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Policy Analyses

09-01

The World Economy with the G-20
CEPR and KIEP (December 2009)
ISBN 978-89-322-1303-3/A5/220pp.
USD 10

This book is the outcome of joint efforts of the Korean research institute KIEP
and CEPR, the European research network. Both institutes have brought together
researchers from around the world to provide policy agenda to the G-20 forums.
Recent research in the fields of international trade, international macroeconomics and
international finance was presented and discussed at the international seminar held
in Seoul on 20 November, 2009, that both institutes jointly organized. The seminar
also marked the 20th anniversary of KIEP. In view of Korea’s hosting the fifth G-20
summit meeting in November of 2010, the work and the discussions at the seminar
have great importance. I am happy that this book successfully represents the efforts.
I thank Richard Portes for his vital role to make this project possible. The encouragement from SaKong Il served as a great driving force. I am grateful to Svein
Andresen of the Financial Stability Board and Vitor Gaspar of European Commission
for their speech at the seminar. The commitments of the contributors to this volume
are greatly appreciated. I would also like to thank Chuk Kyo Kim for his speech to
congratulate KIEP’s 20th anniversary and Soogil Young and Choong Yong Ahn for
their efforts as chairs at the seminar. The work of Yonghyup Oh who initiated this
project and also serves as editor of the book is an essential part of the success.
This book would not have been possible without dedication of the CEPR team,
Nav Sandhu and Stephen Yeo; and the KIEP team, including Dong-Eun Lee,
Young-Joon Park, Yooyeon Noh, Hyun Jean Lee, Ho Seon Nam, Yoon Sook Jeong,
Kang Hee Lee, Jeong Woon Kim, Jonas Hang Lee, Jeehae Jun, Jong Bae Moon,
Eunhee Cho, Yoon Ha Ra, Yeon Sil Kim, and In Huh. And my gratitude extends to
Janet Plancherel of FSB and Suzanne Speer at the European Commission.
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Policy Analyses I
(in Korean)

09-01

International Trends in Post-2012 Climate
Change Negotiations and their Implications
Sung Chun Jung, Hyong-Kun Lee, Ki-Su Kwon, Cheol-Won Lee,
Tae Hyun Oh, Jino Kim, and Soon Cheul Lee (August 2009)
ISBN 978-89-322-1299-9/A5/390pp.
USD 12

International negotiation on Climate Change is now under way through the UN
negotiation process. In 2007, the parties agreed to devise an ambitious and effective
international response to climate change. 2009 is a crucial year in international efforts to address climate change. International society is now trying to form a new
climate regime through the United Nations Climate Change Conference in
Copenhagen, to be held from December 7th to the 18th of this year.
Developed countries and major developing countries will play an important role
in addressing climate change. Developed countries have no choice but to take action, because of their impending mitigation targets under the Kyoto Protocol. Major
developing countries also need to introduce mitigation measures as soon as possible,
as early actions would contribute to enhancing their international competitiveness.
In these respects, many countries, including developing countries, have introduced
various policies and measures to address internal mitigation targets and climate
change.
Korea will likely be required to make comparable contribution to global mitigation
efforts. The Korean government has recently announced the Green Growth National
Strategy, which will be an important guideline for Korea's economic and social
policies. Under these domestic and international circumstances, Korean government
must prepare its own action plan for mitigation along with negotiation strategies
concerning post-2012 climate regime.
This paper has three main purposes. The first is to survey and collect information
on international climate change negotiations. COP13 and COP14 are especially important, and the Major Economies Meeting and G8 Summit are also crucial consultation processes when we understand and try to forecast what will happen in the
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future. The second is to provide information on domestic policies and measures in
eight major countries, which include the US, the EU, Japan, Russia, China, India,
Brazil and Mexico. Lastly, we have attempted to propose a policy direction for Korea
in addressing climate change negotiations.
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09-02

Natural Resource Potential of New Emerging
Regions and Its Implications for Korea:
Russia․Central Asia․Latin America․Africa
Young Ho Park et al. (November 2009)
ISBN 978-89-322-1300-2/A5/334pp.
USD 12

International commodity prices, including oil prices that experienced a dramatic
fall during global recession, are on the rise again. Oil prices have reached their highest for this year while copper and nickel have also rallied strongly compared to the
beginning of this year. The rise of commodity prices comes amid speculation that
excessive liquidity and increasing demand from China and other countries are driving the commodity market. Although it is difficult to predict the price changes in the
commodity market given the complex nature of the factors causing price fluctuations; the dominant view of most analysts, from their comprehensive price forecasts,
seems to be that the market is headed upward. Expectations of early recovery from
global recession have already prevailed, and it is regarded as a fact that higher oil
price will consequently follow.
As a country poor in natural resources, South Korea has repeatedly faced difficulties when commodity prices became unstable. Sole reliance on importing for acquisition of strategic resources provides Korea with no guarantees whatsoever for
securing those resources. Therefore, it would be more practical for us to heighten
our own level of development via direct investment measures.
This research intends to provide solutions for stable resource acquisition and thus
our strategic approaches toward this end have been elicited by studying 4 regions:
Russia, Central Asia, Latin America and Africa. There have already been many
studies concerning overseas resource development since it has emerged as a major
and current issue. But, as previously mentioned, this paper takes on a local perspective, to find strategies tailored to each region, something that was not emphasized in past studies. The region-specific strategy here can also be regarded as
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‘customized’ plans that take account of our capabilities and needs of partner countries for cooperation. I hope this paper can provide useful guidance to those in government, corporate sectors and others who have interest in the field. The local customization strategy drawn from this paper can be summarized as below.
The following 4 methods of the local customization are suggested for Russian
region. First, implement cross investment strategy for utilizing both upper/down
streams. This can be carried out in the context of Korean companies purchasing a
Russian energy company (or parent company) while the Korean government can allow Russia to acquire stocks from domestic gas energy firms. Also, for the sake of
strengthening cooperative ties involving South Korea-North Korea-Russia, South
Korea can participate together with Russia in North Korea’s energy infrastructure
industry, thereby establishing shared rights either for construction and management
in the LNG areas of the Far East or for gas fields in the East Siberia. The second
is active participation in the energy industry through M&A. There has been a boom
recently for domestic and overseas M&A activities as the country is implementing
restructuring plans for its energy industry. It is also recommended that Koreans invest in Russian energy companies through equity purchase or strategic alliance because stocks of many Russian energy firms are underpriced due to falling international commodities prices. Third, it is important to examine the political power dynamics in Russia and direction for possible impact on restructuring policies for their
energy industry. The key players in Korean-Russian collaboration are the federal
government, state-owned companies, and local government and so forth. Therefore,
the first step would be to accurately understand what goes on in the energy industry and its power structure by carefully observing policies laid out by the central
government and state-owned firms following, and the local governments that have
jurisdiction over legal, institutional permits in the development regions; then seeking
ways to take cooperation among those parties to a higher level. Furthermore, detailed analysis on the prospect of the Russian energy industry is necessary. The
fourth method is to involve another country’s participation in line with our cooperative activities with Russia. As Russia is expanding its resource development efforts
in the CIS region as well as in Africa, there is a need to find ways to make joint investments concerning the development plan. For example, a consortium can be set
up with Gazprom for developing coal mines in the Central Asia or Korea can secure
a shared role in Algeria’s LNG technology development project.
With respect to resource development in Central Asia, we have suggested the fol-
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lowing four region-tailored strategy plans. First is resource development strategy in
accordance with the country’s power structure and its petrochemical industry. As
Central Asian countries like Kazakhstan have given much focus to industry diversification by fostering non-petroleum industries, we need to ponder upon potential for
cooperation in the region to constantly pursue co-investment strategy, together with
plans for resource development and entry into energy industries in the region. The
range of opportunities include power plant construction, oil field investment, nuclear
power plant and uranium coal mine construction, coal processing plants, and petrochemical plants as well as simultaneous entry into resource development projects.
Second, building cooperative resource infrastructure by way of financial collaboration
can be actively contemplated. Central Asian countries in the midst of global recession are keenly aware of South Korean capacities in recovering from the foreign
exchange crisis and they are actively asking South Korea’s advice on improving
their own financial systems. From the Korean perspective, there are no major technical difficulties to be negotiated, and this can be an effective way of doing business
with regard to transferring our experience and contributing to the development of
Central Asian financial industries. In the long run, we can assume that the growing
needs for financial cooperation among Central Asian nations can help us lead such
financial collaboration and convert it naturally into energy-related collaboration.
Third suggestion is a go-around-entry strategy via Turkey. Based on the country’s
historical relation with other countries in Central Asia, Turkey has been expanding
their political/economic influence over the region, and we can form a strategic alliance with Turkish firms to facilitate our entry. Lastly, Koreans can contemplate diplomatic policies with Central Asian countries concerning natural resources. Unlike
Latin American nations or African states, the political structure of Central Asian nations is not given to frequent regime change, meaning cooperative relations with
them could be sustained for an extensive time period. There is a need to heighten
the status of diplomatic meetings, from deputy secretary-level to prime minister-level, which was the case during the “Korea-Central Asia Cooperative Forum”.
Furthermore, there is a need to improve the degree of exchange/communication with
the new leaders in the states, where political prospects of ruling parties have not yet
to be confirmed.
In case of Latin America, we have suggested a plan comprising of five region-tailored strategies. First is an entry strategy through specialization in specific
role in public and private sectors depending on the investment environment in
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Latin America. The region contains some countries engaged in “resource nationalism” in which political/economic risks can be very high. In this respect, for entry
into less risky countries, private companies should take a role in establishing specialization structures while public companies (or government) that have a comparatively higher capabilities for dealing with the political/economic risk should
take the lead in the high- risk countries. Second is by forming a strategic alliance
for cooperation with the Ibero-American region. The need to build a strategically
cooperative relation with National Oil Company (NOC) that attained an exclusive
position among resource-rich countries in the region precedes any other process.
Also, we need to actively devise a way to establish tri-party cooperative systems
(South Korea-Iberoamerica-Latin America) by teaming up with firms such as
RespolYPF, Galp and other Ibero-American firms beforehand, as they have linguistic/cultural/historical ties with Latin America along with much experience in
entering into domestic market. By doing so, Korea can aggressively pursue the regional resource development market and then can think of entering other actively-invested areas like Africa or other alternative regions. Third is through international organizations (IO) in Latin America. Korea should first consider going
into Latin American resource development market via the Inter-American
Development Bank (IDB), in which South Korea has been a member since 2005.
More specific measures include △Using credit for financing resource development
projects, △promoting coal mining technology collaboration through the IDB trust
fund, △partnership with IBD in corporate social responsibility activities.
Furthermore, it is necessary to join OLADE, the only organization for energy cooperation in Latin America, which can provide a channel in which to create opportunities for entry and conditions for investment. The fourth can be executed as a
combination of industry coordination promotion strategies. Brazil has emerged as one
of the world’s top 10 petroleum-exporting countries and it has nurtured top-notch
technology in ocean-oil field extraction. On the other hand, South Korea is arguably
the world’s best in both ship-building and marine engineering industries, which can
serve Brazil’s needs. A win-win cooperative model should be established between
the two countries through high-tech coordination between the oil and shipbuilding
industries. A fifth suggestion involves developing a resource-development FTA
model. When promoting FTA among MERCOSUR, Peru, Columbia and other resource-rich countries in Latin America, a new FTA cooperative model must be
developed. We especially need to benchmark the case of China, who included clear-
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ly-outlined details for resource development in the FTA agreements.
For Africa, we have also present a plan consisting of five suggestions. First of all,
since Africa is divided into 53 nations with different investment potentials and conditions, we need to consider each country’s unique characteristics in formulating entry strategy. This research provides suggestions for entry based on African resource-development market characteristics, divided into 3 categories. A second suggestion involves promotion of joint-entry (resource-industry linked). Joint-entry strategy can be deemed a conceptually wise model in terms of increasing resource development investment opportunities by combining together Korea’s competitive industries
and SOC, and also ease the complicated overseas expansion process for related
industries. However, the validity of such a model is questionable since it poses some
problems upon close examination. Effective operation of a joint-entry strategies depend on the level of detailed preparation and internal mediation among participant
firms, and also on the government’s active role as a coordinator. However, limitations
found in joint-entry strategies are mostly of a pragmatic nature involved in its implementation, rather than conceptual ones concerning entry strategy itself. Our third
suggestion is that there is a need to strengthen diplomatic ties with resource-rich
countries. If we take into account of the fact that most African countries are ruled by
authoritarian regimes, a more effective method of acquiring resources would rely on
diplomatic bargaining power of the Korean government. This research has designated
4 plus 3 nations as a target for top-priority resource diplomacy. The fourth suggestion is an infrastructure-building scheme through resource coordination for development collaboration, such as new village construction. Since general entry methods
merely aimed at acquiring resources is both short-lived and is subject to unexpected
errors that may result, we need to include official development assistance (ODA) in
the resource cooperative efforts between South Korea and Africa. The growth of development collaboration can lead to economic cooperation and partnership and will
eventually benefit Korea by stabilizing the acquisition process for energy resources.
Fifth, we also need to establish a base for entry by providing assistance for development studies. Also, to overcome entrance difficulties due to variable costs and risks,
entering companies will require government subsidies. One of the examples is development studies business. In regard to development studies, government can provide
meaningful financial support to private firms launching businesses in the newly developing nations, to supplement the firms’ initial costs and risks. In addition, our companies are faced with several problems when trying to launch businesses in the African
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resource development market, and so, assistance for development studies could perform a kind of leverage to facilitate their business activities. Trust funds from African
Development Bank (AfDB) are mainly used for examining business potential (F/S)
of its big-scale development plan and technology collaboration projects, and thus, it is
urgent that we find ways to utilize trust funds from AfDB to discover new businesses
and to link EDCF business plans with the implementation of such activities.
The research above has presented several strategies tailored to each region from the perspective of a regional studies expert, but there may be other plans that
are region-specific and thus customized. And suggestions from this paper are inevitably subject to necessary modifications with respect to changes in environments
of the related countries. For instance, joint-entry plan mentioned here has the potential risk of contract breach if there is a regime change like in Nigeria. In this aspect,
this research focuses more on regional characteristics to devise customized strategies rather than that of general or comprehensive plans for resource development
overseas, and therefore the paper necessarily contains some logical weaknesses in
refuting basic assumptions. For example, in the case of region-tailored plans for
Russia and Central Asia, it is difficult to evoke a general consensus among experts
because both business potentials and problems are inherent within the regions, and
furthermore, it is not easy to establish a consistent policy due to an array of preferences and opposing opinions that become mingled into a complex mix. Nevertheless,
in order to establish a realistic and pragmatic policy measure, we need to differentiate each plan according to characteristics of the respective regions and environmental factors, since such an approach seems more meaningful. For this reason, we
should leave opposing arguments about relevant strategies and problems as major
issues to be solved in the future.
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09-03

