since the global economy is
growing at a robust pace and the influence of the won/dollar exchange
rate change on Korean exports has diminished since the turn of the
century.

Beginning in 2002, despite continuing appreciation of the won against the US
dollar, export volumes have shown double-digit growth over five consecutive years,
while operating profit margins have remained at the 7-8% level. From this, we can
conclude that Korean industry's sensitivity to the exchange rate has fallen

dramatically compared with the period before the Asian financial crisis.

6 Changes in Won/Dollar Rate, Export Growth and Profit Margins

Categories 2000 2001 2002 2003 2004 2005 2006 | 2007.6
Changes in won/dollar
(end of year, %)

Export growth (%) 19.9 -12.7 8.0 19.3 31.0 12.0 14.4 14.4
Operating profit margin of listed
companies (%)
Ordinary profit margin of listed
companies (%)

10.0 5.3 -9.6 -0.2 -12.9 -3.0 -8.2 -0.3

7.4 6.1 7.5 7.7 9.5 8.3 7.7 8.6

34 2.2 6.4 6.0 10.0 9.2 8.7 9.9

Source: BOK, Korea Customs Service, Kis—Value

B The US subprime mortgage problems may have an impact on Korean

industry, but the impact will vary among different industries.

The potential impact of the US subprime mortgage crisis on Korean industry is
difficult to predict. Korea's exports may decline because of an economic slowdown
overseas, in countries such as the US, and this impact could potentially be
compounded by the appreciation of the won.

In particular, if the yen gains against other currencies, along with an unwinding of

the yen-carry trade, exports of Korean products that compete with Japan could
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gain a competitive advantage.

3. 2008 Korean Industry Outlook

B Based on the above-mentioned external and internal factors, we forecast that
Korean industry overall will maintain reasonably healthy growth in 2008. Stable
growth should be able to be sustained, provided the impact of won appreciation
can be minimized. Industries that rely on the domestic market will achieve

healthy growth as consumer confidence improves.

B 'The sluggish [T industry will likely rebound in 2008, although growth will not be
as buoyant as in past years. Growth in the materials and heavy industries, major
drivers of growth in 2007, will slow from last year, but the drivers of growth

will remain.

In the IT industry, the display and mobile handset sectors are expected to maintain
negative growth, and growth in the semiconductor industry will also be in the
relatively low 2% range. This implies that the IT industry has not yet entered a
recovery phase, and that supply-demand adjustments for each product are taking
place.

Steel industry growth will drop to 3.7% in 2008 from 6.1% in 2007 as capacity
utilization reaches near-saturation levels, and not because of a fall in demand. In
the shipbuilding industry, growth in orders will only be around one-third of last
year's growth, but relatively high growth of more than 24% is likely to be
sustainable.

The chemical fiber industry is unlikely to escape from its current structural slump
in 2008, with the simultaneous forces of sluggish demand and the transfer of

production facilities overseas acting as drags on the industry.
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@3 7 Major Industry Growth Projections for 2008 (%)
Industry 71E 2007 2008 Industry 71E 2007 2008
Semiconductor | Production -3.4 2.3 Chemical fiber | Production| -1.9 -1.0
Display Production -13.9 -7.5 Shipping Revenue 14.3 1.2
PCB Production -3.7 1.4 Aviation Revenue 8.9 9.3
Mobile handset | Production | -12.2 52 Retail Ss@ene| 4, 4.2
(Department store) index
Electronic wire | Production | 0.3 0.2 Clothing Pr?g;‘gf{"’“ 7.0 6.9
Automobile | Production | 6.9 6.5 |Milling and sugar | o\ ion| 14 0.5
manufacturing
Auto part Revenue 9.3 11.0 Pharmaceutical Revenue 6.7 6.4
General | Production |, 4 2.0 Paper Production | 1.6 0.6
machinery | capacity index
Shipbuilding Orders 70.4 24.3 Construction Orders -2.2 0.1
Steel Production 6.1 3.7 Telecqmmunlcatlon Revenue 6.4 5.5
(Mobile telecom)
Non-ferrous metal | Production 46 3.7 ((:ég\)/ Revenue 2.4 3.8
Qil refining Production 3.4 5.9 Internet portal Revenue 46.2 29.4
Petrochemical Production 1.2 0.3 SW/IT service Revenue -5.3 3.5

