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KOSPI (pt) 2,167.51 0.34  4.27  6.04  6.96   

Turnover (W bn) 3,912          

KOSDAQ (pt) 628.52 1.49  4.63  (1.26)  (0.46)   

    

Major Indicators 

 Mar 31 1-wk ago 1M ago end-16  

10-yr US Treasury Notes 2.39  2.41  2.39  2.44   

3-yr gov’t bonds (%) 1.67  1.68  1.67  1.64   

AA- corporate bonds (%) 2.13  2.13  2.06  2.14   

KRW/USD (won) 1,118.45  1,122.65  1,130.28  1,205.83   

KRW/100JPY (won) 1,000.27  1,008.72  1,005.72  1,027.91   

JPY/USD (yen) 111.39  111.35  112.77  117.00   

USD/EUR (USD) 1.07  1.08  1.06  1.05   

WTI (USD/bbl) 50.60  47.97  54.01  53.72   

Gold (USD/oz) 1,251.20  1,251.70  1,257.20  1,154.30   

 

Domestic Institutions Net Buy / Sell  

Net Buy (W bn)  Net Sell (W bn)  

Samsung Electronics 28.7  Hyundai Motor 24.6  

SK Hynix 23.6  POSCO  24.0  

AmorePacific 12.9  Hyundai Mobis 16.3  

Hotel Shilla 8.7  Hyundai Steel 14.5  

Shinsegae 8.4  Hyundai E&C 11.0  

   

Foreign Net Buy / Sell  Our market view (for the mid- to long-term) 

Net Buy (W bn)  Net Sell (W bn)  (%, x)  2016A 2017F 2018F 

SK Hynix 25.7  Samsung Electronics 77.7  Corporate 
earnings 

OP growth  20.6 31.9 8.1 

Hyundai Motor 13.6  AmorePacific 32.9  NP growth 9.1 34.6 8.9 

KEPCO 11.2  Samsung Biologics 10.8  
Valuation 

PE 12.3 9.9 9.0 

Nongshim 10.4  NCsoft 8.4  PB 1.03 1.02 0.93 

CJ CGV 8.2  LG Chem 6.8    

  
Economic forecast 

  

Daily performance by sector  
 Factors 2016A 1Q17F 2Q17F 3Q17F 4Q17F 2017F 

 GDP (%) 2.7 2.9  2.7  2.8  3.0  2.9 

Top five sectors % chg  Bottom five sectors % chg  Private consumption (%) 2.3 1.8  2.1  2.6  3.0  2.4 

Pharmaceuticals 2.87  Metals (2.71)  Facility investment (%) (3.7) 2.8  3.5  5.1  5.3  4.2 

Medical precision 1.93  Transport & storage (1.95)  Current account (USD bn) 93.5 16.3  30.3  21.9  30.8  99.3 

Telecom services 1.37  Construction (1.38)  CPI (%) 1.0 2.1  2.2  2.5  2.6  2.4 

Electrical/Electronics 0.74  Non-metallic (0.79)  KRW/USD (AVG) 1161 1,135  1,150  1,185  1,230  1175 

Retail 0.69  Transport equipment (0.42)  Policy rate (%, EOP) 1.25 1.25 1.25 1.25 1.25 1.25 

   Note) All figures’ growth rates are on YoY basis. 
Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, including the U.S. 
PLEASE SEE ANALYST CERTIFICATIONS AND GLOBAL DISCLAIMER AT THE END OF THIS REPORT. 
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Company & sector note 

Nongshim (004370) Kyoung Ju Lee, 822-3276-6269, kjlee@truefriend.com 

BUY (Maintain), TP: W500,000 (Maintain), Close: W310,000 (+3.68%) 

1Q17 preview: ASP hike effects visible from 2Q17  

▶ We estimate 1Q17 sales will fall 0.7% YoY and OP 9.5% YoY, 9.4% below consensus based on OP. Premium ramen sales 

should fall to W30bn, after topping W40bn in 1Q16, as the boom in 4Q15-1Q16 wanes. Furthermore, marketing spending to 

maintain market share has increased as competitors have yet to raise prices. Nongshim lifted ramen prices by 6% at end-

2016, but peers are still leaving prices intact. Historically, competitors match price hikes after a three-month lag. But, these 

companies appear to be delaying price changes this year. 