Analysis of Challenge of FTAs and its
Implications for Trade and Structural Adjustment
Nakgyoon Choi et al. (November 2009)
ISBN 978-89-322-1301-9/A5/228pp.
USD 10

Since the conclusion of its first FTA with Chile in 2003, Korea concluded FTAs
with Singapore, the EFTA and ASEAN. FTAs with the U.S., India, and the EU
were signed in April 2007, August and October 2009, respectively; and are currently
awaiting approval for ratification. The Korean government is currently negotiating
FTAs with Canada, Mexico, the GCC, Australia, New Zealand and Peru. Korea’s robust FTA policy is mainly due to expectations of benefits from bilateral/regional economic integration; including efficient resource allocation, economy of scale, and enhanced productivity, among others.
Trade statistics during recent years reveal that trade with FTA members such as
Chile, Singapore, and the ASEAN has increased dramatically. In addition, the Korean
experience shows that the FTAs provided Korea with opportunities to upgrade economic infrastructure and adapt itself to global standards.
This study aims to study the mid- and long-term policy directions to take maximum advantage of current FTAs. It focuses on national policies to tackle the challenge of FTAs rather than external negotiation strategies. Specifically, this study
examines the effects of FTAs such as the EU, the NAFTA, and the CER on production, employment, and industrial structure in the OECD.
This study implements the following two-stage approach. First, it will apply an
unbalanced nested error components model to the pooled data for the full 30 country,
16 industry, and 24 year sample. Second, it implements both one-way and two-way
error component regression models to take care of fixed effects and random effects
along with country-specific and time-specific characteristics.
This study demonstrates that the coefficient on FTAs is statistically significant
and positive, when we apply the nested error components model to the pooled data
on the full 16 industries in the OECD, meaning that FTAs tend to enhance the pro-
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duction and employment structures. When we analyze country-specific and
time-specific effects using the fixed effects model as well as the random effects
model for the six industries, the coefficient on FTAs turned out to have different
signs depending on the industry. The FTAs tend to increase the production share of
the metal industry but decrease textile and business services industries, which are
statistically significant. The effects of FTAs on production shares in agriculture,
food, and transport industries turned out to be statistically insignificant. On the other
hand, the FTAs tend to decrease employment shares of agriculture, food, and business services industries, but increase those of metals and transport industries.
This study also conducts case studies in the agricultural industry, the manufacturing industry and the services industry, which shows how countries have implemented structural adjustment policies in order to cope with the economic shocks
that an FTA brought about. For the case of the agricultural industry, this study selected the avocado and corn industries of Mexico, the dairy industry of Australia,
and the fishery industry of Denmark. In addition, reviewed among the manufacturing
industry were the textile and apparel industry of the U.S., the automobile industry of
Poland, the steel industry of the EU, and the shipbuilding industry of Australia. The
services industries examined here include the health services industries of Thailand
and Japan, and the finance industry of Mexico. As a result of FTA or market opening in general, one expects that trade and investment would increase, resources will
be distributed effectively, and scale economies realized. However, these fruits of
FTAs require considerable effort. Results of the case studies brings forward the important policy implication that countries should invest more effort into domestic industrial adjustment and institutional improvement, since FTA policy itself does not
automatically give rise to economic benefits for the signatory state.
This study analyzes the effects of FTAs through quantitative as well as qualitative approaches, thereby providing the policy implications from experiences of the
OECD countries. When we reviewed Korea's national policies for handling the challenge of FTAs, it turned out that they were not fully effective in spite of notable
achievements. In this respect, Korea's trade and structural adjustment policies
should be implemented in the following direction.
First, Korea will have to strengthen competitiveness in the newly growing and
high-value-added industries where most benefits of FTAs are expected. The structural adjustment policies should be time-bound with a clear exit strategy, and their
transparency should be enhanced to make sure that government budgets are exe-
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cuted effectively and negative consequences from FTAs addressed properly.
Second, trade and foreign direct investment (FDI) policies should be upgraded to
the level of advanced countries, especially in terms of service liberalization and legal
institutions related to FDIs. In addition, the utilization rate of FTA preferential tariffs
should be enhanced in order to maximize profits without any additional costs. Korea
should take follow-up measures to address obstacles to the utilization of FTAs by
businesses.
Third, Korea can address the consequences from FTAs only when such effort is
accompanied by trade adjustment policies. Especially, a simple scheme of injury
compensation is not enough. The trade adjustment assistance program, a useful policy tool to minimize injuries of market opening, should be effectively developed and
managed; inclusion of regional support scheme can be a part of the future progress.
Fourth, the Korean government must also improve economic infrastructures as
well as legal bases for economic activities; such as factor market regulations, competition law, etc.
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09-04

Economic Effects of Foreign Direct Investment
into Korea and Some Proposals on Improving
the Investment Environment
June Dong Kim et al. (December 2009)
ISBN 978-89-322-1302-6/A5/228pp.
USD 10

