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Summary 

 Tame market response to the summit is accurately 

priced, in our view, with still low expectations of a real 

breakthrough in the near term to trade the ‘peace 

dividend’ or ‘economic reconstruction’ themes. 

 

 Best-case scenario will definitely reward South Korean 

assets but likely to be at the expense of Japan; JPY may 

face added structural depreciation pressure. 

 
 

 Unification cost to South Korean economy is still unclear 

but it should not be as dire as the headline figure 

suggests. 

 

 The worst-case scenario is extreme pessimism about 

policy flip-flops by both sides again leading to a higher 

risk of actual military conflict while markets re-price 

global geopolitical risk. 

Despite it ending with warm words and vague promises 
yesterday, the Trump-Kim Summit released a lack-of-
substance, one-and-a-half page joint- agreement which in 
practice provided little real insight on what was actually 
achieved. Arguably, this is roughly what the market had 
already priced in (given the tame responses in KOSPI, 
KRW, Korean rates and CDS in the run-up to and in the 
aftermath of the event), and seems appropriate in our view. 
At best, the summit should avoid imminent hostilities and 
marks a crucial first step for a likely long, drawn-out 
negotiation process for North Korea’s denuclearisation.  
 
It seems an appropriate base case scenario for now where 
an actual breakthrough for an ending of economic sanctions 
on North Korea, the US military presence and an irreversible 
denuclearisation by Pyongyang are not yet risk-on bets on 
the ‘peace dividend’ in financial markets. And we all need to 
stay close to monitor the possible development that will 
follow keeping in mind the spectre of the two leaders’ highly 
unpredictable style of policymaking and announcements. 
 
Further down the road, however, the tail risks (despite their 
small probability at this juncture) could have quite a binary 
outcome. The best case is that yesterday’s event indeed 

marks the acceleration in the peace agreement, 
denuclearisation and ultimate unification on the Korean 
peninsula.  
 
Some may draw the optimistic analogy of the 1986 summit 
between Ronald Reagan and Mikhail Gorbachev that led to 
the INF (Intermediate-Range Nuclear Force) Treaty in 1987. 
The event had a longer-term impact on US military spending 
cuts in the 1990s (and, thus, its budgetary balance) as well 
as laying the foundations for the eventual break-up of the 
Eastern European block that unleashed massive cheap 
production capacity (along with China) to the global 
economy in the following two decades .  
 
 

The Good 

In Korea’s most optimistic case, we expect the following: 
 
Economic sanctions to end swiftly followed by a joint US, 
China, South Korea-led economic reconstruction 
programme to pave the way for the eventual reunification of 
the North and South.  
 
The ‘investment boom’ theme plays out on relevant South 
Korean and other foreign (particularly US and China ) 
construction and infrastructure firms. The likely initial 
outcome will be the resumption of North Korea’s economic 
zones and rapid expansion thereafter with active foreign 
participation. 
 
Japan would be seen as the immediate loser as South 
Korea - already gaining a considerable competitive edge 
over many Japanese technology and industrial firms in the 
global market - will amass even more global market share 
given the North’s cheaper production costs and natural 
resources.  A structurally weaker JPY will be perceived as 
the inevitable economic outcome. 
 
It is still difficult to assess the unification cost and immediate 
economic consequences for the South Korea economy as 
the unification aspiration develops. As a comparison, the 
merger of East and West Germany in 1990 was abrupt, and 
the low currency conversion rate caused rapid inflationary 
pressures that resulted in an immediate sell-off in the Bund. 
Of course, unification acted to change Bundesbank policy 
significantly thereafter. 
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Arguably, the current north-south divide in Korea is 
considerably more significant than the east-west income 
gap in Germany in 1990. The numbers bubbling around for 
Korea’s unification cost are estimated at US$2 trillion which 
is the size of South Korea’s annual GDP. It looks staggering 
but much less so if we consider the merger of the two 
economies will be part of a long-term process as compared 
to the rather abrupt change in Germany.  
 
Indeed, South Korea’s persistent fiscal conservatism over 
the past two decades was a pre-emptive policy that has 
been far too well prepared for the eventual unification 
objective. The government’s balance sheet is strong and 
with reasonably low public debt (about 35% of GDP), and  
the potential for foreign aid and financial assistance, the 
funding requirement pressure should not be as severe as 
the headline number implies. 
 
However, it is reasonable to expect upward pressure on 
South Korea’s domestic rates and yields on expanded 
liquidity demand, and downward depreciation pressure on 
KRW as the administration figures out the right conversion 
rate for a unified currency.  
 