▶ Shares have pulled back recently on concerns that Nongshim would lose market share as Ottogi has left its ramen prices 

unchanged and on fears that China sales would erode due to the THAAD issue. But, Nongshim’s domestic market share 

should remain above the 2Q16 bottom. Specifically, we estimate market share at 56.7% in 1Q17, compared to 54.2% in 1Q16, 

54.0% in 2Q16, 56.0% in 3Q16 and 56.7% in 4Q16. Even if marketing spending is limited, we believe customer migration will 

be only marginal as the per pack price difference is only W40-50. 

▶ We revise down 2017 EPS by 5.0% and 2018 by 4.7% to reflect the THAAD issue (2017 China sales W183.5bn, up 8.4% 

YoY, OP W10.5bn, up 87.0% YoY). But, we maintain BUY as the revisions are relatively limited and as shares trade at only 

28.3x 2017 PE, a discount to global peers. Going forward, we believe the effects of the ramen price hikes will be visible from 

2Q17. And, negative effects from early buying ahead of the price hikes should fade after 1Q17, while additional marketing 

spending that began in 2Q16 should result in better sales of existing products. As such, 2Q17 OP should jump 71.6% YoY 

(W21.3bn) and 3Q17 OP 72.0% YoY (W39.1bn). 

 

NCsoft (036570) Andy Kim, 822-3276-6158, askim@truefriend.com 

BUY (Maintain), TP: W370,000 (Maintain), Close: W309,000 (+1.31%) 

NDR takeaways – Mobile MMORPG shortage compared to demand 

▶ We conducted an NDR in the US with NCsoft, and met with 15 institutional investors over three days starting from March 

28. While falling Lineage 1 sales fueled some concerns, the focus was mostly on the mobile game strategy, including Lineage 

M. Going forward, management plans to focus on growing its exposure to mobile MMORPG, which has higher average 

revenue per paying user (ARPPU) than PC-based games. Given a low weighting of China sales and low expectations for 

Lineage RK, we believe the ongoing THAAD controversy will have only a limited impact. 

▶ By reflecting mobile MMORPG market trends, e.g., auto gameplay, in addition to sophisticated graphics utilizing the Unreal 

4 engine, Lineage Revolution has become the leading domestic mobile MMORPG. And, demand for the mobile MMORPG 

market has grown sharply, but supply is still limited. As such, we believe there is still significant demand for Lineage M, the 

second game to be developed domestically. Of the Lineage Revolution users, less than 30% are Lineage 1 players. And, 

Lineage M should secure a robust user base among existing online game users. Of note, the core target market is older 

players familiar with Lineage 1, rather than younger players in their 20s-30s. As such, relatively poor graphics on Lineage 

Revolution should have only a marginal impact.  

▶ Despite concerns, NCsoft is reinforcing its position in the mobile game market. Lineage RK ranked first in both domestic 

app markets despite a negative initial response. Furthermore, Final Blade and H2 (sports genre) are also beating 

expectations. As such, expectations are rising for Lineage M. If the game is a success, this should lift hopes for Aion Mobile, 

which is scheduled to launch in 2H17. Overall, momentum concerns should fade sharply after the launch of Lineage M. 

Backed by the successful games, we believe NCsoft will secure: 1) high-quality IP, 2) solid publishing games, and 3) a robust 

developer workforce. 

▶ We maintain BUY with a TP of W370,000 (19.7x 12MF PE) as concerns over a delayed Lineage M launch have faded. 

Furthermore, NCsoft should benefit given: 1) a robust user base given 3.8mn dormant users, 2) Lineage M will be the only 

domestic mobile MMORPG, excluding Lineage Revolution, and 3) Lineage M sales may beat market expectations due to the 

item trading function, which was a core element to Lineage 1. Furthermore, the success of H2 has further confirmed NCsoft’s 

mobile competitiveness, as sales exceed that of other baseball games. 

http://www.truefriend.com/download_pdf.jsp?file=eng/research/1Q17_NS_preview_ENG_ed__F_1
http://www.truefriend.com/download_pdf.jsp?file=eng/research/NCsoft_NYNDR_170403_en_ed_COMP
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Film (Overweight) Minha Choi, 822-3276-6260, mhchoi@truefriend.com 

1Q17 box office Review: A silver lining 

▶ Korea’s box office expanded in 1Q17 on successful domestic and foreign movies. Specifically, total box office ticket sales 

reached W422.4bn (+8.3% YoY) as 52.2mn (+5.6% YoY) tickets were sold. Confidential Agreement (released January 15) and 

The King (January 18) both targeted the Lunar New Year holiday, and these films, in addition to other domestic movies 

(Fabricated City, February 9, 2.5mn tickets sold; New Trial, 2.4mn tickets sold), posted robust results. January-February 

results edged up only 3.2% YoY, but March ticket sales surged 25.2% YoY, lifting quarterly results. Of note, Korean movie 

ticket sales increased 7.3% YoY during 1Q17 while foreign movie ticket sales improved 9.4% YoY. 