Foreign direct investment (FDI) has been established as one of the main pillars of
growth in the Korean economy since the 1997 financial crisis. However, the growth
of FDI has slowed to a virtual halt recently. In particular, global increases in FDI
from 2003 to 2007 did not translate into growth in Korea, as FDI into Korea actually
decreased during the same period. Even though FDI inflow met the target level in
2009, FDI growth into Korea has become stagnant, standing still between 10 to 12
billion US dollars since 2000.
The main cause for the stagnation seems to be Korea’s adverse management environment that act to impede FDI. Various regulations concerning the financial market, foreign exchange transactions, taxation and labor matters are criticized as being
inferior to those of other competing countries. Labor disputes involving militant unions and anti-foreign capital sentiments have had a negative impact on the image of
the Korean market.
Against this background, this study aims to analyze the investment environment
in Korea and present some proposals to improve them in order to increase FDI into
Korea well beyond the current 10 billion US dollars. The analysis is preceded by estimates of the effects of FDI into Korea on production and employment, as well as
its spillover effects on productivity.
First, analysis of the effects of FDI into Korea on production and employment, resulted in estimates that show FDI into Korea increasing 2.8~3.7% of total GDP and
1.0~1.3% of total employment in 2000. In 2003, due to the dwindling of FDI into
Korea, the share of production and employment created in total GDP and total employment decreased to 0.8~1.5% and 0.3~0.6%, respectively. In 2005, FDI into Korea
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generated 1.1~2.3% of its total GDP and 0.4~0.8% of total employment in the country.
In 2007, the share of production and employment created in total GDP and total employment by FDI reached 1.1~1.5% and 0.42~0.56%, respectively.
Results of evaluations on productivity spillover effects by using the Generalized
Method of Moment system showed that the average foreign share had positive
spillover effects in both periods of 1990~2003 and 2001~2007, if we include service
industries. The coefficients of the average foreign share in forward industries show
different results depending on the period being evaluated. For 1990~2003, the results
showed negative spillover effects, while spillover effects were positive for
2001~2007. The average foreign share in backward industries was estimated to have
significant positive spillover effects except for the period of 2001~2007. This shows
that forward spillover effects recently became positive and backward spillover effects turned towards a positive direction overall, if we include service industries. In
other words, the cases where we include service industries show higher spillover
effects than cases where only manufacturing industries were analyzed. These results imply that the promotion of FDI in service industries should be given greater
importance.
Even though FDI in service industries creates significant spillover effects in the national economy, the degree of openness in key service industries such as education
and health-related services is still low compared to other major industrialized
countries. Furthermore, a recent survey done by KOTRA revealed that establishing
sound labor relations, internationalization of public sentiments and expanding market
openness is critical in order to induce more FDI.
Therefore, this study aims to present some specific proposals with in-depth analysis of the current investment environment. First, concerning further opening of
service industries, how quickly the stepwise opening schedules agreed in the
KORUS FTA is implemented is crucial in the case of legal services. In the case of
health-related services, allowing for-profit health institutions needs to be reviewed
in tandem with easing of restrictions on liquidation as a second-best option.
Likewise, in the case of education services, easing restrictions on liquidation can be
considered for community colleges specializing in technical education as a second-best alternative. Regarding ownership restrictions in broadcasting services, it is
necessary to review as a next-best option the elimination of foreign ownership ceiling for system operators (SO) and program providers (PP) for cases of indirect investment in telecommunication services.
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In order to facilitate M&A-type FDI, it is necessary to allow leveraged buyout by
amending the Commercial Act, as well as improve the taxation system related to
M&A.
Regarding investment incentives, it is desirable to expand the system of cash
grants and enhance the efficiency of tax exemptions in order to raise Korea's negotiating power.
Concerning Korea’s labor problem, which has become a target of frequent criticism as one of the most severe impediments in the country, it is necessary to publicize the fact that domestic labor relations have been stabilized recently, with concomitant expansion of programs designating professional labor managers to foreign
invested firms.
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Recently, along with the globalization of economic activities and expanded competition, cases where companies are outsourcing nonessential part of their work in
order to maximize comparative advantage are increasing. Outsourcing directly related to manufacturing production used to be limited to design and engineering, but
it now has expanded into the field of business-related services, such as management
consulting and advertising. Under such circumstances, the importance of the business service industry is growing in both quantitative and qualitative aspects. In
many of the developed nations including the United States, the business service industry takes up 12~14% of the entire economy. In the case of Korea, the proportion
is still low, but it has been showing signs of rapid growth.
The business service industry must be taken far more seriously, because it has
the potential to quantitatively expand the industrial sector and it can contribute towards improvement of efficiency in other sectors. Thus, as the business service industry becomes more developed, we can provide high-quality service at low cost
through outsourcing, which will improve the efficiency of companies and become a
catalyst for economic growth. In addition, as institutional integration like the
Korea-China-Japan FTA becomes a visible possibility, each country's demand for
business services may rise very high in the future. So, we need to check competitive advantages concerning the business service industry in the Northeast Asia
region and map out strategies for strengthening competitiveness of business
services.
This study draws determinant variables which decide FDI inducement in business
service industry and compares investment conditions in Korea-Japan-China. This
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study analyzes the comparative advantages of Korea’s business service industry
over Japan, China, and global market, and suggests policy measures based on the
result of the analysis.
Before we compare the conditions for FDI inducement, we first examined the
overall status of the business service industry in Korea, Japan, and China. In general, the business service industry in three countries showed a pattern of steady
growth, but in terms of proportion of value added, number of people employed, and
trade investment, they were markedly below the level of major developed countries.
Korea, Japan, and China are engaged in various projects to actively foster the business service industry, and rapid growth in the future is expected both domestically
and internationally.
On the other hand, the outcome of FDI inducement in the Korean business service
industry tells that absolute size of inducement is increasing while the business services industry share of total foreign investment is actually decreasing. We therefore
drew up a plan to identify such causes and to raise competitiveness.
In this study, we perform an empirical analysis on determinant factors of FDI inducement in 35 countries where data on business service industry is available. First
of all, according to the early studies, independent variables are chosen according to
element conditions, demand conditions, competitiveness of associated and support industries, and other system-related factors. After four factors were selected and analyzed in an exploratory factor analysis, the result indicated environmental and cost
variable (income level) as the important factors. A comparison of each country tells
us that if the country’s institutional environment is more developed and its cost aspects higher, its FDI also tends to be higher. Among all the factors, institutional factors, such as bribery and corruption, transparency, Intellectual Property Rights, and
ease of doing business, is found to be the most important factors of FDI inducement
in the business service industry.
When comparing Korea-Japan-China by major determinant factors, Japan’s institutional level was below that of Singapore, Hong Kong, and the United States;
but similar to that of Germany and England and higher than of Korea. Institutional
level and income level of Korea is slightly lower than Japan, but they are in more
favorable circumstances when compared to China. China carries many more disadvantages than Korea or Japan in FDI inducement for its business service industry.
According to the result of the empirical analysis, Korea’s conditions for FDI inducement in the business service industry ranked almost in the middle among the 35
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sample countries, while institutional aspect was found to be very weak when compared to Hong Kong and Singapore. Korea’s future policy direction must therefore be
focused on enhancement of institutional conditions, based on cases of Hong Kong
and Singapore.
First, policies for prevention of corruption must be strategic, practical, and
gradual. Since controlling corruption is not the matter of the individual but rather
about the whole social system and institutional apparatus, it is important to achieve
institutional stability through consistency in policy operation.
Second, in terms of effective safeguarding of intellectual property rights, expansion of research capabilities for digital information property rights is needed and
international cooperation must take place for its enforcement. In order to achieve
this, dispatching staff to overseas agencies for training or creation of a system for
continuous exchange of information is necessary.
Third, as can be seen in cases in Hong Kong and Singapore, the most important
factor for a company that is investing is absence of discrimination between domestic
and foreign corporations and conditions for the supply of manpower. An improvement of Korea’s business environment must be preceded by advancement and globalization of overall market management system and creation of an environment conducive to recruitment of skilled personnel from both home and abroad.
Fourth, improving the attitudes toward globalization is a task that takes time.
From a long-term perspective, our government should adopt policies that attracts
skilled foreign worker just as Singapore and Hong Kong have done. The development of Free Economic Zones, developed under the concept of a globalized future
city, is expected to be an important catalyst.
Fifth, labor market flexibility should be improved gradually through introduction
of preferential labor deregulation policies in the Free Economic Zone.
In the long-term, improvement of the institutional factor is the most important,
but for the short-term, it is important to formulate a strategy for attracting FDI in
business service industry also. So we present four strategies for the government decisionmaker below.
First, in order to stimulate M&A and joint ventures, government support measures like building a database of domestic M&A target companies and offering
matching services as needed.
Second, to expand FDI inducement in business services, we need to consider expanding the target range for FDI incentives restricted to manufacturing and a few
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service industries (Logistics, R&D, and Tourism Industry) into the business service
industry.
Third, better higher education courses for business services and introduce incentives for attracting quality foreign human resources.
Fourth, select Free Economic Zones with sufficient market demand and human resources (and close to Seoul) as a business service hub, and give preferential financial and institutional incentives.
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Interest of government, the media, and the academic world for concluding FTA
tends to focus on how broad the openness of markets would be, or how fast tariff
elimination or reduction could be achieved. It is a clear fact that the breadth and
depth of market opening is a staple issue for each participant, yet to recognize how
to utilize a concluded FTA efficiently is a question as significant as to concluding
FTA.
Korea has agreed on bilateral FTAs liberalizing the commodity and service markets with 10 countries of ASEAN (Association of South-East Asian Nations), and
FTA on the commodity market has been in effect since June 1st 2007; In nine countries, except Thailand, FTAs have come into effect in order of ratification.
Among Korea’s FTA partners, ASEAN countries presented insufficient capability
to lead and implement bilateral FTAs unlike EFTA, Singapore and Chile; which
have accumulated much experience through closing a number of FTAs. Hence, in
order to efficiently conclude a Korea-ASEAN FTA, a positive and active endeavor is
required. This study is a reflection of such a need, examining the current status of
Korea-ASEAN FTA on the commodity, which has been in effect for two years, and
proposes measures to implement it resourcefully.
First of all, it is apparent that export volume to ASEAN countries has increased
more than that to other major exporting countries and regions, judging from the
change on the amount of goods traded between Korea and ASEAN members for two
years before and after the implementation of Korea-ASEAN FTA. Although the export growth to ASEAN countries has usually exceeded the total export growth, considering the fact that Korea-ASEAN FTAs have taken effect in one country after
another successively and that FTA has yet to be effectuated in Thailand, significant
augmentation in export through FTA is anticipated. In the case of Korea-ASEAN
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FTA, two years after effectuation, export growth to ASEAN members has decreased
to minus 2.7%, which is better than that of China’s -6%, and Japan’s -9.2%, and
EU's -14.7%, indicating that ASEAN countries were relatively less influenced by the
global financial crisis that started at the end of 2008.
A similar situation is unfolding concerning import. On the basis of the implementation of Korea-ASEAN FTA, from two years before the implementation to
one year after; even though import growth to ASEAN members is lesser than that
to China, Korea’s largest importing partner, or total import volume of Korea; it is
still higher than that to Japan, the EU, and the US (second, fourth, and fifth biggest
trading partners, respectively). In the two years following the implementation, import
growth to ASEAN countries has been accelerating, which can signify that the
economies of ASEAN members were less impacted by the global economic recession
and that concluding the Korea-ASEAN FTA played a positive role.
It seems premature to evaluate the influence of FTA on bilateral trade at this
point, but it is reasonable to acknowledge that Korea-ASEAN FTA were conducive
to the increase in the amount of trade between ASEAN members. Besides, reflecting
the fact that tariffs will be eliminated on general goods, accounting for more than
90% of total trading goods, by 2012; and the implementation of the Korea-ASEAN
FTA will be accomplished respectively in each of 10 countries, the influence of the
Korea-ASEAN FTA on the increasing trade with ASEAN members is expected to
grow.
If the change in trade volume with ASEAN members represents the quantitative
aspect of Korea-ASEAN FTA, as the qualitative measure, a utilization rate of preferential tariffs can be used to examine the conditions of practical implementation of
the Korea-ASEAN FTA. The utilization rate of preferential tariff denotes the actual
proportion of trade —among trade volume qualified for preferences between contracting parties —that benefited from the preferential tariff of FTA. The rate of deployment of preferential tariff on import in one country is defined as FTA utilization
rate of preferential tariff on import; the record of deployment of preferential tariffs
on exports is defined as FTA utilization rate of preferential tariff on export. These
rates display how efficient a certain FTA or trade agreement is utilized. For example, 0% indicates the FTA or trade agreement does not employ preferential tariffs at
all and 100% means a perfect utilization of preferential tariffs.
The utilization rate of preferential tariffs on import and export of the
Korea-ASEAN FTA demonstrates apparent differences between import and export;
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analyzed with data from Customs Service, the Korean Chamber of Commerce and
Industry, and Korea Customs and Trade Development Institute. The utilization rate of
preferential tariff on imports is 38.0% on the first year of implementation and 49.0%
on the second year, which are not impressive figures, though showing significant
improvement. Contributing to the growth in the utilization rate from year one to year
two is the condition that, due to the increase in the public attention and domestic promotion regarding Korea-ASEAN FTA, small-scale imports in the fields as textile and
clothing along with small/medium importers gradually benefitted from the preferential
tariffs, which used to benefit only large scale imports or certain importers.
Therefore, the utilization rate of preferential tariff on import has thus inevitably
entered a stable phase. The rise in imports of general manufacturing goods, aside
from large-scale import such as processed minerals, between the first year and the
second year indicate that domestic importers have improved awareness of the
Korea-ASEAN FTA and an ability to utilize it.
On the other hand, to investigate a current state of utilization of preferential tariff
on exports, the utilization rate of preferential tariff on export needs to be estimated.
Due to limits in accessible data, however, this study chose to estimated a utility rate
of preferential tariffs on exports, instead of the utilization rate. The utility rate of
preferential tariffs on exports implies the portion of export volume that benefits from
preferential tariffs among total export sales from a certain country in a certain
period. To apply the benefit of Korea-ASEAN FTA preferential tariffs, a certificate
for the origin of products is required, issued by the customs or government of an
exporting country. In the case of Korea, Customs Service and the Korean Chamber
of Commerce are responsible for issuing the certificate. With the aid of the Customs
Service, and the Korean Chamber of Commerce, the utility rate of preferential tariff
on export could be calculated based on the number of certificates issued between the
first and the second year of the implementation. The utility rate in the second year
for eight countries of ASEAN is 2.6%, which is lower than that of the first year. In
the first year, Malaysia recorded a rate of 22.9% which is the highest, and 1.28% for
Indonesia, 1.89% for Vietnam, and 0.02% for Myanmar. The figure presented for the
Philippine is 0.03%, analyzed for 5 months from January 1st 2008. In the second
year, export rates to Indonesia and Vietnam were 4.2% and 3.2% respectively, signifying rapid growth. The rate for Malaysia is 1.5%. Cambodia, Laos, Myanmar, which
joined ASEAN later; along with the Philippines, and Brunei; show a figure of less
than one percent.
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Referring to the utility rate and utilization rate for each import and export, the
most distinct characteristic is that utilization of Korea-ASEAN FTA is becoming
stable and established concerning imports, whereas, it is inactive in terms of export.
Although the utility rate was used (not the utilization rate due to the lack or insufficient data), 2.6% in the second year is a very disappointing figure. Moreover,
when the utility rate is converted into the utilization rate, it would only be 14%,
which is not impressive number as well. The utilization rate represents how Korean
importers have utilize FTA efficiently, which was in turn the result of importers’ active demand to obtain certificates for the origin of products to benefit from preferential tariff. On the other hand, low utilization rate or utility rate for exports indicates indifference on the part of exporters in Korea, and insufficient understanding
among local corporations in ASEAN countries regarding the Korea-ASEAN FTA.
To understand why the utilization rate is low, it is necessary to investigate the
current state of utilization of Korea-ASEAN FTA for local corporations that import
Korean products. In the study, a survey on Korea-ASEAN FTA was conducted in
Indonesia, Malaysia, the Philippines, and Vietnam —all members of ASEAN and
Korea's primary trading partners in the region —by the Korea Research Center.
Regarding the question why local corporations do not utilize preferential tariffs, most
of them responded that they have never heard about it or do not fully understand it.
About 68.0 percent of the total 309 companies, or around 210 companies responded
that they did not know Korea-ASEAN FTA has already been concluded or even if
they knew, they do not know how to utilize it. Furthermore, 53 companies (17.2%)
stated there was no need for the Korea-ASEAN FTA because importing goods are
already tariff-exempt, tariff-refunded products or imported from areas of tariff
evasion. 46 companies (14.9%) replied, even though they would benefit from it, they
did not apply for it since there are no special advantages given incidental
inconveniences.
The result of the survey confirms the present state of the utilization of the
Korea-ASEAN FTA and difficulties of utilization for local companies in ASEAN
countries. The survey has shown that even companies trading with Korea still display insufficient understanding regarding the Korea-ASEAN FTA, and also experience difficulties in taking advantage of it. Thus, ASEAN should promote the understanding of Korea-ASEAN FTA to local companies to remedy the current state of
affairs.
By resolving the problems stated above, there is a chance that utilization rate
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would increase, but still, active involvement by governments and companies is
critical. This study proposes that domestic companies provide the motivation for utilizing the Korea-ASEAN FTA and governments to enforce intergovernmental measures in the ASEAN or among ASEAN members for efficient implementation. First,
convenience that would be derived from the FTA should be offered to companies;
especially by providing accurate data about preferential tariff of the Korea-ASEAN
FTA. Tariff information on exporting products is fundamental, in terms of Korean
exporters’ utilization of the Korea-ASEAN FTA, for anticipating benefits from employing preferential tariff or to negotiate with importers. It should be developed further to offer easier accessibility for companies; to provide and build an impeccable
information system for future variation through requesting the information from
ASEAN countries which do not consider complete tariff reduction or elimination. In
addition, the voluntary participation of company should be elicited by emphasizing
expected conveniences in issuing the certificate for the origin of products. Customs
Service and the Korean Chamber of Commerce are in charge of issuing it as long as
the principal of exclusive verification of government agencies is maintained. This
certificate can be obtained by submitting required data to the Customs Service or
the Korean Chamber of Commerce and there is no service charge. The process of
issuing certificate in Korea is conducted fairly efficiently and promptly. Nonetheless,
it is true that certification issued exclusively by government agencies can be a burden for companies. Fears of leaking valuable information about the company, or fault
issuance are some of the main reasons for not obtaining the certificate. Especially if
there are raw materials supplied from more than two companies, it is virtually impossible to prove the origin of the product without cooperation of suppliers. To identify the origin of the raw materials, although, concrete documents are required:
documents such as a bill of manufacturing process, a bill of invested materials, and
a bill of invested materials cost, which are considered confidential by companies,
presenting extreme difficulties for raw materials or parts suppliers in Korea to provide them to exporters or final manufacturers —the main cause for exporters in
abandoning the benefits of preferential tariff. Complementary rules of origin of exporting goods to aid companies can be an alternative to promote utilization of
Korea-ASEAN FTA.
Moreover, as efforts for intergovernmental measures for efficient implementation
are made, reinforcing the ability of an exercise committees become significant. In the
Korea-ASEAN FTA, the formation of a committee to deal with matters of execution
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is clearly stipulated. The committee, composed of a director-general level official
from Korea and 10 members from ASEAN, operate with three subcommittees: a
subcommittee on tariff and origin of products, an economic cooperation subcommittee, and a TBT/SPS subcommittee. The committee can be an effective in
solving problems through an official channels, but the absence of a domestic committee to bridge and lead the exercise committee creates another problem. The
Ministry of Foreign Affairs and Trade, the Ministry of Strategy and Finance, and
the Customs Service have arranged a free trade agreement exercising team to deal
with exercising matters, overall management and supervision. In reality, the linkage
between one department which performs authentic negotiations and another which
proposes solution regarding domestic problems related to exercising matters is not
intimate enough, and further, the lack of interest about “exercising” inhibits the performance of the organization. Consequently, a universal organization responding immediately to exercising matters between committees and departments, and deals
with domestic and international matters professionally and simultaneously is required
not only for Korea-ASEAN FTA but also for FTAs currently being implemented.
Particularly, as there are a number of exercising matters expected in Korea-U.S.
FTA, Korea-EU FTA, and Korea-India CEPA, a motivated and authoritative domestic organization is necessary to prepare for them.
Increasing the number of customs officers to ASEAN office is receiving consideration as an efficient option for enhancing the utilization rate on exports in a short
term. In the case of ASEAN countries, major trading partners of Korea and staple
footholds of Korean companies, there are difficulties in the process of customs clearance due to inconsistent behavior of customs officers and the issue of non-tariff
barriers. Especially, after the implementation of Korea-ASEAN FTA, preferential
tariff and its related problems, as well as the irrationality of local customs offices
present a challenging environment for Korean exporters in utilizing preferential tariffs of the Korea-ASEAN FTA. To resolve these matters, collection of information
about local companies, immediate response to problems, and close cooperation between host countries and the customs personnel is desired. Among 10 members of
ASEAN, however, Thailand and Indonesia are only countries that customs officers
have been dispatched to, and it was in 2009 that the officers were dispatched to
Indonesia. Furthermore, local customs offices sometimes mete out arbitrary decisions, and communication between central government and local customs offices is
not steady in less developed members of ASEAN. When any disadvantages are ob-
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served by Korean exporters, the government does not react to them promptly, accruing problems which cannot be undone in a short period. Thus, services for resolving difficulties involved in preferential tariff and customs clearance should be
furnished to Korean companies that are willing to utilize Korea-ASEAN FTA, by
stationing customs officers with professional knowledge in ASEAN countries. In the
short term, dispatching customs officers would mean convenience for Korean companies and also make local customs offices aware that Korea actively responds to
the behavior of irrational tariff administration. In the long term, it will reform unreasonable customs clearance processes in general. Hence, it is very important to
send an expert with professional knowledge and experience to deal with issues of
customs in host countries. Thus it is urgent to dispatch customs officers to major
ASEAN countries presenting difficulties to implement Korea-ASEAN FTA.
In addition, there are other measures for enhancing efficiency and to resolve insufficiencies, such as monitoring application of mutual tariff, offering guidelines, or
considering bilateral FTA between members of ASEAN. All in all, consistent interest and effort from government, companies, and the academia is regarded as the
most imperative in maximizing the FTA effect.
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Since its inception in 1989, Asia-Pacific Economic Cooperation (APEC) has long
been strived to evolve the vision of building the Asia-Pacific economic community
into the stage of maturity under the principle of ‘open regionalism.’ However, with
its 20th anniversary, APEC appears to be adrift in the middle of formidable challenges demanding major changes and reforms. Among others, challenges posed by
its unique feature, represented by dynamism and diversity, is worth to note for further deliberation. While the growing interdependence in our region by economic dynamism heightened the need for the APEC to strengthen regional economic integration its diversity which in effect produces the heterogeneity of economic interests and political stances makes it very difficult to construct a proper architecture
for the region as a whole.
Currently proliferating regional trade agreements (RTAs) around the world, especially, in the East Asian region, have made APEC consider the preferential liberalization approach to be an attractive policy alternative. Moreover, slow progress of the
WTO’s (World Trade Organization) DDA (Doha Development Agenda) round of free
and open trade negotiations in Geneva shall force the world economy including
APEC member economies to rush to bilateral and plurilateral cooperation for preferential trade and investment liberalization. Quite a few economists suggest that this
multi-track approach will be more desirable to reinvigorate APEC’s vision of one
community. More specifically, considering (i) the sluggish and stalled progress of
negotiating multilateral trade and investment liberalization under the WTO’s DDA
round, (ii) the failure of the APEC’s EVSL (Early Voluntary Sectoral Liberalization),
(iii) the slow progress of the Bogor Goals, (iv) the loss of vitality of APEC economic
activities after the East Asian financial crisis occurred in 1997, (v) the spaghetti
bowls phenomenon expected from a complicated web of overlapping RTAs in the
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Asia-Pacificregion, (vi) deepening interdependence among APEC member economies,
and (vii) strong positive welfare effects expected from RTAs, a Free Trade Area of
the Asia Pacific (FTAAP) has been discussed in APEC as a long-term prospect.
The objective of this paper is to provide an economic implication of an FTAPP as
catalyst to promote APEC’s vision of creating one economic community. In order to
serve this purpose, we endeavor 1) to examine a more concrete rationale for APEC
member economies discussing a possible FTAAP by addressing conditions for desirable FTAAP, 2) to analyze the economic impacts of an FTAAP.
To provide policy makers with more realistic and practical forecast, the benefits
linked to the core FTA chapters (liberalization for trade in goods and reduction of
barriers in service trade) were analyzed in addition to the economic impact of trade
facilitation and rules of origin (RoO) standardization either quantitatively or
qualitatively. The same methods used in feasibility studies for proposed FTAs between much smaller groupings of economies - the Gravity model and (both static and
capital accumulation) computable general equilibrium (CGE) - were adopted with
GTAP 7 data set.
Since tariffs have decreased, the focus of FTAs tends to be diversified. If an
FTAAP is defined as a comprehensive and high-quality large scale FTA, it is
reasonable to assume full tariff elimination in goods. However, since trade barriers in service sector will not be completely eliminated through an FTAAP, only
10% reduction of the trade barriers in services is assumed. Also, trade and investment facilitation, transparency, behind-the-border regulations, and administrative procedures are now acknowledged as important determinants of economic
progress, which highlights the significance of business friendly environment.
However, since it is not easy to quantify the effects of the changes in all elements, the focus is on the elimination of tariff and non-tariff barriers in agricultural, manufactured goods and services, and the trade facilitation. In this manner,
this paper developed 3 sets of policy experiments: a full elimination of tariffs in
agricultural and manufactured goods (Scenario I), the elimination of tariff and
non-tariff barriers in agricultural and manufactured goods and 10% reduction in
trade barriers in services (Scenario II) and the reduction of trade costs by 5%
through trade facilitation (Scenario III).
The results of the Scenario I in which tariffs in FTAAP are removed present the
economy-wide effects of FTAAP. These involve changes in GDP, welfare and, aggregated exports and imports. Also, GDP increases in developed economies, such as
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the US, Japan, Canada, Australia, and Singapore, are relatively smaller than those in
developing economies. And the welfare of Canada, Indonesia, Chile, and Peru would
decrease a little.
The results of the Scenario II present the economic effects of tariff elimination
and 10% reduction in tariff equivalents of services. The FTAAP in Scenario II yields
higher economic gains for each member economy as well as APEC as a whole in
terms of real GDP and welfare than in Scenario I. All participating countries would
experience a more positive growth of real GDP and welfare than in Scenario I. In
this respect, we may argue that liberalization in services leads to an efficiency increase in service sectors. Since services are basic inputs or intermediates for industrial production, the competitiveness of manufacturing sectors also would be
improved.
The results of Scenario III that includes Scenario II and 5% reduction in trade
cost by trade facilitation shows bigger economic effects of an FTAAP than of
Scenario I and II, presenting the magnitude of increase real GDP and welfare of all
member economies has been found to expand. This implies that trade facilitation is
one of the most important catalysts of economic growth and its impacts on GDP and
welfare are significant.
In short, the study shows that medium-run effects of the FTAAP according to
Scenario III for the member economies would be larger compared to the effects on
GDP and welfare estimated with the static CGE model. Moreover, the results indicate that the overall economic outcome is more favorable than any other Scenarios.
More specifically, the outcome reports the highest welfare gains among other scenarios as it estimates welfare gain by 3.08%. In addition, the outcome also yields
relatively higher growth gains for some developing economies including Thailand,
Vietnam and Malaysia. Thus, we can find out that 1) as GTAB database initially reports relatively high tariff rates for these economies, the size of the impact will be
greater and 2) the unique methodology for estimating capital accumulation CGE
model and assumptions used in the scenarios may result in favorable outcome for
those economies having a large demand for capital.
In fact, it is expected that real GDP for APEC as a whole would increase by
3.31% (Capital Accumulation under Scenario III), whereas only 0.13% (Static under
Scenario I) increase in real GDP in the static CGE model. Also, the gains for
Thailand and Viet Nam in terms of real GDP are higher than others. This implies
that traditional trade liberalization in market access still has important impacts on
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real GDP and welfare in those countries.
Economic effects of 3 sub-regional RTAs are also estimated. First of all, it suggests that TPP formation does not produce significant trade diversion effect to non
participating members. Thus, non-participating members, except Russia, will also
enjoy the benefit of free trade if the medium-run growth bonus effect is taken into
account. However, with some minor exceptions, formation of East Asian sub-regional RTAs, ASEAN+3 and ASEAN+6, will produce negative effects on the GDP
and welfare of non participating members, while positive economic effects on GDP
and welfare are reported for participating members.
In addition to the three Scenarios, the empirical evidence of gains from cumulated
RoO for the Scenario IV has been employed. More specifically, the expected positive
trade-enhancing effect from the RoO cumulation is estimated to be huge compared
to the bilaterally cumulated RTAs. Also, the positive trade creation effect (trade-enhancing effects) of different cumulation schemes ranges from the highest in full cumulation (35.8%) to the smallest in bilateral cumulation (0.9%). The negative trade
diversion effect ranges from the highest in diagonal cumulation (16.0%) to the
smallest in full cumulation (3.1%). Therefore, a full cumulation scheme to consolidate
existing small-scale RTAs in APEC is a desirable FTTAP. Such harmonization will
realize significant welfare gains to members, without causing a serious damage to
nonmembers. Likewise, an FTAAP will be able to pave a way to a global free trade
area compatible with WTO multilateralism.
The empirical outcomes provide Korea with the following policy implications on
APEC's ongoing FTAAP development. While APEC prepares for the completion of
the Bogor Goal for the developed economies in 2010, the world has experienced the
proliferation of regionalism and two significant financial crises (1997 Asian Financial
Crisis and 2008 Global Financial Crisis), and the deadlock of DDA negotiation has
not been resolved yet. Accordingly, APEC members have traditionally placed more
weight on the small-scale, bilateral or multilateral RTAs than on the comprehensive
region-wide trade liberalization arrangements. Thus, APEC has become a spider
web of small-scale FTAs in which potential for the negative welfare effects is high.
Under these circumstances and the rapidly approaching Bogor Goal target year for
the developed economies, the revival and the expansion of the regional economic dynamism became an APEC’s top priority. On the reality, however, the sub-regionalism has proliferated despite of continuous efforts to maintain the multilateral trading system as the basic framework for the economic cooperation. Consequently,