 

The Bad  

The worst-case scenario is likely to be at the other end of 
extreme pessimism with a risk of the two leaders flip-
flopping again.  The right spirit of the joint-agreement could 
completely unravel if a decision on the actual 
denuclearisation process never comes close. Trust between 
Trump and Kim can evaporate quickly, and the two sides 
are then unable to return to square one but instead step 
towards the path of true military confrontation.  
 
Global markets will be seriously impacted by such a 
geopolitical event with global risk-off but JPY likely to 
strengthen in the search for safe haven trade. South Korea 
becomes the big loser with sovereign rating downgrades, 
asset sell-offs and investors accurately pricing the ‘North 
Korean’ premium  in a way that has never seen before. 
 
 
Anthony Chan 

Chief Asia Investment Strategist 
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Country Australia China India Indonesia Japan Korea Malaysia Philippines Singapore Thailand Taiwan

Central Bank RBA PBOC RBI BI BOJ BOK BNM BSP MAS BOT CBC

Current interest rate 1.50% 4.35% 6.25% 4.75% -0.10% 1.50% 3.25% 3.75% NA 1.50% 1.38%

Consensus end of 2018 1.50% 4.05% 6.50% 5.00% -0.10% 1.50% 3.50% 4.00% 1.50% 1.38%

UBP  2018 1.50% 4.50% 6.50% 4.75% -0.10% 1.50% 3.50% 4.00% 1.50% 1.50%

Jun-18 5-Jun 6-Jun 28-Jun 15-Jun 21-Jun 20-Jun

Jul-18 3-Jul 19-Jul 31-Jul 11-Jul

Aug-18 7-Aug 1-Aug 16-Aug 9-Aug 8-Aug

Sep-18 4-Sep 27-Sep 19-Sep 5-Sep 27-Sep 19-Sep

Oct-18 2-Oct 4-Oct 23-Oct 31-Oct Oct-2nd week

Nov-18 6-Nov 15-Nov 8-Nov 15-Nov 14-Nov

Dec-18 4-Dec 4-Dec 20-Dec 20-Dec 13-Dec 19-Dec

*Consensus- Bloomberg

Schedule of upcoming central bank meetings

Schedule of upcoming central bank meetings 
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Disclaimer 
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client must make his/her own independent decisions regarding any securities or financial instruments mentioned herein and regarding the merits or suitability of any investment. Before 
entering into any transaction, clients are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and are urged to seek 
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The investments mentioned herein may be subject to risks that are difficult to quantify and to integrate into the valuation of investments. Generally speaking, products with a high degree of 
risk, such as derivatives, structured products or alternative/non-traditional investments (such as hedge funds, private equity, real estate funds, etc.) are suitable only for clients who are 
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guarantee that the information the Bank has gathered in good faith is accurate and complete. Circumstances may change and affect the data collected and the opinions expressed at the 
time of publication. Therefore information contained herein is subject to change at any time without prior notice. UBP makes no representations, provides no warranty and gives no 
undertaking, express or implied, regarding any of the information, projections or opinions contained herein nor does it accept any liability whatsoever for any errors, omissions or 
misstatements in the document. UBP does not undertake to update this document or to correct any inaccuracies which may have become apparent after its publication. 
 
This document may refer to the past performance of financial instruments. Past performance is not a guide to current or future results. The value of financial instruments can fall as well as 
rise. All statements in this document, other than statements of past performance and historical fact, are “forward-looking statements”. Forward-looking statements do not guarantee future 
performances. The financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and 
assumptions which may not happen as forecast. The actual performance, results, market value and prospects of a financial instrument may differ materially from those expressed or 
implied by the forward-looking statements in this document. The projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may 
adversely affect performance. UBP also disclaims any obligation to update forward-looking statements, as a result of new information, future events or otherwise. 
 
Any performance data included in this document does not take into account fees, commissions, expenses charged on issuance and redemption of securities, or any other costs, nor any 
taxes that may be levied. The tax treatment of any investment depends on the client’s individual circumstances and may be sub ject to change in the future. This document does not 
contain any tax advice issued by UBP and does not necessarily reflect the client’s individual circumstances.   
 
This document is confidential and is intended to be used only by the person to whom it was delivered. This document may not be reproduced, either in whole or in part. UBP specifically 
prohibits the redistribution of this document, in whole or in part, without its written permission and accepts no liability whatsoever for the actions of third parties in this respect. This 
document is not intended for distribution in the US and/or to US Persons or in jurisdictions where its distribution by UBP would be restricted.  
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