▶ China’s box office reached CNY14.5bn in 1Q17, flat YoY. Due to the different timing of the Lunar New Year, January box 

office jumped 27.8% YoY while February contracted 10.0% YoY and March 10.3% YoY. Given the record success of the 

Mermaid (February 8, 2016) last year, the flat results are viewed as a success. Of note, The Mermaid sold 9.2mn tickets, 

generating sales of CNY339.2bn. 

▶ We forecast the film market will post robust growth this year as sequels to popular foreign titles and major domestic films in 

Korea and China are scheduled for release. Given the movie lineup (Table 3), both domestic and foreign films should 

contribute equally to growth in 2Q17. Of note, China’s box office edged up only 3.6% YoY in 2016 due to poor 2Q16 results. 

Specifically, China’s box office surged 50.8% in 1Q16 fueled by The Mermaid, but growth slowed sharply as results were poor 

in the rest of the year (2Q16 -4.9% YoY, 3Q16 -13.4% YoY, 4Q16 -9.2% YoY). We believe China’s box office will resume 

structural growth after bottoming in 1Q17 due to the high Mermaid base effect. 

 

Non-life insurance (Overweight) Taeho Yoon, 822-3276-5956, taeho3123@truefriend.com 

Time to prepare for a gradual share rebound 

▶ Combined NP at the six non-life insurers reached W237.9bn (+16.3% YoY, -49.1% MoM) in February. 1) The sharp MoM 

decline is mainly due to a W260bn one-off gain from sale of Samsung F&M’s headquarters in January. 2) NP climbed 16.3% 

YoY as average auto loss ratio fell 2.6%p YoY or 3.5%p MoM. 3) Risk loss ratios rose overall as claims were pushed back to 

February due to the Lunar New Year in January and two additional business days in February. Of note, Samsung F&M’s risk 

loss ratio normalized to 78.9%, falling 3.2%p YoY, from the unusually high level last year. 

▶ March NP should decline, due to: 1) more business expenses on additional marketing expenses and a larger amortization 

burden, and 2) high risk loss ratio from more claims on additional business days. However, as earnings at the six non-life 

insurers were solid in January-February, 1Q17 results should beat consensus. Specifically, we believe Samsung F&M will 

reach 50% of its annual guidance in 1Q17 alone due to the sale of its headquarters in 1Q17 and dividend income from 

Samsung Electronics. Accordingly, we believe Samsung F&M (annual guidance W925bn) will post solid 1H17 results and 

weaker 2H17 earnings. Dongbu Insurance and Meritz F&M should also beat 1Q17 consensus given robust January-February 

results (96.3% and 101.4% of consensus during the two-month period, respectively). Hyundai M&F, KB Insurance and 

Hanwha Insurance should be in line with consensus. 

▶ Since the start of the year, non-life shares have underperformed the Kospi and other finance sectors, on: 1) concerns over 

capital adequacy stemming from rising interest rates, and 2) concerns over excessive competition. Both factors are critical to 

enterprise value and full-year earnings direction, so concerns should linger. Despite the near-term effects of rising interest 

rate, we believe concerns are excessive as the higher rates are clearly benefiting enterprise value. Furthermore, second-tier 

non-life insurers are pacing subordinated debt issuances, and these should be absorbed by the market without any major 

turbulence given earlier efforts by Hanwha Life. Given the monthly NP buffer and the position of vulnerable major 

shareholders, rights offerings appear unlikely (excluding financial holding company subsidiaries). 