2009 Summaries of Research Reports

41

APEC has recently begun searching for comprehensive and high-level RTAs
through a harmonized integration of small-scale regional FTAs. For this purpose,
the establishment of FTAAP is now being discussed with a long term perspective.
The positive gains from the larger-scale FTAAP are expected to be significant
enough to invite all APEC members to join. At the same time, however, the trade
and investment liberalization of APEC through the second-best policy may encounter
strong obstacles incurred by diversified interests of member economies, lack of political will, and problems of compatibility with multilateralism and APEC’s basic
principles. Understanding these difficulties for the FTAAP formation, this study
considers following 4 policy options: 1) comprehensive application of tariff elimination in trade in goods with all sectors, 2) enhancing trade facilitation, 3) liberalization of services trade, and 4) simplifying RoO by adopting a full cumulation scheme.
Believing these policy options as scenario for the FTAAP shall create significant
gains from the deeper integration. The scenarios were designed to best reflect current APEC initiatives: trade liberalization through tariff reduction, trade facilitation
through trade cost reduction, liberalization of trade in services, and standardization of
RoO. According to the analysis of each scenario, the overall welfare gain for all
economies range from US$55 billion to US$ 284 billion and from US$ 149 billion to
US$ 636 billion under static and capital accumulation models, respectively. The
standardization of RoO would provide additional 32% net positive trade creation effects under full cumulation scheme. Based on the results so far, APEC should target
a high quality and comprehensive agreement for a maximum economic output.
Particularly, trade facilitation and liberalization of service trade is found to contribute
largely towards increase in real GDP and trade volume. Therefore, if an FTAAP
could be linked to current initiatives on trade facilitation and service trade liberalization in APEC, the member economies may enjoy significant economic gains from
creation of free trade area in APEC without making extra efforts. In this light,
APEC’s activities, such as continued commitment to development of model measures,
study on identifying convergences and divergences of existing RTAs/FTAs, trade
facilitation schemes, and structural reforms, should remain as top priority regardless
of the FTAAP progress. As to avoid enormous negative effects, FTAAP becomes
critical to integrate the region. And TPPA including P4 and TPP is believed to become a stepping-stone to promote high quality and comprehensive RTAs at global
scale. Moreover, the establishment of FTAAP is expected to promote a
China-Japan-Korea FTA, an ASEAN+3 FTA, an ASEAN+6 FTA, and a TPP,
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which are also expected to become a stepping stone to create global free trade
environment. In addition, the standardization of RoO within APEC needs to be continually considered. RoO is critical in determining the overall economic gains of trade
liberalization arrangements that an early implementation of the standardized RoO in
the region will enable each economy to realize full gains from the existing FTAs.
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09-08

Development Strategies for Korean IT Services
in the Era of Globalization
Yeongkwan Song, Jungu Kang, and Hye yoon Keum (December 2009)
ISBN 978-89-322-1307-1/A5/222pp.
USD 10

Creation of many high quality jobs is very important for the domestic economy, in
order to secure a new engine of growth and to reduce polarization. Knowledge-based
services, and business services in particular, are attracting much attention in this
regard. Business services develops as other sectors of the economy, such as manufacturing, progress into a higher level. In developed countries, business services have
developed naturally in line with their economic progress. The development of business services in turn raised the efficiency of companies, creating a virtuous circle.
When business services become developed, companies can easily achieve efficiency in managing firms through outsourcing. Due to the characteristics of increasing returns to scale of business services following the creation of demand, outsourcing brings the benefit of low cost to companies paying for those services, and
broadens the base of earnings of companies that supply business services. This expansion of the earning base eventually enables service companies to employ a
high-quality work force that helps business services develop further, creating another virtuous circle.
Korea has accomplished astonishing economic growth in the 1970s and 1980s
thanks to the development of manufacturing dependent on low-cost labor. However,
the time has come for Korea to develop more globally competitive companies in spite
of the high cost of labor required, and business services are essential for that
purpose. The development of business services raises the general level of the economy including manufacturing, and is not just business services. The development of
business services leading to stimulation of the outsourcing market in is critical for
small and medium enterprises in becoming mid-sized, large, and eventually global
firms. Because business services do not usually require much capital to start, it is
comparatively easy to enter and withdraw, and has a very flexible labor market. In
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addition, because business services need quality manpower, it is possible to create
many high-quality jobs. It is expected that potential demand for business services in
Korea will be relatively large in the event that quality services begin to be supplied,
because manufacturing is already well-developed in Korea
The subject of this study is IT services, as IT services are one of the most active
in business transactions and is an industry where Korea is considered to have comparative superiority. The volume of trade in IT services is quite large in terms of
business services, and its growth rate is also high. The trade in IT services created
a new phenomenon called global outsourcing, which in turn becomes more activate
by global outsourcing. Since the global outsourcing in IT services has become active, world-class companies in business services are emerging not only from developed countries like the US, but also from developing countries such as India. It is
notable that Brazil, China, India, Indonesia, and Russia combined for a growth rate of
19% in the world IT market from 2003 through 2007, and the market share of the
newly developing countries account has increased to about 20%.
The purpose of this study is to deduce conditions and the policies necessary for the
development of Korean IT services and the birth of its own world-class companies.
Toward that end, this study will examine the current state of some major global IT
service companies in the US and India by using a variety of statistical analysis
methods related to the IT service industry, such as the size of industrial value added
and revenue of the major companies. This study will also review the present state of
Korea's IT service industry through inter-industry analysis etc. In this study, the
policies for the development of Korean IT services will be presented as active supply
policies, active demand policies, and open-to-outside policies, respectively.
The first and most urgent condition for the development of Korean IT services
and creation of world-class companies in Korea is the establishment of infrastructure with superior human assets, which is considered to be the most important
in IT services. Accordingly, in the active supply policies, expert manpower policies
to nurture more creative and highly-skilled workers will be discussed and business
policies such as active M&A will be presented. Second, measures for promotion of
exports related to government procurement policy and official development assistance will be proposed as active demand policies. Finally, open-to-outside policies,
the position Korea should take in the IT service field in multilateral trade negotiation
(DDA) currently in progress and in the FTA; policies to attract expert personnel and
investment from overseas; and export promotion policies are introduced.
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09-09

Mesuring the Barriers for Service Trade and
its Policy Implications
Hankyoung Sung, Hyeri Park, Hosun Nam, and Joo Young Yang (December 2009)
ISBN 978-89-322-1308-8/A5/166pp.
USD 7

The purpose of this research is measuring barriers for the service trade on telecommunications, constructions, and professional service sectors in seven OECD
countries including Korea and suggesting policy implications by estimating economic
effects when those are eliminated.
In the second chapter, we study the characteristics and trade flows of the three
service sectors. Telecommunication services, which used to provided by state-owned
enterprises (SOEs), is considered regulations would be necessary to keep the market
competitive. The construction services may be restricted by several regulations since
mostly those need to be provided by commercial presence. Professional services that
include legal, accounting, architecture, and engineering was highly regulated but the
discussions on its opening and facilitating competition is widely in process.
In the third chapter, we measure Service Market Barriers (SMB) using firm level
data related to internal industry trade and construct Service Trade Restrictiveness
Index (STRI) using regulatory profile data from OECD. Then we analyze the service
trade barriers from the both SMB and STRI, which are complementary each other.
The rank in the SMBs and the STRIs for Korea is relatively idiosyncratic in that
the SMB on the three service sectors in Korea is mostly higher compared to other
countries, but the STRI is relatively lower. It may imply that Korea has accomplished regulatory reform for a few years, but that still service providers have yet
internalized the reform.
The fourth chapter reports that in the most cases the eliminations of the service
trade barriers result in the increase in real GDP, enhancement of allocative efficiency, the increase in real production of manufacturing sectors.
This paper concludes in emphasizing that we should not overlook the positive side
from regulatory profiles, which may hinder the service trade, but we can expect the
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efficiency and real GDP growth by removing the service trade barriers. Korea is expected to have the positive economic effects from liberaizing service trade, so it has
to pursue lowering service trade barriers. In particular, appropriate competition policy
would help not only loweirng SMBs but also preventing monopolistic behaviors by
foreigin service providers.
The STRI in construction by OECD and this work has some limitations to be used
for trade negotiations but it is useful for reference for policy makers as well as
negotiators. It still remains as future works that the extension of research by expanding service setors and country profiles and refining data.
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09-10

The Path to a Successful Doha Conclusion:
Impacts of DDA and its Implications for
Korea’s Stance
Jin Kyo Suh et al. (December 2009)
ISBN 978-89-322-1309-5/A5/210pp.
USD 10