(Plastic)

(sh)

Source: Hana Forecasting Model
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8 Industry Forecast 2008

Industry Production Domestic Sales Exports Profitability
Categories 2007 2008 2007 2008 2007 2008 2007 2008
Semiconductors | & ! B ) ) &

Displays 4 . ) ) J: )

ot @ @ ,
Automobiles ) ) ) O ) D )
Machineries & 9 ) . 9 W J: 7
Shipbuilding | )¢ ® ) - - ) O ]  ;

Steel I J ’ . ) . . .

Oil Refining .2 J J J J .2 .2 o

Petrochemical ' ) )

Chemical Fiber | &3 s s s s s
Shipping - - - - - _ i 5
Aviation - - - - - - s s

Retails - - ) ) _ _ } ;
P S
Pharmaceuticals I I I I . - Jr I

Paper ! ' ) & an )

Construction ) - - - - & &

ion Sorvoea| - R .

Bro;:dAc-g\s/ting ] j » & B } o ;

Internet Portal - - ) J - - i

Sg\ér?/?feslT - h & - - e 8

Note: “):: Very good, “J:: Good, ~¥: Fairly good, - Stagnant, &m: POOR, ? Recession

The forecast chart was prepared based on each industry's YoY growth and past performance

Source @ Hana Institute of Finance
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II. Electronics Industry Group
(Semiconductors/Displays/Mobile Handsets)

B The industry's revenue growth will recovery slightly as the demand for

IT products increases in developing countries such as China and India.

The domestic IT industry is largely influenced by economic conditions in OECD
countries including the US, Japan and Europe because of high levels of economic
dependency on these countries. This relationship is weakening, however, owing to
economic growth in developing countries and the transfer of production facilities
abroad.

In spite of aggressive intervention by the central banks of major advanced
countries, economic growth in OECD countries will remain at a level similar to the
previous year due to the potential threat of the US subprime mortgage crisis,
which could weaken consumption of high-end mobile IT products, such as 3G
mobile phones, smart phones and PMP. Overall, we conclude that economic
conditions in advanced economies will have a neutral impact on Korea's IT
industry.

Nevertheless, as emerging ecnomies such as China and India maintain their rapid
pace of growth, the demand for high-end IT products is expected to rise. In high-
growth countries, such as China, replacement demand for high-end products
including mobile phones and flat display TVs will grow as income levels rise. Thus,
we expect revenue growth in Korea's IT industry to recovery slightly.

Steady market growth in the display industry is expected, especially in the TV
market, largely due to the imapct of the 2008 Beijing Olympics and the

fast-growing popularity of digital broadcasting.

B Concerns of won appreciation, combined with price declines stemming
from excess supply, will hamper improvements in the profitability of the

[T industry overall.
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In terms of profitability, a stronger won would not be a positive, as it would create
problems in Korea's I'T industry, where earnings are heavily reliant on exports, in
terms of operating profit margins. Poor performance of large upstream companies
due to a stronger won would be followed cost-cutting by parts makers, thereby
hindering a profitability recovery in small-and medium-sized enterprises, wehre
exports account for a relatively small portion in the profit structure.

Continuing facilities investment of leading companies will cause a sustained
oversupply despite increased demand. Eventually, with falling prices on electronic
parts such as TFT-LCD panels, the industry will not make profitability
improvements.

Improvements in profitability will not easily be achieved overall in the IT industry,
but some products will improve slightly in terms of profitability. The excess supply
ratio of memory chips including DRAM and NAND Flash will decrease 1%p,
leading to a small increase in profitability. The mobile handset industry should
make a progress in profitability improvement as replacement demand for high-end

products increases beginning in 2H 2008.