 

Company & sector comment 

KCC (002380) Kyoung Ju Lee, 822-3276-6269, kjlee@truefriend.com 

BUY (Maintain), TP: W450,000 (Maintain), Close: W352,000 (-0.56%) 

4Q16 audited report analysis: Defending P amid poor conditions 

http://www.truefriend.com/download_pdf.jsp?file=eng/research/Movie%20monthly_170403_eng_ed_F
http://www.truefriend.com/download_pdf.jsp?file=eng/research/KIS_NL_February_ENG3_2
http://www.truefriend.com/download_pdf.jsp?file=eng/research/20170403%20KCC%20comment%20eng
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▶ Based on an analysis of the audited report, we attribute the poor 4Q16 earnings to: 1) W20bn in bad debt expenses for 

long-term receivables, which appears to have been reflected in paint SG&A expenses, and 2) W70.4bn in impairment losses 

for the Saudi Arabian polysilicon subsidiary (PTC), which was booked as non-operating expenses. Paint sales edged down 2% 

YoY on a 1% decline in output and unit price cuts, while construction material sales improved 3% YoY. Sales of organic silicon 

and other products jumped 12% YoY, but HomeCC sales dropped 15% YoY. OP plunged 86% YoY on paint impairment losses 

and an 11% YoY decline in construction materials. 

▶ While construction material sales were robust in 2016, pricing pressure was significant and shipbuilding/industrial coating 

sales volume deteriorated. Among all products, the price of gypsum board (up 1.6% YoY in 2016) is the only to rise on a 

supply-demand imbalance; so the timely capacity expansion is even more positive. Of note, there was no pricing erosion for 

products with fewer competitors, such as mineral insulation and sealants. But, the prices of industrial coatings (-7.4% YoY) 

and construction/shipbuilding paints (-4.6% YoY) have been falling since 2015. 

▶ In 2017, we believe construction materials will depend more on P rather than Q. Shipbuilding-related steel product prices 

appear to be climbing in 1Q17, which should result in higher shipbuilding paint prices. According to recent media reports, 

prices should begin rising for some products soon as the big three players, LG Hausys, KCC and Hanwha L&C, will lift PVC 

window prices by 8%. 

▶ Despite difficulties in the shipbuilding and auto sectors during 2013-2016, KCC has been posting steady growth. In 2017, 

we believe the company will continue to post stable results as it defends product prices. However, KCC shares have been 

tightly correlated to Samsung C&T shares over the past six months (correlation coefficient 0.9). While this is partly unavoidable 

as Samsung C&T accounts for more than half of KCC’s market cap, we believe shares have no priced in the robust earnings 

capacity. Once Samsung C&T shares stabilize, we believe KCC shares will begin reflecting the solid operating value. 

 

 

Please click on the underlined companies and sectors to see the full reports 

 

 

 

■ Guide to Korea Investment & Securities Co., Ltd. stock ratings based on 12-month forward share price performance relative to the market index 
 BUY: Expected to outperform the market index by 15%p or more 
 Hold: Expected to underperform or outperform the market index by less than 15%p 
 Underweight: Expected to underperform the market index by 15%p or more 
 Korea Investment & Securities does not offer target prices for stocks with Hold or Underweight ratings. 

 

■ Guide to Korea Investment & Securities Co., Ltd. sector ratings for the next 12 months 
 Overweight: Recommend increasing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market 

capitalization.  
 Neutral: Recommend maintaining the sector’s weighting in the portfolio in line with its respective weighting in the Kospi (Kosdaq) based on market 

capitalization.  
 Underweight: Recommend reducing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market 

capitalization.  
 

■ Analyst Certification 

I/We, as the research analyst/analysts who prepared this report, do hereby certify that the views expressed in this research report accurately reflect my/our 
personal views about the subject securities and issuers discussed in this report. I/We do hereby also certify that no part of my/our compensation was, is, or 
will be directly or indirectly related to the specific recommendations or views contained in this research report. 
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Global Disclaimer 
 

■ General 

This research report and marketing materials for Korean securities are originally prepared and issued by the Research Center of Korea Investment & 
Securities Co., Ltd., an organization licensed with the Financial Supervisory Service of South Korea. The analyst(s) who participated in preparing and 
issuing this research report and marketing materials is/are licensed and regulated by the Korea Financial Investment Association in Korea only. This report 
and marketing materials are copyrighted and may not be copied, redistributed, forwarded or altered in any way without the consent of Korea Investment & 
Securities Co., Ltd. 
 