The multilateral negotiation engaged in Doha in November 2001 has reached a very
crucial point. Draft modalities have been finalized by the chairmen of the agriculture
and non-agriculture market access (NAMA) committees. However, the multilateral
agreement, and the ultimate fine tuning of the proposals missed target of reaching a
consensus. Still negotiations resumed and helped removing some stumbling blocks.
In the stage of political lack of will among the main actors of a possible deal, it is
utmost importance of precisely quantify the potential gains associated with the completion of the Round and how these gains are shared among countries.
The study used here to assess the consequences of the negotiations are highly technical and complex, pointing to the imagination of the negotiators to find a politically
acceptable deal. The state of the art lies in the measurement of border protection at
the most detailed level affordable, and in the computation of actual liberalization resulting from a tariff-cutting formula. Bound and applied duties (whether ad valorem,
specific, mixed or compound) have to be measured at the HS-6 digit product level.
Using computable general equilibrium model of the world economy (GTAP), we
simulate the impacts of the December 2008 drafts circulated by the WTO. The most
important finding at the aggregate, global level is that any of the plausible trade
scenarios will produce only modest gains, a one-time increase in world real income
of $58 to $136 billion. This represents an increase of 0.1~0.3 percent of current global gross domestic product (GDP). The limited nature of the gains from the Doha
Round goes far in explaining the lack of urgency demonstrated by WTO negotiators.
Given relatively low gains, the adjustment costs to which countries expose themselves when they change trade policies may loom larger than in the past. The mod-
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est overall gains would have quite different economic effects on different countries
and regions. The biggest gainer is both China and Korea with gains ranging from
1.1 to 1.4 percent of GDP under different scenarios. More than half of these gains
would be reaped within 5 years of implementation only.
In conclusion the crunch has come: 2011 is a real dead line. If Doha fails, it seems
inevitable that the WTO's slow decline will accelerate. If it succeeds, then victory
will have been snatched from the jaws of defeat. Either way, serious thought needs
to be given to future methods of negotiation. In these process, Korea needs to participate actively in the negotiation, particularly with a possible compromise on essential issues such as SSM and sectorals.
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09-11

OECD DAC Accession and its Implications for
Korea’s ODA Policy
Yul Kwon et al. (December 2009)
ISBN 978-89-322-1310-1/A5/290pp.
USD 10

Korea became the 24th newest member of the OECD Development Assistance
Committee (DAC) in January 2010. The DAC is a like-minded group where donor
governments and multilateral organizations come together to help partner countries
reduce poverty and achieve the Millennium Development Goals. As a member of the
DAC, Korea needs to upgrade its development assistance system and follow international guidelines on development.
Korea joined the OECD in 1996. However, the ODA/GNI of Korea was just 0.03%
and it did not meet the requirements to be a DAC member country. Korea is now
one of the major global economies in the world and the volume of the ODA was 803
million dollars in 2008, meeting an annual minimum net ODA volume of either $100
million or 0.20% of GNI. Korea’s ODA as a share of GNI is 0.09%; however, it has
committed to increase the ODA spending to 0.25% of GNI by 2015.
In line with the DAC recommendation, Korea plans to untie 75% of its ODA by
2015, prioritizing untying in its support to least developed countries (LDCs) and other heavily indebted poor countries. Meeting the minimum level of grant element for
ODA to LDCs, Korea changed the terms of its concessional lending such that the
repayment and grace periods are extended by 40 and 15 years, respectively, and the
interest rate is reduced to between 0.01% and 0.1%.
This study analyzed the DAC’s guidelines on the development areas including environment, trade, gender equality, and poverty reduction. The guidelines provide
analysis, guidance and recommendation for the DAC members to coordinate their
development efforts based on them. Case studies of other DAC countries were included to reflect good strategies, policies, and practices into Korea’s system of development assistance.
Korea needs to work to increase not only the quantity, but also the quality of aid.
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This study identified the current issues in development such as aid effectiveness, division of labor, and policy coherence. Based on the survey on monitoring the Paris
Declaration, Korea’s development assistance and effort on improving aid effectiveness were assessed by each component of the monitoring survey.
This study suggests an establishment of a separate government department within the authority of prime minister which is responsible for policy‐making and coordination among the line ministries. To increase the link between grant and loan
projects or programs, an integrated country assistance strategy on the same partner
country is necessary and a system of monitoring and evaluation should be set up.
An importance of decentralization is emphasized in order to respond effectively to
the needs of the partner countries and increase the harmonization with other donors
in the field. Finally, the policy of development assistance needs to be coherent with
the policy on other foreign affairs including trade, environment, and economic
cooperation.
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09-12

From ASEAN+1 FTAs to an East Asia FTA
Chang Jae Lee et al. (December 2009)
ISBN 978-89-322-1311-8/A5/174pp.
USD 7

Although East Asian Countries belatedly joined the worldwide regionalism, they
concluded many bilateral and plurilateral FTAs within a relatively short period of
time. A number of FTAs were concluded among East Asian countries.
In addition to the “Spaghetti bowl phenomenon” that resulted from the proliferation of FTAs among East Asian countries, recently, the global financial and
economic crisis prompted East Asian countries to consider seriously an East Asia
FTA (EAFTA). In fact, since the United States and the European Union are not expected to continue absorbing exports from East Asian countries in the coming years,
there is a growing need for expanding the intra-regional market, and an EAFTA.
On the other hand, it would be quite burdensome politically and administratively
for East Asian countries to launch negotiations for an EAFTA, just after concluding
quite a few FTAs and with a number of FTA negotiations still in progress.
In our view, the most important task for an EAFTA at this juncture is to come
up with a model of an EAFTA which could produce real benefits, increasing intra-regional trade and being achievable at the same time; demanding a minimum of
political and administrative burden to countries in East Asia, and to ASEAN countries, in particular.
This study aims first to suggest such a model for EAFTA. Given that the
ASEAN-China FTA, the ASEAN-Korea FTA, and the ASEAN-Japan FTA (the
three ASEAN+1 FTAs) have already been concluded, a consolidation of these
ASEAN+1 FTAs will be most important and necessary.
Thus, the study examined and compared the three ASEAN+1 FTAs in terms of
trade in goods, trade in services, investment, trade and investment facilitation, economic cooperation and rules of origin (ROOs). On the basis of comparison of these
ASEAN+1 FTAs, we propose a model containing the following elements.
First, the creation of the unified ROOs will be the first step. We propose a simple
and liberal ROOs and not to use it as a means of protection. Having a unified ROOs
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alone will produce substantial benefits to East Asian countries by overcoming the
“Spaghetti bowl effect” and reducing transaction costs for intra-regional trade.
Second, in order to minimize the political and administrative burdens, we propose
utilization of the concession structure of existing FTAs. In addition, some efforts at
harmonization will be necessary. We note that the process of harmonization will be
easier after 2012, because about 90 percent of all tariffs will have been eliminated by
that time for many countries.
Third, as for services and investment, given that the Japan-ASEAN FTA lacks
these agreements and that even those agreements that were concluded are not high
quality in terms of level of liberalization, and considering the increasing importance
of services and investment for East Asian economies, we propose that further efforts
will be needed to liberalize both services and investment.
Fourth, with respect to facilitation and cooperation, we propose to focus on those
facilitation measures that are closely related to the EAFTA, such as ROOs or customs-related issues. Additionally, we suggest that cooperation measures with appropriate funding mechanisms and adequate resources should be directly linked to these
facilitation measures in order to ensure their implementation.
In order to achieve an EAFTA, however, the consolidation of the ASEAN+1
FTAs will not suffice. Any kind of FTA(s) will be necessary between China, Japan
and Korea; namely, a trilateral FTA, a series of bilateral FTAs, or de facto FTA between China, Japan and Korea; in addition to the consolidation of ASEAN+1 FTAs.
In fact, without an FTA between the three countries, the consolidation of the existing FTAs will be meaningless.
The process of forming any kind of FTA(s) between China, Japan and Korea lags
behind that of consolidating ASEAN+1 FTAs. The official tripartite joint study for a
China-Japan-Korea FTA (CJK FTA) has yet to start. Thus, the study highlights
the importance of speeding up the CJK FTA process.
In order to achieve an EAFTA, these two processes should advance
simultaneously. Furthermore, to shorten the duration for realizing an EAFTA and to
avoid unnecessary and superfluous administrative activity, each process should proceed while closely considering the other, especially as far as the rules of origin and
the tariff nomenclature are concerned.
Even though the ASEAN countries are often said to be in the driver’s seat in
pursuing an EAFTA, the study underscores the importance of the three Northeast
Asian countries in advancing the process for an EAFTA at this critical juncture in
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its formation. Additionally, it admits that the formation of an EAFTA is a complex
process depending on both economic and geopolitical variables. Thus, the study recommends that the Korean government should play the role of facilitator in realizing
an EAFTA expecting that it may take a long time to achieve it.
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09-13

Macroeconomic Structure for the Stable
Economic Growth in Korea
Deok Ryong Yoon, Woosik Moon, Chi-Young Song, Jai-Won Ryou,
Hee-Yul Chai, and Yeongseop Rhee (December 2009)
ISBN 978-89-322-1312-5/A5/210pp.
USD 10

Korea is an example of a country that has maintained a policy of export-oriented
growth. Due to the small domestic market size and relative low level of GDP per
capita, Korea cannot still reduce its reliance on exports. The financial sector has also
become increasingly dependent on foreign capital since the currency crisis in 1997,
because the country has removed almost all barriers against external investment. A
relatively high level of trade dependency as well as the growing weight of foreign
capital in the domestic financial markets caused a concern that the external sector
would become more important than the domestic sector. Global financial and economic crisis last year reignited discussions on the appropriate level of Korea’s external dependency. In this book, we examine issues and problems related to high external dependency or linkage in various ways. Based on the results of our empirical
and analytical observations, we also suggest policy recommendations which may
bolster stable economic growth in Korea.
Chapter II analyzes whether Korea’s high trade dependency is the main reason
impeding stable economic growth. Korea’s export-GDP ratio is higher than Japan’s,
but it is similar to China’s, and smaller than those of Asian NICs (Newly
Industrializing Countries). Moreover, Korea’s trade dependency ratio, the average ratio of exports and imports to GDP, is smaller than those of smaller EU economies,
even if higher than the OECD average. While the negative impact from the global
financial crisis was greater for countries with higher trade dependency, at the same
time, recovery is expected to be much faster for those countries. Therefore, the argument that Korea should lower its trade dependency is untenable.
Meanwhile, the downturn in the world export market, particularly that of the US,
is surely a serious challenge to the Korean economy. The global balancing of current
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accounts will require depreciation of the US dollar, and appreciation of the Korean
won. In order to secure growth potential, the Korean government needs to increase
domestic demand through stimulation of investment. At the same time, Korea should
increase trade with East Asian countries through promotion of free trade agreements
with China and India, and strategic use of official development assistance (ODA) towards developing countries in the region. On the financial side, the financial and
monetary cooperation in East Asia should be strengthened to stabilize exchange
rates of East Asian currencies against the U.S. dollar, as well as against each other.
Chapter III tests the hypothesis of decoupling and re-coupling of Korean and
Asian economies. As economic linkages between Asian economies increase and accelerate, there is an increasing business cycle synchronization among Asian economies, which led many people to argue for a unique Asian business cycle independent
of US and EU economies. In the case of the Korean economy, for example, China
has emerged as the most important trading partner, far ahead of the US which was
for a long time Korea's dominant trade partner. As a consequence, Korean business
cycle became more and more closely linked with the Chinese business cycle.
According to this analysis, despite increasing synchronization of Asian economies
among themselves, it also turns out to be true that Asian economies still maintain a
high degree of business cycle synchronization with the US and EU economies. That
is, for Asian economies, re-coupling is taking place alongside the decoupling process.
This analysis yields two important policy implications. First, to sustain their economic growth, it will be very important for Asian economies to continue to maintain
closer economic policy coordination with the US as well as other Asian economies,
in particular China. Second, reflecting the increasing economic linkages among Asian
economies and the shift of the world economy to multi-polar system and away from
US dominance, Asian economies should continue to strengthen their regional economic cooperation.
In Chapter IV, we examine why Korea's financial sector is vulnerable to external
shocks and derive some policy implications for reducing its vulnerability. External
shocks are transmitted to the domestic financial sector through two channels. One is
the channel of interest differential and the other of psychological fear. In Korea, the
deviation from the covered interest parity tends to be maintained due to financial
market inefficiency and foreign exchange market interventions. This attracts huge
inflow of short-term capital and increases the vulnerability of the financial sector to
external shocks. During crises, the second channel plays a more important role. Our
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empirical results show that this vulnerability arising from psychological factors is
associated not with the openness of the financial markets but the management of
external exposure. The concentrated linkage of the Korean financial sector to the US
market also increases its vulnerability to external shocks.
To reduce its vulnerability, Korea should improve the efficiency of its financial
sector so that the chance of collecting returns without risk is not made available for
a long time. Also, a proper management of external exposure is more important than
a simple reduction of financial openness to protect against external shocks. The extended diversification of financial linkage to other countries is also desirable so as to
harmonize real and financial linkages.
Chapter V empirically investigates the crucial determinants of balance sheet mismatch between foreign assets and liabilities in Korea. The balance sheet mismatch
in general includes currency and maturity mismatches. Our empirical results indicate
that the balance sheet mismatch gets worse in Korea as the current account balance
deteriorates or the arbitrage opportunities reflected in covered interest rate differential become larger. Contrary to our expectation, however, the volatility of the
Won/Dollar exchange rate does not have significant impact on the mismatch. In this
chapter, we also find that the worsening of the balance sheet mismatch was one of
the main causes of the Korean currency crisis in 2008.
We suggest that the retainment of the overseas debt to a reasonable level, a
sound current account balance, and the removal of excessive and persistent opportunities for interest arbitrage in the Korean bond markets are important factors for
reducing Korea's financial vulnerability. More statistical information, which can help
us understand Korea's real situation concerning currency and maturity mismatches
more accurately, should be disclosed promptly in order to avoid raising unnecessary
concerns about the Korean economy in the international community. The size of foreign reserves needs to be maintained at an optimal level sufficient to mitigate the
disturbances in the foreign exchange market in the case of global credit crunches.
The regulatory standards for liquidity risk in terms of foreign currencies should be
also reinforced. Finally, the equity investment by foreigners may be an important
source of balance sheet mismatch, as it is not backed by short term asset, although
easily reversible. But capital controls to contain excessive equity inflows are not
recommended as they will have negative impacts on Korean economy’s international
credibility, not to mention other drawbacks.
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09-14

Effects of International Economic Shocks and
Macroeconomic Policies
Dong-Eun Rhee, Wonho Song, and Seung Hwan Oh (December 2009)
ISBN 978-89-322-1313-2/A5/130pp.
USD 7