Semiconductor Inventory Cycle 9 Mobile Handset Inventory Cycle

100

80 [ inventory

40

(YoY, %) (YoY, %)

05.1Q
) 30
inventory

20 o7.2Q 30 40 50 04.2Q

06.1Q
shipmer

(YoY, %) 06.4Q

shipments (YoY, %)

Source: KOSIS Source: KOSIS
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2. C|AZ|0]
ED 0 o220 £ By (YoY, %)
T 2005 | 2006 2007 2008
1/4 2/4 3/4P | 4/4P | 2007P | 1/4E | 2/4E | 3/4E | 4/4E | 2008E
At 80.9 183 | -10.8 | -26.0 | 8.4 -7.4 | -13.9 | -7.7 -5.8 -6.8 -9.9 -7.5
W | 244.8 | 148.8 | 736 26.9 32.1 32.0 38.4 21.2 38.6 31.2 27.4 29.8
= 636 | -13.8 | -b3.6 | 56.3 | -63.8 | -394 | -61.8 | -11.1 | -12.7 | -14.2 | -14.8 | -13.2
> 2WIE

>

}Z : Hana Forecasting Model
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3. HAIRE, M=

& 1 rcB 4= MY (YoY, %)
T 2005 | 2006 2007 2008
1/4 2/4 3/4P | 4/4P | 2007P | 1/4E | 2/4E | 3/4E | 4/4E | 2008E
At 0.0 4.3 5.7 -8.0 0.4 -1.6 -3.7 1.1 2.9 0.8 0.7 1.4
i 3.9 -2.6 -6.5 -8.8 -1.3 -2.9 -4.9 -2.6 1.3 0.9 0.9 0.2
= -6.1 223 | -11.7 | -7.9 2.9 -2.4 -4.7 2.8 7.6 1.2 1.2 3.1
7 2|E
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. Hana Forecasting Model
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B 12 OlsSAHEY| o5 MY (YoY, %)
T 2005 | 2006 2007 2008
= 1/4 2/4 3/4P | 4/4P | 2007P | 1/4E | 2/4E | 3/4E | 4/4E | 2008E
At 9.6 -3.6 |-29.2 |-14.3 1.9 -45 |-12.2 -8.0 -2.2 -3.1 -8.1 -5.2
W4 | -156.8 5.7 22.0 475 3.0 3.2 17.3 3.0 5.0 4.9 5.1 4.2
TE 12.8 -3.9 |-27.0 |-16.7 0.0 -2.0 |-129 -5.0 -1.0 -5.2 6.1 -6.7
F . BWIE
Xt2 : Hana Forecasting Model
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lII. Machinery Industry Group
(Automobiles/Machineries/Shipbuilding)

B Automobile industry profitability will improve as auto manufacturers
carry out large—car marketing strategies focusing on the domestic
market, and put greater efforts into selling in overseas markets by
introducing new, localized models are introduced and overseas
production is increased.

Based on growth in the automobile industry stemming from economic growth in the
BRICs, major companies including Toyota, Honda and GM will actively engage in
small-car production through investment in local facilities.

The total number of small-car sales worldwide will amount to 14.8 million, up 3.7%
from last year due to strong sales in China and India, which have relatively high
per-capita car ownership ratios, at 61.7 and 144.2, respectively.

Hyundai Motor Group will concentrate its efforts to improve manufacturing efficiency
and capture cost competitiveness through vertical integration of the auto parts industry
and buy-back global outsourcing.

Nevertheless, subcontracting and cost-cutting pressures from finished auto
manufacturers will hinder profitability improvements in small- and medium-sized
auto part manufacturers.

Exchange rates will remain a key factor in the profit structure of the automobile
industry, but their impact will be decidedly weaker than in past years. Inventory
burdens that stem from sales performance in overseas markets will become a more

important variable.

