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• Japan’s decision to curb exports of high-tech
materials to South Korea could have a
significant impact on electronics supply
chains, not only in Korea, but also the
region.
• The three high-tech materials on Japan’s
restriction list are crucial for the
manufacturing of semiconductors and
display screens. Japan currently dominates
global supply of these materials.
• South Korea plays a key role in the global
supply of memory chips and OLED screens.
• A shortage/delay of component supply
could affect the downstream electronics
producers around the region.
• Implications for our forecasts: Recovery
prospects for Korea’s exports and overall
growth in 2H remain elusive despite the USChina trade truce.
• Implications for investors: Expect the Bank
of Korea to downgrade its economic
assessment at its July 18 policy meeting.
This would pave the way for a 25bps rate cut
in the coming months.

The Japanese government has said, on July 1, that it will
curb the exports of high-tech materials to South Korea.
Bilateral diplomatic ties have deteriorated over disputes
regarding compensation for South Koreans forced to
work for Japanese firms during World War Two. Effective
July 4, Japan will require its exporters to seek approval
when shipping three high-tech materials to South Korea,
a process that will take up to 90 days. Furthermore,
Tokyo is considering whether to remove South Korea
from a so-called "White List" of countries, requiring
exporters to seek a license when exporting the items that
have the potential for military use to South Korea.
Significant impact on South Korea’s electronics industry
The three high-tech materials on Japan’s restriction list
are crucial for the manufacturing of semiconductors and
display screens. Among them, fluorinated polyimides are
used to make flexible OLED displays, while resist
polymers and hydrogen fluoride are used to imprint and
etch chip circuits. Japan currently occupies as much as 90%
of global production of fluorinated polyimides and resists.
Given the scarce sources of alternative supply, Japan’s
export controls would effectively slow/disrupt the
manufacturing process of certain components among the
Korean tech firms, including Samsung, SK Hynix and LG.
As a result, South Korea’s financial markets did not
participate in the region’s relief rally over the US-China
trade truce struck at G20 Osaka Summit. Instead, the
KOSPI and the KRW reacted negatively to Japan’s trade
restrictive measures on Monday.
Ripple effects on the regional electronics supply chains
The ripple effects on the regional electronics supply
chains cannot be underestimated. South Korea is
currently the world’s second largest producer of
semiconductors, holding a 70% share in the global DRAM
market and 50% in the global NAND flash market.
Meanwhile, Samsung and LG also dominate more than
90% of the global OLED screen market.
Refer to important disclosures at the end of this report.
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While substitutes for the Korea-made semiconductors
and displays are available from the US, Taiwan and even
China, the substitution process may not be smooth in
specific areas in the short term. The shortage/delay of
component supply would hurt the downstream
producers for smartphones, computers and TVs, such as
Apple, Huawei, as well as the Japanese firms like Sony
and Panasonic.
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Forecast implications
South Korea’s electronics exports have been on a cyclical
downturn since 4Q18. Current headwinds include the
global economic slowdown, a saturated smartphone
market and heightened business uncertainties from the
US-China trade/tech war. The recent US-China trade
truce struck at the G20 has, in the short-term, reduced
the risk of supply chain disruption and provided some
temporary relief for regional electronics producers.
Unfortunately, this has been offset by an increase in
Japan-Korea tensions. We are staying cautious over
South Korea’s 2H growth outlook and reaffirm our call for
a 25bps rate cut from the Bank of Korea in 3Q.

Related reports:
South Korea chart book: an improving cycle vulnerable to
trade wars
South Korea: Revising down current account forecast
South Korea: GDP forecast downgrade
Taiwan more vulnerable to tech war than South Korea
South Korea and Taiwan: Tentative signs of a bottom
South Korea and Taiwan: Lower inflation, stable rates
Tech clouds Taiwan’s growth outlook more than South
Korea
Taiwan faces more risks from weak PMIs than South
Korea

30
25
20
15
10
5
0

Source: Statista, DBS

Page 2

Japan-Korea tensions pose new risks to electronics supply chains

July 3, 2019

Group Research
Economics & Strategy Team

Taimur Baig, Ph.D.
Chief Economist - G3 & Asia
+65 6878-9548 taimurbaig@dbs.com
Nathan Chow
Strategist - China & Hong Kong
+852 3668-5693 nathanchow@dbs.com
Masyita Crystallin, Ph.D.
Economist – Indonesia & Philippines
+ 62 21 2988-4003 masyita@dbs.com
Joanne Goh
Regional equity strategist
+65 6878-5233 joannegohsc@dbs.com
Eugene Leow
Rates Strategist - G3 & Asia
+65 6878-2842 eugeneleow@dbs.com
Chris Leung
Economist - China & Hong Kong
+852 3668-5694 chrisleung@dbs.com
Ma Tieying, CFA
Economist - Japan, South Korea & Taiwan
+65 6878-2408 matieying@dbs.com

Radhika Rao
Economist - Eurozone & India
+65 6878-5282 radhikarao@dbs.com
Irvin Seah
Economist - Singapore, Malaysia, & Vietnam
+65 6878-6727 irvinseah@dbs.com
Duncan Tan
Strategist - ASEAN
+65 6878-2140 duncantan@dbs.com
Samuel Tse
Economist - China & Hong Kong
+852 3668-5695 samueltse@dbs.com
Philip Wee
FX Strategist - G3 & Asia
+65 6878-4033 philipwee@dbs.com

Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations).

Disclaimer:
The information herein is published by DBS Bank Ltd and PT Bank DBS Indonesia (collectively, the “DBS Group”). It is based on information obtained
from sources believed to be reliable, but the Group does not make any representation or warranty, express or implied, as to its accuracy, completeness,
timeliness or correctness for any particular purpose. Opinions expressed are subject to change without notice. Any recommendation contained herein
does not have regard to the specific investment objectives, financial situation & the particular needs of any specific addressee. The information herein
is published for the information of addressees only & is not to be taken in substitution for the exercise of judgement by addressees, who should obtain
separate legal or financial advice. The Group, or any of its related companies or any individuals connected with the group accepts no liability for any
direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from any use of the information herein
(including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if the Group or any other person
has been advised of the possibility thereof. The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell any
securities, futures, options or other financial instruments or to provide any investment advice or services. The Group & its associates, their directors,
officers and/or employees may have positions or other interests in, & may effect transactions in securities mentioned herein & may also perform or seek
to perform broking, investment banking & other banking or financial services for these companies. The information herein is not intended for distribution
to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. Sources for all
charts & tables are CEIC & Bloomberg unless otherwise specified.
DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-8888. Company Registration No. 196800306E.
PT Bank DBS Indonesia, DBS Bank Tower, 33rd floor, Ciputra World 1, Jalan Prof. Dr. Satrio Kav 3-5, Jakarta, 12940, Indonesia. Tel: 62-21-2988-4000.
Company Registration No. 09.03.1.64.96422.

Page 3