Korean Economy has been affected by various international economic shocks,
since it is export-dependent small open economy. It has been directly influenced by
import countries' business cycle because of its high dependence on export, while it
has been also vulnerable to the changes of raw material prices. Moreover, recently
as the share of foreign investors increases, the financial sector is exposed to financial risks from the foreign countries. This study aims at explaining the effects of the
international economic shocks on Korean economy, and analyzing the effectiveness
of macroeconomic policies as countermeasures. This study is different from previous
studies in this area in that it reflects recent international economic environment
which has been dramatically changed since 2000s, and uses 5-country open economy
macroeconomic model.
The coupling of the world economy and the decoupling trends has been a hot issue in open macroeconomic studies. This paper examines this issue in a qualitative
way, and concludes that the world economies are related with each other more
closely as the international trade volume and international capital mobility are
increased. Especially for Korea and US, the decoupling has been debated more seriously, since in the Korean economy relative dependence of export to US has been
decreased after 2000. However, the paper pointed out that the coupling in the real
sector is still significant considering intermediate trade route. Moreover, considering
the increasing share of US capital in the Korean financial market, the financial route
of the US economy on Korean becomes stronger than before.
The paper is looking for the empirical evidence of international economic shocks
on Korean economy using VAR analyses. The empirical analyses define four different shocks: raw material price shock, US ICT bubble shock, sub-prime financial risk
shock, and Chinese rapid growth shock. The VAR analyses conclude that the raw
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material price shock most deeply impacts after-2000 Korean economy, and the
sub-prime financial risk shock was the second. Chinese rapid growth shock was the
smallest among four shocks. US ICT bubble didn't affect Korean growth rate, price
level, and trade surplus, but it only affects Korean stock market. Lastly, the effects
of international economic shocks on Korean economy have been increased during
2000s due to the fact that oil price shock and sub-prime shock occur in the
late-2000s.
Lastly, the paper adopt 5-country open economy macroeconomic DSGE model to
analysis the effects of international economic shocks on Korean economy and the effectiveness of macroeconomic policies. The model explains the effects of current
global financial crisis as a mixture of US slowdown shock and Korean country risk
premium shock. The model simulation describes the impacts of the current global financial crisis successfully: US slowdown drops the economic growth rates of Japan
and Euro area most severely, while Chinese growth rate is least affected by the
shocks among the 5 countries. Also it predicts that Korea and China will recover
most rapidly from the crisis, which matches the current situation. Also, the model
predicts that the impact of US economy on Korea was decreased between 2000 and
2007, but still it affects Korean economy significantly. However, if the size of the
shock is same, the shock from the Chinese slowdown will be greater than that from
US. This result implies that policy authority concerned should pay attention to the
possible shocks from China. Lastly, the paper evaluates the effectiveness of the
macroeconomic policies. Overall, government spending increase policies are more effective to boost the economy than the tax cut policies. Especially, among the government spending policies, increase of the government investment boosts the economy most effectively than the increase of government consumption and transfer.
Regarding monetary policy, the model shows that monetary authority should be
careful to raise its policy rate preemptively as a part of the exit strategy, since the
policy rate increase cause exchange rate appreciation and, in turn, it will hamper
exports.

2009 Summaries of Research Reports

59

09-15

Effects of Foreign Investment on Korean Bond
and Derivatives’ Market
Deok Ryong Yoon, In Huh, Seung Hwan Oh, and Ho Jin Lee (December 2009)
ISBN 978-89-322-1314-9/A5/154pp.
USD 7

Foreign investment in Korea’s financial market attracted attention mainly due to
its impact on price and volatility. This study analyzes the impact of foreign investment in bonds and derivatives market in Korea, even though foreigners do not have
strong impact on these markets.
Korea’s bond market was opened in December 1997 excluding nearly all types of
barriers. Foreign investment reached just 4.3% of total bond market volume by the
end of 2008. In stark contrast with the stock market, foreign investment increased
very slowly in the bond market. Foreigners bought mainly public bonds and came to
occupy around 10% of its market volume. The main results of the research on the
impact of foreign investment in Korea’s bond market can be summarized as follows:
First, foreign capital inflow in the bonds market functions as an important channel
for providing foreign currency, especially the US dollar. Investment in bonds by foreigners has increased since the global financial crisis in 2007 and is still showing a
high growth rate in 2009. The possible interest arbitrage using their financing capacity for the US dollar seems to have prompted their growing investment in the
bond market. The foreigners’ net investment was concentrated on currency-stabilizing bonds with short maturity, which implies that foreign investors seek riskless
profit from the high interest of currency-stabilizing bonds.
Second, the study could not find any evidence that foreign investment caused the
volatility of bond prices. This may be due to the relatively small weight carried by
foreign capital on the bond market. However, the high volatility of Korea’s financial
market at the time of expiration of bonds held by foreign investors signals that the
foreign bond investment may have great influence on dollar flows.
Third, the weight carried by foreigner’s in the bond market may increase at any
time because securing the channel for financing the dollar will be a continuous con-
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cern in Korea. The possibility of interest arbitrage may probably continue to attract
the dollar in the event of a dollar shortage.
The study on foreign investors’ impact on the bond market emphasizes the importance of stable foreign investment in the bond market not to stabilize the bond
market itself, but the foreign exchange market.
Empirical analyses on KOSPI200 index futures market show that foreign investment increases the volatility of the market. Foreigners have stronger impact on volatility than domestic institutional or individual investors. This conclusion supports
the hypothesis that foreign investors trade with better information than domestic
investors.
Second, foreign investors lead price changes. The foreigners’ buy-position has a
positive correlation with the profitability of futures while the sell-position depresses
the price level of futures.
Third, net purchase volume of foreign investors only have statistically significant
positive correlation with the profitability of stock index futures market. Institutional
or individual investors do not show any statistically significant correlation with its
profitability.
These results imply that foreign investors dominate the KOSPI index future’s
market.
Contrary to the impact of foreign capital in the stock market, foreign investors do
not have a significant influence on governmental bond futures market. The empirical
analysis shows following results.
First, foreign investors behave as a price-taker so that their net purchase varies
up to the price level on the market.
Second, the net increase of foreign investment in public bond future market shows
significant grandeur causality with the profit on the public bond spot market.
Third, the public bond future market may influence the public bond spot market
and foreigners’ net purchase on the bond future market. However, this relation is
unilateral, as the process cannot work in reverse.
Fourth, the distribution of profit rates on public bond spot- and futures market
varies from period to period. But the impact on variables persists longer on the futures market.
Putting these results together, we can say that foreign investors in the public
bond futures market do not have significant influence on the profit rate of spot and
futures. Foreign investment has rather been influenced by market conditions and sit-
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uations, which determines the participation of foreign capital. This relatively weak
influence of foreign capital may increase the change in the future, if the unsettled
contract and cohesive dealing are considered.
Summing everything up, the study comes to the conclusion that foreign capital
increases its influence on the bond market as well as the futures market in general.
Foreign investors dominate a part of financial markets where they have better information and they can access liquidity easily. In other markets, foreigners behave
as adaptive market participants.
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Global Financial Crisis and Post-Crisis
International Financial Architecture
Yonghyup Oh, Chang-Gyu Choi, Young-Joon Park, and Yeon Sil Kim
(December 2009)
ISBN 978-89-322-1315-6/A5/128pp.
USD 7

This study examines the causes and results of global financial crisis, which was
triggered by the subprime mortgage crisis in the U.S. It further suggests policy implications to overcome the crisis. Chapter 2 summarizes the causes of the U.S. financial crisis and explains its effects on the economic recession. Chapter 3 focuses
on the international transmission of the financial crisis in two aspects of both financial and foreign exchange crisis. In addition, it summarizes major countries' policy
responses to get over the crisis countries being USA, EU, China, Japan and other
Asian countries. The empirical analysis accounts for the international transmission of
the financial crisis between the U.S. and Korean financial markets. Chapter 4 provides policy suggestions for national authorities and international cooperations, including the G-20 process at a global level and the CMIM (Chiang Mai Initiative
Multilateralization) at a regional level. The last chapter is a conclusion that also
looks at the G-20 process as a new feature of the post-crisis international economic
order.
The crisis in emerging economies like Korea is distinguished from that in the advanced economies in the sense that financial crisis has manifested as a severe recession through foreign exchange markets, rather than the impact on financial market itself. Accordingly countries react differently to overcome their economic
difficulties. The report suggests that post-crisis international financial policies should
direct our attention to strengthening international financial regulation and supervision, and reforming international financial monetary institutions. For Korea, government policies should work towards creating transparent and healthy financial
markets by strengthening the central bank's function as macro-supervisor. And at
the same time, the present decentralized micro-supervisory authorities need to be
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merged to better monitor domestic financial markets. Lastly, East Asian countries
are making progresses towards regional financial cooperation via the CMIM which
was developed from the bilateral currency swap agreements under the CMI. The
ASEAN+3 countries are currently involved in establishing regional surveillance unit
with the CMIM, and Korea should make a significant contribution for regional monetary and financial cooperations.
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Portfolio Investment of Foreign Capital and
its Impact on Stock and FX Market
Deok Ryong Yoon, Seung Hwan Oh, and Ho Jin Lee (December 2009)
ISBN 978-89-322-1316-3/A5/130pp.
USD 7

Korea has lifted all the barriers against foreign capital in the 1990s, especially after the currency crisis in 1997. As a small open economy, the Korean economy became more volatile due to the movement of foreign capital after the capital
liberalization. This study focuses on the volatility caused by foreign portfolio investment in the stock market as well as in the foreign exchange market to find a way
to stabilize the market.
At first, the authors provide an overview of the Korean stock market and describe
the impacts of foreign investment in the stock and FX market. The next chapter analyzes how the capital inflow on the stock market influences the volatility of stock
prices and the stability of financial markets. In the following chapter, empirical studies verify the relation between foreign capital and the volatility of financial markets.
Last chapter seeks possible policy implications from all the analyses.
The inflow of foreign capital increased very rapidly after the deregulation measures for foreign investment. Foreign capital possessed over 40% of the total stock
value until the global crisis 2007. Foreign investment on the portfolio market increased rapidly since 2002. The inflow of portfolio investment exceeded its outflow
until 2004. The outflow, however, began to increase over the inflow since 2005. The
subprime mortgage crisis that broke out in the US in 2007 accelerated capital outflows and led to high volatility of the financial market.
Our empirical studies confirmed that the capital market liberalization reduced
capital costs, and also shows the impact of cost reduction would be very small,
staying under 1%. The study on the volatility of stock prices caused by foreign
portfolio investment shows that the abrupt change of foreign investors' position between net short and net long caused the volatility regardless of the investment
volume. This result implies that the stock market can maintain its stability only if
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the short-term capital is brought under some degree of control. The result highlights also the importance of the quality of inflow capital in managing market
volatility.
High proportion of foreign portfolio investment contains the risk of exchange rate
volatility as well. Especially, the excessive volume of in- and outflow determines
exchange rate volatility while the net volume of inflow does not have decisive
impact. For instance, net inflow of foreign capital in 2004 reached only US$9.42 billion whereas the total volume of in and outflow amounted to US$222.92 billion. The
shocks from excessive capital movement can be absorbed only by institutional
investors. Participation of pension funds should be welcomed as a market stabilizer,
because pension funds usually engage in long-term investment.
This research confirmed the negative correlation between the profitability of
KOSPI and exchange rate fluctuation. The regression analysis showed that the 1%
increase of exchange rate decreases profitability of stock index by 0.6952% and the
relation was statistically significant.
The pattern of foreign investment varied according to the investment period and
the level of stock index. Foreign investors increased their investment until 2004
when the stock market remained under KOSPI index 1000. During this period, foreign investors lead changes in the stock index. Since 2005, foreign investors started
to sell because Korean institutional investors including pension funds and insurance
companies participated in the stock market and took over the role of leading the
stock index. Foreign investors have shown adaptive attitudes in dealing stocks according to the stock index especially around KOSPI index 1500.
In sum, net investment of foreign investors has shown great influence on the level
and the volatility of the stock index. The reason is as follows; First, foreign investors can mobilize higher capital volume than domestic investors. Second, foreign investors have access to more accurate information, thereby able to lead market prices.
This research work provides some policy implications for stabilizing financial
markets in Korea.
First, the quality of foreign capital plays a decisive role in eliciting positive effects
from foreign investment. Long-term investment can contribute to the stability of the
financial market while short-term investment increases the market's volatility.
However, conditions in the domestic market have a strong influence on whether the
foreign investment would stay long or leave early, which emphasizes the importance
of economic fundamentals in determining the quality of foreign capital.
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Second, the research underlines again the role of domestic institutional investors
as stabilizers in financial market.
Third, the empirical analysis shows a strong correlation between stability of the
stock market and the stability of the FX market. The research result highlights the
importance of stability in the stock market for stabilizing the FX market, because
higher the profitability of the stock market, the more stable will be the exchange
rate.
Fourth, every market has short-term noise, even if long-term changes depend on
changes in economic fundamentals. Therefore, policymakers should try to minimize
market-disturbing factors caused by foreign investment.
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The Development of Retail Industry in China
and its Implications
Seungshin Lee et al. (December 2009)
ISBN 978-89-322-1317-0/A5/326pp.
USD 12

China’s retail industry has been growing rapidly since the liberalization of the distribution industry after China became a member of WTO. The increase of consumption due to the growth of disposable income affected the liberalization process
as well. In addition, the Chinese government's policies and measures that expanded
domestic demand and acceleration of urbanization also facilitated the growth of consumption and retail industry.
The regulations and rules regarding the retail industry are being established continuously as the retail industry develops. The various laws and regulations will be
introduced henceforth to modify the retail industry by management of distribution
channels in urban areas, fostering large commercial enterprises, controlling the relationship between the manufacturer and retail company, and regulation of sales promotion etc.
Most restrictions regarding the entry and operation of wholesale & retail industries
have officially been abolished at present, so it can be considered that the distribution
industry has been opened up in general. However, some non-tariff barriers still remain which might make it difficult for the foreign distribution businesses to enter
the Chinese market.
In this paper, we discussed the retail industries in major centers of consumption
such as Beijing, Shanghai, Guangzhou, Shenzhen, Chongqing and Tianjin which are
considered “1st tier cities” in China. We also explored major 2nd tier cities like
Shenyang and Dalian. We also reviewed the characteristics of major types of retail
industry (department stores, discount stores, supermarkets, convenience stores and
online shopping etc.) in China.
The retail markets in Shanghai, Beijing, Shenzhen are almost saturated. Therefore,
most local and foreign retail companies are expanding their distribution channels to
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2nd and 3rd tier cities. Although there are some differences by region, the sales of
supermarkets and discount stores are increasing steadily. And sales of department
stores have been growing at an annual rate of 23% since 2005. The TV home shopping and online shopping have also shown a pattern of rapid growth since 2000 in
certain regions and sectors. The potential for growth of non-store retailing business
is supposed to be very high because of the rapidly rising internet penetration rate,
the rise in potential spending power in the fast-growing domestic market and the
accelerating growth of the wealthy class that form the main customer base of the
non-store retailing business.
We undertook this case study on Korean retailing and manufacturing enterprises in
China to understand their management conditions, and then evaluated their success
factors. The factors for success of retailing enterprises are: joint ventures with
Chinese firms, differentiated marketing strategies and localization of the management
system. This stands in comparison with factors for the success of manufacturing
companies: localization of products, attention paid to management of agents as well
as marketing strategies that reflect regional characteristics of China.
Finally, this paper forwards some suggestions for retailing and manufacturing enterprises, respectively; and policy recommendations for the Korean government to help
Korean enterprises in China or considering entry into the Chinese market.
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A Study on Japan’s Low Carbon Strategy
Sung Chun Jung, Yang-Hee Kim, Gyupan Kim, Hyong-Kun Lee,
and Eun-Ji Kim (December 2009)
ISBN 978-89-322-1318-7/A5/524pp.
USD 20