B Increased SOC investment in China and India and a sharp rise in
production facility demand in the Middle East will stimulate robust
growth 1n construction, processing and plant machinery and

shipbuilding industries.
In 2008, GDP growth in China will remain high at 11%, a level similar to 2007,
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resulting in sustained strong SOC investment and hence strong export
opportunities for Korea's construction machinery sector.

With growth in the Middle East on the back of surging oil prices and increased
plant investment in desalination and petrochemical plants, Korea's processing
machinery and production facility exports will continue to grow, resulting in
increased profitability.

The shipbuilding industry, which has secured four year's worth of orders, will continue
to enjoy impressive growth by implementing a strategy of selecting orders based on
high shipping charges. An increase in shipbuilding construction, a result of growth in
facilities investment, has caused a shortage of engines and thick steel plates, and will

become the most crucial factor of successful completion of shipbuilding.

26 Auto Sales Growth in BRICs 27 Machinery Inventory Cycle

r (YoY,%)

-10

D0 1 jnventory
—— China — India 0 201
—— BRICs USA 06
D
Z) .
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o 200P
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Source: Fourin, Global Insight, JD.Power

Source: KOSIS, Hana Institute of Finance
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V1. Materials (Steel/Non-ferrous metal/Qil refining/Petrochemical/Chemical Fiber)

B The global demand—supply imbalance caused by fast growth in demand
that outpaced supply capacity growth will continue in 2008, driving export
growth and hence growth in the materials industry.

Economic growth in China triggered the global demand-supply imbalance of
various raw materials such as oil and steel, leading to soaring prices and export
growth, and hence favorable conditions in the materials industry. We expect this
trend to continue in 2008.

In 2007, growth in large-scale production facilities in China and growth in Chinese
exports caused a worsening of global steel demand-supply conditions, thereby
causing steel prices to fall. The demand-supply conditions should improve in 2008,
however, as Chinese exports fall and steel companies around the world lower their
production volumes and adjust their inventory levels.

In the non-ferrous industry, unstable supply conditions stemming from the decline
in Chinese exports and frequent labor strikes will lead to lower LME inventory
levels and higher prices.

In the oil refining industry, demand will grow steadily in the BRICs, whereas
delayed investment in new oil refining facilities may result in tighter
demand-supply conditions. Thus, we expect healthy export growth and a sustained
recovery in domestic sales.

The petrochemical industry is likely to have sluggish domestic sales, but exports
are expected to grow by more than 5%, based on strong demand in China.
Expanded production facilities in the Middle East, however, will remain a risk
variable.

The chemical fiber industry is suffering from an ongoing demand-supply
imbalance as China's production capacity rises, and this is expected to continue

throughout 2008 as well.
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B With the exception of the chemical fibers industry, which is suffering from
Chinese export growth, the materials industry will continue at a fast pace
of growth, supported by strong demand in the BRICs, as well as an upturn
in profitability.

The high earnings trend in the steel industry will be sustained by rising global steel
prices. Integrated steel mill operators, in particular, will generate impressive
earnings.

In the non-ferrous metal industry, the polarization between refiners and the rolling
and pressing sector, where refiners enjoy sustained high profitability while the
rolling and pressing sector operates under a poor profit structure, will persist in
2008.

The oil refining industry will continuously make improvements in their
profitability with rising operating capacity and expanding refinery margins. The
high price of oil will hinder profitability growth in the petrochemical industry.
Coupled with rising cost-cutting pressures, a result of surging raw material prices,
the chemical fibers industry should perform poorly since sluggish demand makes it
difficult to raise prices. To prevent this, major companies will actively shift their

focus toward high-value-added products in their production portfolio.



44 Steel Inventory Cycle

45 Petrochemical Inventory Cycle
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V. Domestic Consumption Goods, Distribution and Transport Industry

B A recovery in consumer confidence will create higher demand, which
will lead growth in the domestic consumption goods and distribution

industry.