This research report and marketing materials are for information purposes only. They are not and should not be construed as an offer or solicitation of an 
offer to purchase or sell any securities or other financial instruments or to participate in any trading strategy. This research report and marketing materials 
do not provide individually tailored investment advice. This research report and marketing materials do not take into account individual investor 
circumstances, objectives or needs, and are not intended as recommendations of particular securities, financial instruments or strategies to any particular 
investor. The securities and other financial instruments discussed in this research report and marketing materials may not be suitable for all investors. The 
recipient of this research report and marketing materials must make their own independent decisions regarding any securities or financial instruments 
mentioned herein and investors should seek the advice of a financial adviser. Korea Investment & Securities Co., Ltd. does not undertake that investors will 
obtain any profits, nor will it share with investors any investment profits. Korea Investment & Securities Co., Ltd., its affiliates, or their affiliates and 
directors, officers, employees or agents of each of them disclaim any and all responsibility or liability whatsoever for any loss (director consequential) or 
damage arising out of the use of all or any part of this report or its contents or otherwise arising in connection therewith. Information and opinions contained 
herein are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or Korea Investment & Securities 
Co., Ltd. The final investment decision is based on the client’s judgment, and this research report and marketing materials cannot be used as evidence in 
any legal dispute related to investment decisions.  
 

■ Country-specific disclaimer 

United States: This report is distributed in the U.S. by Korea Investment & Securities America, Inc., a member of FINRA/SIPC, and is only intended for 
major U.S. institutional investors as defined in Rule 15a-6(a)(2) under the U.S. Securities Exchange Act of 1934. All U.S. persons that receive this 
document by their acceptance thereof represent and warrant that they are a major U.S. institutional investor and have not received this report under any 
express or implied understanding that they will direct commission income to Korea Investment & Securities, Co., Ltd. or its affiliates.  Pursuant to Rule 
15a-6(a)(3), any U.S. recipient of this document wishing to effect a transaction in any securities discussed herein should contact and place orders with 
Korea Investment & Securities America, Inc., which accepts responsibility for the contents of this report in the U.S.  The securities described in this report 
may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered or sold in the U.S. or to U.S. 
person absent registration or an applicable exemption from the registration requirement. 
 
United Kingdom: This report is not an invitation nor is it intended to be an inducement to engage in investment activity for the purpose of section 21 of the 
Financial Services and Markets Act 2000 of the United Kingdom ("FSMA"). To the extent that this report does constitute such an invitation or inducement, it 
is directed only at (i) persons who are investment professionals within the meaning of Article 19(5) of the Financial Services and Markets Act 2000 
(Financial Promotion) Order 2005 (as amended) of the United Kingdom (the "Financial Promotion Order"); (ii) persons who fall within Articles 49(2)(a) to (d) 
("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order; and (iii) any other persons to whom this report can, for 
the purposes of section 21 of FSMA, otherwise lawfully be made (all such persons together being referred to as "relevant persons"). Any investment or 
investment activity to which this report relates is available only to relevant persons and will be engaged in only with relevant persons. Persons who are not 
relevant persons must not act or rely on this report. 
 
Hong Kong: This research report and marketing materials may be distributed in Hong Kong to institutional clients by Korea Investment & Securities Asia 
Limited (KISA), a Hong Kong representative subsidiary of Korea Investment & Securities Co., Ltd., and may not otherwise be distributed to any other party. 
KISA provides equity sales service to institutional clients in Hong Kong for Korean securities under its sole discretion, and is thus solely responsible for 
provision of the aforementioned equity selling activities in Hong Kong. All requests by and correspondence with Hong Kong investors involving securities 
discussed in this report and marketing materials must be effected through KISA, which is registered with The Securities & Futures Commission (SFC) of 
Hong Kong. Korea Investment & Securities Co., Ltd. is not a registered financial institution under Hong Kong’s SFC. 
 
Singapore: This report is provided pursuant to the financial advisory licensing exemption under Regulation 27(1)(e) of the Financial Advisers Regulation of 
Singapore and accordingly may only be provided to persons in Singapore who are "institutional investors" as defined in Section 4A of the Securities and 
Futures Act, Chapter 289 of Singapore. This report is intended only for the person to whom Korea Investment & Securities Co., Ltd. has provided this 
report and such person may not send, forward or transmit in any way this report or any copy of this report to any other person. Please contact Korea 
Investment & Securities Singapore Pte Ltd in respect of any matters arising from, or in connection with, the analysis or report (Contact Number: 65 6501 
5600). 
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