“Low Carbon Society” is a keyword in the 21st century. Many developed countries
are trying to transform their economy into low carbon society, which is defined as a
society limiting the emission of green house gases to such a level that there is no artificial harm to the climate system. Japan is one of those leading countries pursuing
the value of low carbon society. Several visions and strategies were issued recently
by Japanese government. These visions and strategies show that Japanese government has a strong will to change its society into low carbon society and at the same
time to make use of climate challenges as a chance to boost economic activity.
This report is aimed at showing Japan’s policies and measures related to low carbon strategies. We divided policy entities into four groups. The first is central
government. This policy entity is the most important driving force of low carbon
policies. We survey central government's midterm reduction target and some policy
tools. The second is local government. We explain local government’s role and responsibility in accomplishing national reduction target. We also conduct case studies
on Yokohama city and Kitakyushu city which were selected as Environmental Model
City in 2008.
Industrial group represented by Keidanren is the third policy entity. Keidanren
started its voluntary program which aimed at reducing GHG emission from industrial activity to the level of 1990. We analyze its activity and also four main industrial sectors(steel, chemical, automobile and electronics) are surveyed in more
detail. Japanese government is trying to foster new industries by low carbon
strategy. We focus on four main sectors such as solar cell, wind power generation,
green cars and fuel cell. Lastly we surveyed civil society's role and power in changing Japan into low carbon society. We confirmed that Japan’s civil society has been
playing important role. However, more efforts should be made to strengthen its role
and power.
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Korea’s Overseas Direct Investment in Latin
America: Its Performance and Challenges
Kisu Kwon, Jin-O Kim, and Hee-Chae Ko (December 2009)
ISBN 978-89-322-1319-4/A5/266pp.
USD 10

Latin America has recently been receiving attention as a new market for investment as a result of the region’s economic growth, and for its importance as the
treasure house of natural resources. The multinational corporations of advanced
economies including the United States, EU, and Japan, and corporations from emerging economies like China and India are increasing their investment to take advantage
of the “Latin America Opportunity.” The investments of multinational corporations
are diversifying from simple assembly production of electrical and electronic equipments, textile, and automobile to IT services and bio-energy. Also, investment goals
are changing from simply securing the market to gaining a firm foothold in the
global market, and/or R&D investment.
Considering the strategic importance of the Latin American economy, the pace of
investment by Korean companies in the region has been accelerating since 2004.
Aside from early entrants to the market like LG and Samsung, noticeable investments are also coming from large firms like POSCO, Hyundai Motors, Dongkuk
Steel, and CJ. As a result, Korea recorded $1.6 billion worth of investment in 2008,
the highest figure ever.
Despite the increasing volume of investment, investments from the Korean companies, except for certain major companies, are still marginal compared to the strategic significance of the Latin American market. Especially, the investments from
the small and medium-sized enterprises (SMEs) are weak.
Comprehensive surveys and research on the Korean companies’ investment in
Latin America is nonexistent, due to absence of recognition on the region’s economic
importance and lack of interest. This paper analyses the operations and achievements of Korean companies in the market and managerial difficulties they encounter.
Based on the results of the analysis, this paper suggests strategies for market entry
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for companies and strategies for government support. The following is the summary
of the results from the survey and review of the literature.
First, Korea’s investment into Latin America is mainly led by large corporations.
For instance, SMEs have found it easier to enter markets in Mexico and the Central
American countries. On the other hand, the investment of SMEs in South America,
including Brazil, is nearly nonexistent.
Second, in terms of forms of investment, there is insufficient diversity in the
region. Although Korea’s investment in Latin America has been increasing since the
mid 1990s, the investment style has not yet diverged from early forms of the investments of developed countries. Whereas firms from developed countries are diversifying the market entry through joint ventures, strategic alliances, and cooperation
among SMEs, independent investments dominate Korea’s investment pattern in the
region.
Third, like exports, Korea’s investments in Latin America show tipping effect by
industry and by country. Industry wise, investments from Korea are concentrated in
manufacturing and mining industries. Especially, the investments within manufacturing industry are centered on communication equipments and textile and clothing sector. Also, the investments in manufacturing are limited to Mexico, Central
America, and Brazil.
Fourth, the investment strategies of Korea show significant differences by subregion and by country. First, the efficiency-seeking strategy to enter the US market
indirectly is noticeable in Mexico and Central America. On the other hand, the market-seeking strategy targeting the region’s domestic market is apparent in South
America, especially in Brazil.
Fifth, Korean companies use investment information on the region from firms already operating in the region or from their own surveys. On the other hand, the utilization rate for information provided by the government and public institutions is
very low.
Sixth, the companies entering the Latin American market suffer from difficulty in
raising funds due to underdeveloped financial system and high investment risks of
the recipient country. It turns out that about 60% of the entering companies rely on
their own capital when funds are needed.
Seventh, most of the competition encountered by Korean companies in the local
market are Chinese companies. Competition that was predominantly advanced companies from Europe, the United States and Japan has changed in composition to
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Chinese firms, and competition with whom is unavoidable.
Eighth, the Korean companies have absolute comparative advantages in technology and quality compared to the local companies; but comparative disadvantages in
fund raising, promotion and advertisement, and sales and marketing.
Ninth, the labor management in the local area has been pointed out as one of obstacles in management together with increase in the labor and production costs.
Other serious problems include difficulty of hiring skilled workers during the recruiting process, language and communication barrier, and the burden of extra expenses other than salary. In terms of wage management, excessive social security
costs, high rate of wage increase, excessive benefits and subsidies are pointed out as
serious obstacles. Also, in terms of labor management, lack of sense of responsibility, lack of loyalty and a sense of belonging to the company, complacent work attitudes are pointed out as problems.
Tenth, the Korean companies face many difficulties when procuring materials
on-site. Because many Latin American countries emphasize the local procurement,
certain portion of the materials must be purchased locally. However, because the regional manufacturing standard is low, the quality of the materials is low and deadlines are often missed.
Eleventh, the infrastructure in general is poor in Latin America. Even Chile, where
political and economic institutions are most advanced among Latin American countries, suffers from severe electricity shortage.
Twelfth, the public security situation is unstable in general and thefts and robberies are frequent during transportation and distribution. Lack of public order and
security has been pointed out as the most serious problem.
Thirteenth, Korean companies investing in Latin America use the problem settlement support and consulting services the most among other services provided by the
government and public institutions. In particular, Korean companies operating in
Brazil favor consulting services the most.
Fourteenth, Korean companies are generally satisfied with services provided by
the government and public institutions. 48% of the respondents in the survey were
satisfied with the services. However, the rate of dissatisfaction was very high in
Central America, where many Korean SMEs are in operation..
Fifteenth, in order to expand the investment in Latin America Korean companies
made a diverse array of demands to the Korean government. The most frequently
demanded was the expansion of financial support for investment from financial in-
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stitutions such as the Korea Export-Import Bank and the Korea Development Bank.
The second most frequent were government efforts to enhance the national image in
the region concerned. Number three was strengthening government-level support for
investor security. Other major demands were simplified and expeditious visa issue,
the speedy conclusion of free trade agreements (FTA) with Latin American countries, the establishment of constant consultation channel to settle problems from investment with the local government, the expansion of financial support from international organizations like the Inter-American Development Bank.
Sixteenth, there have been diverse demands to the local governments by the
Korean companies. The demand most frequently made was improvement of customs
procedures. The second involved the expansion of financial support. Third was improvement of distribution and infrastructure of each Latin American country. Other
demands to the local governments include the increase of flight services, the conclusion of free trade agreements with Korea, the offer of investment incentives, the
convenience concerning the visa issue and issuance of long-term visa.
Proposals for strategies

Based on the above analysis, this paper suggests six corporate investment strategies: (1) differentiation strategy based on market characteristics; (2) investment in
R&D and expansion of technical partnership; (3) expansion of strategic alliance with
the Latin American National Oil Companies(NOCs); (4) the utilization of Latin
American FTA networks; (5) strengthening CSR activities by companies (6) large
corporation investment accompanied by SMEs or strengthening investments of the
SMEs.
Here are more specific investment strategies for companies entering Latin
American markets. The most important is to set up an investment strategy based on
the understanding of local market characteristics. Based on the survey results from
firms operating in the region, this paper identified promising markets for each industry by categorizing the Latin American market into a manufacturing base, a sales
channel, a roundabout export base, and a foothold in the region.
Second, enlarging investment in R&D and technical cooperation is needed to respond immediately to a spectrum of demands from customers and to increase diversity of investment in form. This paper suggests investment in R&D and technical
partnership expansion strategy based on the case of Brazil, Korea’s most representative manufacturing investment base in Latin America.
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Third, in order to enter the Latin American energy market, it is important to cooperate with the National Oil Companies (NOCs), which holds absolute status among
oil-producing countries. In particular, it is important to grasp the diverse partnership
needs before working together with NOCs.
Fourth, establishing an investment strategy utilizing the Latin America FTA network is necessary for effective market targeting. The case of Eagon Industrial is
presented for this purpose. Eagon succeeded investing in Chile by employing the
said FTA network.
Fifth, it is crucial to expand the firm’s corporate social responsibility (CSR) activities to improve not only the corporate image but also the national image. Joint cooperation with the Inter-American Development Bank (IDB) should actively be
sought when conducting CSR.
Sixth, the investment of SMEs should be expanded. The alternatives could be
strategic alliance with firms already operating in the market or entering together
with contractors.
Five plans for government support

This paper suggests five plans to increase the government level support: (1) the
systematic management of the investment status of each industry; (2) the establishment of investment infrastructure; (3) the increase of FTA negotiations with Latin
American countries; (4) the improvement of Korea’s national image and recognition;
(5) and the increase in financial support.
First, the Korean government should publish a ‘white paper on the status of the
investment in Latin America by Korean firms’ to prepare for the expansion and intensification of economic integration in the region such as launching of the Union of
South American Nations (UNASUR). The white paper should be utilized to make
provisions for industries in which Korean firms are expected to be negatively impacted and to use as the preliminary data for finding new business.
Second, investment infrastructure is needed, such as institutional infrastructure
(guarantee of investment agreement, double tax avoidance agreement), negotiation
channel to settle investment problems with local governments, a special distribution
base and an industrial complex, stimulating investment of SMEs by establishing the
Korea-Brazil industrial technology cooperation center, creation of a human resource
network to engage the second generation of Korean immigrants, and dispatching security agents to alleviate security problems.
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Third, the Latin America FTA frontier must be expanded by concluding FTAs
with Latin American countries currently in impasse. Most of all, the government
should make a breakthrough in FTAs with MERCOSUR and Mexico by pushing
through projects such as the trade facilitation agreement and a system of payments
in local currencies. Also, the government must conclude FTA negotiations with Peru
and Colombia and initiate FTA negotiations with Central American countries in
which Korea’s SMEs are operating. Especially, the FTA negotiations with the
Central American countries where the least developed countries are concentrated demand a new negotiation strategy focusing on development and cooperation.
Fourth, boosting Korea’s national image is important in the region. In order to do
so, specific programs that should be considered include the ‘visit Korea’ program for
local workers at Korean firms, and connecting Korean firms’ CSR activities with the
Korean government’s official development aid (ODA) programs.
Lastly, the companies operating in the regional markets need to be financially
supported by expanding funds, for instance, by utilizing the Inter-American
Development Bank loans.
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Analysis of North Korea’s International
Economic Activities and Policy Implications
Myung-Chul Cho, Jiyeon KIM, Ihk Pyo Hong, and Jong-Woon Lee (December 2009)
ISBN 978-89-322-1320-0/A5/198pp.
USD 7