Private consumption has shown a gradual increase since the beginning of 2007,
and sales revenues of consumer goods have shown a steady recovery, with rising
stock prices and improved purchasing power. Private consumption in 2007 is
expected to grow 4.3% YoY, and the upward trend is expected to continue,
resulting in 4.8% YoY growth in 2008.

Improvement in purchasing power is expected to raise expectations on
consumer spending, and cause increased demand in the domestic consumption
and distribution industry. The index of consumer expectations on
consumption (in real terms), which shows a direct relationship with industry
growth, has rebounded since 2H 2006, reaching 104.6 in 3Q 2007. This
growth trend in the index is expected to continue through 2008.

Increased private consumption, supported by improvements in consumer
confidence, brought a direct impact on the performance of industries that
produce and distribute final consumption goods such as retail, apparel,
pharmaceuticals, paper, flour and sugar. Industry growth rates, which had
fallen drastically after the credit card crisis, have been improving since 2007.
Demand for final consumption goods is expected to rise further in 2008,
driving growth in the domestic consumption goods and distribution industry.
Similarly, strong demand will drive growth in the transport industry such as
shipping and aviation. Increased demand for overseas travel triggered by
appreciation of the won and a rise in I'T imports and export cargos will help the
aviation industry achieve 9% annual revenue growth. A steady increase in

freight to China will become a key factor in shipping industry growth.
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B Korea's construction market will be stagnant due to the slump in the
real estate market while construction demand in overseas including

the Middle East, emerging markets and Southeast Asia will grow.

Since the beginning of 2000, the portion of private sector investment in the
construction industry has been expanding, and therefore the influence of the real
estate market and private consumption on the construction industry also grew
significantly. Despite the private consumption recovery, a contraction of the
private construction sector, in the residential housing sector in particular, followed
by a slowdown in the real estate market, caused a slowdown in the construction
industry. It is expected that this trend will continue until 1H 2008.

There are possibilities that current regulations on the real estate market will ease,
but regulatory changes will not have a remarkable impact, owing to the risks of
another surge in real estate prices and the time difference between regulatory
changes and the time it takes for them to actually take effect.

Nevertheless, beginning in 2H 2008, with the beginning of large-scale
development projects and the completion of existing construction work, the civil
engineering and residential housing sectors should recover.

In the overseas construction sector, high oil prices will likely create more
large-scale plant orders from the Middle East. In addition, the diversification of
both project types, including residential housing or large-scale development
projects, and development markets, such as Southeast Asia and Russia, will all
have a positive impact on construction industry revenues. Nonetheless, there also
remain some risks such as project delays and delayed earnings collection, since
most projects are operated in less-developed areas.

Certain constraints in both domestic and overseas construction markets will add
additional burdens on small-and medium-sized construction firms. Companies will
show vastly different earnings depending on their size, since large firms have a

competitive advantage in competing for overseas construction orders, risk



management, or securing public building sites or large-scale contracts in Korea's
construction industry, as well as their technology or pricing competitiveness in the

civil engineering sector.

68 Consumer Expectation Index and Total Retail Activity Index
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£ 30 4RSS EOHHRe IEM Y (YoY, %)
2007 2008

1/4 2/4 | 3/4P | 4/4P | 2007P | 1/4E | 2/4E | 3/4E | 4/4E | 2008E
Rk 3.8 5.7 0.8 1.2 3.5 6.7 3.2 3.0 3.4 3.5 6.7 4.2
g3dulE | 9.5 8.3 11.2 | 10.0 6.6 | 12.1 10.0 9.0 9.3 6.6 | 12.1 9.3
13.0 | 135 8.9 73 | 146 | 11.8 | 10.7 | 120 | 11.2 | 146 | 11.8 | 124
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2007 2008
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V

. Telecommunications and Broadcasting Services Industry

B As the supplier-oriented media market converges, selective consumption
behavior will further grow while competition will intensify around price
and services.

The digitalization of technology, e.g. 3.5-generation mobile telecommunications
services, where image contents transmission is possible, and internet-based
broadcasting technology, combined with deregulation between the broadcasting and
telecom sectors, is stimulating a convergence of various supply parts including
telecommunications, CATV, the internet and video games.

The supplier-dominated market structure will change since various types of content
will be able to be offered competitively due to media market convergence. Thus,
consumer will have more control over their choices as they seek lowest cost/highest
satisfaction solutions to their consumption needs. This will lead to more intense

competition in pricing and service offerings.

B Telecommunication service providers may gain growth momentum from
the commercialization of IPTV services, and the CATV industry will
maintain its dominant position, although it might give up some market
share.

The dispute between the Broadcasting Commission and the Ministry of
Information and Communication regarding IPTV services has not yet been
resolved, but IPTv services will be commercialized as soon as the relevant decisions
by relevant authorities and accompanying regulations are completed.

The telecommunication industry continues to show relatively low annual average
revenue growth of 5-6%, as the number of subscribers reaches near-saturation, and
WiBro services are not actively operated. The industry, therefore, will concentrate
its efforts to obtain growth momentum by providing integrated services

(telecommunication + broadcasting + internet) that include IPTV.
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The combined services will become a strong substitute for CATV, so the CATV
industry, which has maintained revenue growth with the support of increased
advertising demand and reforms to its fee system, might lose some of its market
share. Nonetheless, CATV is expected to maintain competitiveness in terms of

service stability, programming capability and ability to secure popular content.

CATYV SO is expected to grow 7.7% over the same period last year on the back of
increasing advertising revenue, brought on by a domestic economic recovery, new
VoIP services, and rising commission fees. CATV Companies will likely increase
promotion expenses in order to cope with rising competition. Nonetheless, MPP
profitability should be stable with improved ARPU.

Revenues of mobile telecommunication providers are expected to rise, with YoY
growth being estimated at 8.4%, and profitability should improve too.
Profitability in the wired telecommunications sector, on the other hand, might

worsen, as sales of bundling services are unlikely to alleviate cost burdens.

109 CATV Service Index 110 Revenues of telco servicies
400 - Rev. of Mobile Comm. Rev. of Wire Comm.
(Base Year=100) — Broadband Subscribers
350 60000 - (Hundred Mil. Won) (Thousands) 7 15000
300
50000 1 14000
250
40000 |
200 1 1300
30000 -
150 4 12000
20000
100
10000 | | 11000
50
0 0 10,000
021 031 041 05.1 06.1 071 078 510 064Q 063Q 07.2Q0 0BIE 084QE
Source : KOSIS Source : Company report
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= 37 SHMHIA DNE SN Y (YoY, %)
TE | 2005 | 2008 2007 2008
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olgEN | 6.7 | -0.2 6.8 | 126 3.5 2.2 6.4 3.5 7.6 5.4 5.6 5.5
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38 FOISTV OiE J2M Y (YoY, %)
2007 2008
14 | 2/4 | 3/4p | 4/4p | 2007P | 1/4E | 2/4E | 3/4E | 4/4E | 2008E

SO 13.0 1.6 -1.6 8.9 7.0 8.2 5.7 9.0 | 10.0 3.0 4.0 6.3
PP 23.1 | 20.2 0.6 8.0 6.4 4.1 4.9 | 20.0 | 105 7.0 6.0 | 10.2
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XtZ : Hana Forecasting Model
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20081 MefH £ MY
(YoY, %)
o o | = Ay Lh4 +2
14 2/4 3/4 4/A |1/4 2/4 3/4 4/4 |1/4 2/4 3/4 4/4
= 2% | 14 -14 47 36| 11 -1.7 26 13| 18 03 64 53
ClAZo| | 8% |-7.7 -58 -6.8 -99|21.2 386 31.2 27.4|-11.1 -12.7 -14.2 -14.8
BOjE 22 | 80 22 -31 -81] 30 50 49 51|-50 -1.0 -52 -B.1
E|QMEM HE% | - - - - | 86 92 120 125 - - - -
M| 2MEAN (D48 | - - - - | 35 76 54 56/ - - - -
Ol ¥ |DjE%| - - - - [308 309 293 272| - - - -
swi Sl lpso| - - - - [01100 60 01[- - - -
/IT| SM - - - -] 20 30 40 70| - - - -
cAl SO |z - - - - |60 80 10 10/ - - - -
V| PP |HE%| - - - - 20 105 70 60/ - - - -
M9 | 22 | 53 58 66 57| 44 38 44 40| 92 84 93 717
5 | B4 22 [ -02 14 01 01/-09 20 13 01| 02 50 30 40
StI7I1ZQ=2| 22 | 40 50 30 40| 23 35 30 42 65 80 91 79
e | 22 | 60 -80 -6.1 -7.9/-156.0 -13.8 -15.0 -13.0| 04 10 62 3.2
_ |EY/ENME| 2¥ | 37 39 41 44| 48 53 39 53| 12 05 50 22
S |2yese| 2% | 35 31 28 35| 51 48 53 62-1.1 01 9.0 -95
CluEzEs] 2= | 28 32 40 47| 25 32 28 37| 57 59 54 70
E] HAZ2E| 20-131 1.4 16.0] 140 03.0 03.0 150|306 145 9.0 83
NSNS 22 | 79 45 121 26| 85 115 59 78| 75 45 76 14
71A ARRES| 55 10 08 08 - - - - | - - - -
HIX| 22 | 13 24 -19 07| 31 73 -18 33| 00 43 77 -13
2 gz - - - - |29 169 43 00| - - - -
a2 js%| - - - - | 95 110 84 84| - - - -
|2 gz | - - - - | 49 63 74 70 - - - -
A= M2 | 22 | -01 01 05 12| 05 -04 08 17|-18 13 -34 -12
o | Mok | B - - - - 30 34 35 67| - - - -
| goIy |mms - - - - 190 93 66 121 - - - -
< |e2pl AT mopiRAl - - - - 1120 1.2 146 118 - - - -
Al 4FY | Z¥ | - - - - |02 64 60 33 - - - -
Ml | 2% - - - - |18 30 69 57, - - - -
Xt2 : Hana Forecasting Model

- 211 -



o
!
oy
)A

—_—
o

Y " " " " " ) )
il . . > .
0|10
ol
tx .
e 4 4 4 > 5 | o o)
A
s - ) " " ) ) ) )
ol ~ 4 o) o) . . ~ ~
1o
__A_._._._
<
o - » - - - " " »
3 o) 4 4 o) $) $) o) o)
<0
o ) " ) " ) ) - )
gl > o) > o) o)
o
D " " " " - .
wlz 4 o) 4 o)
RREC
)|
S ) " " - ) ) )
o o) 4 4 o) $) Y | o o)
_ |1
<
20|
o » - " " - »
e 4 5 | & 4 A $) N | 5 S
A
S |- E=I - G
1| = = | Ho KO | Y I+ — - U
S I T A I B < B S B B B B |
< ol LI |k K| g | £ o K =3 o ™ 'K LS K
o R = | ° = E=

Y
od

70
o]

K-

ol

- 212 -



[pa
I?
0>

| skEp|

AHP[ | B
EP| SiEP| | dEP|  sED|

1x
40
_k')L
ot

ﬂ
o
0x
Jo

:Oé
Ho
|

oot
Ho

M|

U4

SHAMH|IA -

f1Chase sl '
A3, HANE, S CART, 4 2
s - =

- 213 -

olot






2008

SRR R

07-20083 A2@(4=Z
20079 109 13 4 <l
20079 109 15 o -3y

)

o

34l

2o gl
o o o
R
ofs
ol
v

¥ A3} 2002—-2200

HE

rod

&7

ins