North Korea is in the midst of an economic crisis that began back in the 1990s.
Though statistics indicate a cycle of fluctuation between growth and downturns not
unlike other economies, the North Korean economy remains in a dismal state.
The crisis that befell North Korea's economy stems from a number of reasons,
but it was necessarily brought on by the combination of international conflict arising
from the nuclear issue and inefficiencies associated with planned economy operating
in a closed environment. Therefore, a fundamental solution lay in the simultaneous
establishment of peaceful diplomatic relations and opening of the hitherto self-contained economy. This would make possible massive influx of international aid, which
could be coupled with increased efficiency from reform and opening, leading to potentially rapid growth.
This report seeks to investigate present conditions of North Korea's international
trade, analyze those factors that impede active development of its international economic cooperation, and identify some of the measures for removing those impediments and policy that can be undertaken in support of those efforts. The following
is a summary of the six sections comprising this report.
Section One outlines the purpose and significance of this research, prior research
on the subject, the scope of the research and methodologies employed, and potential
impact. In order to extricate itself from its chronic economic crisis, it is critical that
North Korea improve its political/economic relations with other countries, in addition
to pursuing policies of reform and openness. Such would necessitate efforts that include an investigation of the present state of the North Korean economy, an assessment of impediments inherent in the present framework of North Korea's international economic cooperation, and finally coming up with alternatives for stimulating
economic exchange and cooperation for North Korea. This would represent an effort
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with great importance not only for the governments of the two Koreas, but for the
international society as a whole. This report was based on a thorough review of prior research concerning the connection between North Korea's trade/investment and
economic growth; in order to estimate the effects of removal of above impediments,
to economic openness and international economic activity, upon the North Korean
economy. The present treatise can be divided into five parts: Assessment of the
present state of the North Korean economy, Analysis of major impediments interfering with North Korea's international economic activity, Examination of examples
from other countries of successful negotiation of factors impeding international economic activities following regime change, Suggestions of measures for elimination of
roadblocks to international economic activity in North Korea, and Policy proposals
for implementation of above measures. Combining textual analysis with on-site visits and in-depth interviews, and conferencing with relevant experts, there are several
positive benefits that may result from this report including: Proposals for implementation of the Non-nuclear 3000 Plan, indirect provision of advice for the North
Korean government, and provision of suggestions for the international community in
inducing policies of openness in North Korea.
Section two involves an assessment of the current status of North Korea's international economic activity, based on evaluation of foreign corporate investment into
North Korea, North Korean efforts to reach out overseas, and trends in international
aid directed towards North Korea. While trends indicate that North Korea's overseas
trade has grown overall since 2000, it was accompanied by several side effects, including overdependence on China and increased trade balance deficits. The exact
figure for foreign investment into North Korea is difficult to ascertain due to limitations in the data collected; the major investors were China, Russia, and EU; investing mainly in such areas as resource development, manufacturing, and creation of
services/social infrastructure. International aid, in the meanwhile, is taking place in
an extremely limited form as a result of controversy and diplomatic friction between
North Korea and the international community over the issue of nuclear weapons
development. Economic sanctions against North Korea that followed in the wake of
missile launches and nuclear weapons testing have caused massive interruption of
trade and foreign investment into the communist state, with sharp reduction in the
amount of international aid.
Section Three involves the analysis of factors impeding North Korean efforts at
international economic cooperation. The factors, which form the main criteria for
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analysis, can be divided into two categories: external and internal. Internal factors
include those in policy, institutions, productive capacity, and administrative systems;
the external factors stem from bilateral and multilateral sanctions. Some of the reasons discussed as factors in the policy arena were limitations posed by North
Korea's policy line emphasizing the creation of a self-sufficient, 'national' economy;
as well as focus on heavy industry and military/security. As for institutional factors,
laws and systems concerning trade and foreign investment were the major limiting
factors. Analysis in terms of productive capacity will revolve around North Korea's
low productive capacity in acting as impediments to the country's industrial development and economic cooperation with the rest of the world. On the administrative
side, limitations were cited as inherent in North Korea's highly centralized administrative system. Analysis of the types and content of sanctions imposed by the US
and Japan as well as their effects were the main focus in the discussion of bilateral
sanctions, a major external impediment to the North Korean economy. The same
analysis on the type and content were also performed for multilateral sanctions levied by the international community.
Section Four features cases where former socialist countries including China,
Vietnam, Poland, Hungary, Romania succeeded in surmounting limitations to their
own international economic activity after regime change. China began removing
those limitations with normalization of relations with western industrialized nations
and concomitant improvement in its external environment; followed by implementation of specific measures such as trade liberalization, reform of its foreign
exchange system, creation of special economic zones, active efforts to attract foreign
investment, and nurturing export industries. After the adoption of "doi moi" reforms
in 1986, Vietnam has been engaged in efforts to eliminate impediments to its international economic activities through improvement of its relations with the US and its
external environment. The Vietnamese government also initiated trade liberalization,
foreign exchange controls, reformation of its forexign system, and efforts to attract
foreign investment along with creation of export industrial complexes - all aimed at
maintaining the process of reform and change. Elimination of impediments to international economic activity in Poland, Hungary, and Romania was much more rapid;
involving drastic regime change and economic liberalization measures. Countries in
Eastern Europe liberalized trade, attracted foreign investment, and enacted foreign
exchange controls to keep pace with rapid change in their economic regime.
Section Five concerns elimination of factors limiting North Korea's international
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economic activities. In accordance with the two categories of factors outlined in
Section Three (external/internal), there are measures for elimination of internal and
external impediments. Measures for elimination of internal impediments can be subdivided into more detailed measures concerning policy, institutions, productive capacity, and administrative systems. Elimination measures for external factors consist
of two parts, those for multilateral sanctions and bilateral sanctions. Removing impediments in policy would involve revision and suspension of drive to create a
'self-sufficient national economy', strategies for creation of an export-oriented economy driven by light industry, transferring the focus from the military/security sector
to development of the civilian economy, and consistency in CSBMs (confidence and
security building measures) to regain the trust of the international community. In
neutralizing the barriers in the realm of policy, the measures being discussed include
trade liberalization, establishment of a stable foreign exchange market, reorganization
and improvement of laws on international economic activity, and expansion of special
economic zones. Impediments concerning productive capacity will be neutralized by
addressing the inadequate electricity and energy supplies, along with bolstering infrastructure related to industrial production. Administrative limitations will be remedied through abolition of customary usurpation of administrative authority by the
KWP, decentralization of international economics apparatus, and firm establishment
of regimes to support trade. Improvement of relations between North Korea and the
US, and North Korea and Japan, were discussed as measures for negating limitations posed by bilateral sanctions. As for impediments created by multilateral
sanctions, they would be dealt with through efforts to convince the UN and the international community to lift those sanctions; and giving North Korea membership in
international financial institutions.
Section Six concerns policy proposals for stimulating international economic activity in North Korea. Discussions for those proposals included the significance of revitalizing North Korea's international economy and preconditions for its realization,
rational approaches, basic aims and methods of execution, and proposals in support
of revitalizing international economic activity in North Korea. As far as discussions
on the significance of revitalizing North Korea's international economic activity and
its preconditions was concerned, North Korea was a country fully capable of normal
economic cooperation with other countries. The necessary preconditions for North
Korea being accepted as a responsible member of the international community included resolution of the nuclear issue, reform and openness, and lifting of interna-
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tional sanctions against North Korea.
Concerning other proposals, strengthening of bilateral and multilateral economic
cooperation was identified as the most 'rational path' for stimulating North Korea's
international economic activity. The some of the major objectives of the revitalizing
North Korea's international economic activity include resolution of the economic crisis and establishment of an 'advanced' economic structure, making contributions to
economic growth in South Korea and countries in the vicinity, and eliciting openness
in North Korea. Measures that stand out in support of these objectives consist of
bolstering Inter-Korean economic cooperation, improvement of its relations with advanced nations of the West, and receipt of international ODA. The last of the policy
proposals for supporting revitalization of North Korea's international economic activity can be summarized as: active utilization of available means of Inter-Korean economic cooperation; support for establishment of an Inter-Korean trading system,
joint utilization of South Korea's trading infrastructure, creation of a system for
training trade professionals, establishment of a special trust fund for providing assistance to North Korea, and founding of an overall system for revitalizing international economic activity in North Korea.
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09-22

Korea’s Agricultural ODA Policy toward Africa
Young Ho Park, Jisun Jeong, and Yoon Sun HUR (December 2009)
ISBN 978-89-322-1321-7/A5/250pp.
USD 10

Currently over 3 hundred million people suffer from absolute poverty in Africa,
which represents 40% of the population of the entire continent. Yet there is a bigger
concern: it is highly likely that the population living in absolute poverty will increase
to 4 hundred million by the year 2015. In 2001, the international community adopted
the UN’s Millennium Development Goals (MDGs) to alleviate poverty and spur development in the world’s poorest countries by 2015. However, it is predicted that
Africa will fail to achieve many of the goals outlined in MDGs by the time given.
There is a broad consensus that agricultural and rural development should be the
priority in order to address the issue of poverty trap and initiate take-off economic
development in African continent. It is because poverty in African is predominantly
rural. More than 70 percent of the continent’s poor people live in rural areas and depend on agriculture for food and livelihood. Without a developed industrial sector
that can contribute to the national growth, agriculture plays a role as a key industry
in most of African countries. Yet, subsistence farming remains the main agricultural
activity in Africa. In many countries, the rural situation is marked by continuing
stagnation, poor production, low incomes and the rising vulnerability of poor people.
Furthermore, conditions prevailing in African agriculture are dismal. African farmers
are vulnerable to increasingly volatile environments, land degradation, and suffer
from limited market access and decreases in foreign aid. While Asia and Latin
America raised food production dramatically by expanding irrigation facilities, developing new varieties of crops and increasing the use of fertilizers, Africa is still at a
standstill due to lack of basic fundamentals and poor natural and socio-economic
environment.
Up until now, many African governments have promoted their own agricultural
development policies. Yet they were met more by failures than successes due to a
host of problems such as the lack of financing and qualified workers, poor governance and outdated public finance management systems. Decades of government
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failure and inefficient external assistance are one of the many factors that led to low
agricultural productivity and food shortages.
In the short term, the future of African agriculture does not look bright. Current
indicators in African agriculture and development make it difficult to expect ‘green
revolutions’ and any other dramatic breakthroughs. However, one should not underestimate the potential of Africa’s agricultural development. It is widely believed that
with its huge arable land and labor, the continent can achieve a substantial production increase with sufficient funding and the right approach to development. With
most of Africa’s population living under the poverty line and concentrated in rural
areas, increase in food production and improved livelihood of the rural poor could
bring out a basis for a long-term economic development and poverty reduction of
the continent.
Over the last half century, acknowledging the importance of addressing rural poverty, international donor community has attempted at a wide range of agricultural
and rural development approaches. The predominant themes in rural development for
each period could be summarized as community development in the 1950s and 60s,
integrated rural development in 1970s and community-based rural development in
the 80s. Nevertheless, the top-down, donor-oriented blue-print approaches have resulted in a series of failures by overlooking Africa’s diversity and complexity, and
uncritically recommending imported models from the other continents. Since the late
1990s, along with growing disenchantment among donors and emergence of new issues for development such as education, HIV/AIDS and environment, there was a
sharp decline in the overall spending on agriculture by donors and African
governments. The agricultural and rural development has been pushed aside from
the center of international aid. However, for the past couple of years, the role of agricultural development in addressing food insecurity and poverty in Africa is being
re-emphasized in the context of climate change and the food crisis. With various international initiatives to resolve food crises, aid to African agriculture is back on the
international policy agenda. In the context of growing importance of aid effectiveness, the agricultural and rural development is being identified as a sector strategy
and is being incorporated into Poverty Reduction Strategy Papers (PRSPs) and
country assistance strategies (CAS).
Each donor takes different agricultural and rural approach to Africa. For instance,
the UK, a leading donor in aid effectiveness agenda and a former colonial power in
Africa, focuses on supporting nationally-owned agricultural development strategies
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and delivering aid through budgets of the partner country. Japan, one of the largest
donors in agricultural aid, emphasizes increasing productivity and irrigation development based on their expertise in rice cultivation and crop diversification, actively
promoting its community development experiences through the One Village One
Product Movement (OVOP). The United States can be characterized by its focus on
market mechanism for agricultural development in Africa. The U.S. puts emphasis
on private sector development, strengthening agribusiness, promoting better market
access and improving competitiveness in global markets through a value-chain
approach. The UK, U.S. and Japanese approaches strongly feature their own development experiences and competitive advantages. The main aid modalities of Korea, a
new DAC member and emerging donor, are project-type assistances and technical
cooperation.
Meanwhile, the Millennium Village Project (MVP) has been receiving much attention as a new development path to eliminating rural poverty in Africa. MVP aims to
achieve MDGs in rural villages through an integrated community development
approach. MVP is the first attempt to combine MDG and rural development, and is
different from previous approaches with its scientifically-proven methods, a budget
based on the international commitment to expand ODA. Its comprehensive, all-encompassing approach including sectors like agriculture, health, infrastructure and education resembles the integrated rural development approach of Korea’s Saemaul
(New Community) Movement. Since the project was first launched in Sauri, Kenya
in 2004, there are about eighty Millennium Villages with up to 400,000 beneficiaries
in ten countries as of 2009. In 2009, the Millennium Promise and South Korean
Government have agreed to launch a Korean Millennium Villages Project to share
the experience of Saemaul Movement and demonstrate how extreme poverty can be
ended in villages in rural Tanzania and Uganda. Despite a range of widely disputed
limitations such as financial sustainability, ‘friction’ with administrative systems of
partner countries, and income disparity between Millennium Villages and other regions, the MVP appears to have strong potential for lifting rural villages out of the
poverty trap.
So far, South Korea, as a donor, has not paid much attention to the issue of
African agriculture development. In addition to the geographical distance, the lack of
understanding concerning rural Africa has hindered Korea’s further engagement with
African rural development. Under these circumstances, the aid budget for agricultural and rural development in Africa could only remain insignificant, leading to an
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ad-hoc, case-by case assistance without a long-term development strategy.
However, with its successful community-based rural development model, South
Korea has a valuable experiences and expertise that can be customized and adapted
in the African context. To many African countries, it is of great interest how Korea,
a country with scarce natural resources and small arable land could have achieved
self-reliance in food in such a short period of time.
This research proposes agricultural development cooperation between South Korea
and Africa based on South Korea’s agricultural development experience. The research emphasizes sharing of development experience, especially development knowhow from the Saemaul Movement, and supporting agricultural infrastructure.
The sharing of development knowledge, especially the Saemaul Movement, will
not only meet Africa’s development needs, but also constitutes a method for development cooperation that can bring real poverty alleviation at relatively low cost.
Sharing development knowledge from the Saemaul Movement with Africa is an
appropriate method for increasing Korea-Africa development cooperation in that it
has significant implication for African development. Saemaul Movement can contribute to accumulation of social capital of the partner community in Africa. Currently,
what Africa needs the most are social capital such as diligence, self-help, and cooperation - all basic tenets of Saemaul Movement, rather than ‘physical capital’. In order to escape rural poverty trap, African communities needs to build social capital by
enhancing its own capacity and strengthening cooperation among community
members. Building social capital will provide a basis for sustainable agricultural and
rural development. Considering the implication of the Saemaul Movement for African
development, South Korean government has made the sharing of development experience and expertise from the Saemaul Movement a cornerstone of its development
policies for Africa. Despite the relatively small aid volume, the knowledge sharing
from the Saemaul Movement could serve as valuable means for South Korea to contribute to poverty reduction and MDGs as the first recipient-turned-donor.
However, since the circumstances of South Korean farms in the 1970’s and that in
which African farming communities currently face are considerably different, sharing of Saemaul experience should not be overly emphasized in the Korea-Africa development cooperation. For the Saemaul Movement to be effectively adapted to
African communities; the complex political, socio-economic and cultural factors in
each community must be considered and integrated into a new model.
First of all, the Saemaul Movement should be adapted in a flexible manner to the
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African continent with careful consideration of conditions prevailing in the African
community that are different from that of South Korea in the 1970s. Since the
Saemaul Movement is a unique Korean historical experience, it is not only ill-advised but also impossible to transfer it in its ‘original’ development model. Second,
considering the reality of the African rural area, emphasis should be given to development of social ‘strategy’ in order to create initial conditions of modern rural
community. Third, in order to maximize effectiveness, the Saemaul Movement
should be adopted to homogeneous social groups at a small scale, not to the entire
nation. Recalling that Saemaul Movement’s success in South Korea came from
strong regional ties and traditional leadership, the homogeneous social groups should
be considered as target groups in the implementation of the Saemaul Movement in
Africa. Fourth, the Saemaul Movement should be implemented in a way that facilitates voluntary participation of community members in Africa and thus ensures local
ownership and leadership. The participation of community members is a key factor
that directly relates to the success of Saemaul Movement. Thus, in order to successfully implement the Saemaul Movement in Africa, active cooperation and participation of community members crucial. Lastly, given the limited aid budget of South
Korea, the principle of ‘selection and concentration’ is key; selecting small number of
key countries among 53 African countries and providing intensive support to a selected communities will increase the impact of the Saemaul Movement in Africa
Regarding the method of agricultural development cooperation between South
Korea and Africa, this report suggests technology transfer and establishment of agricultural infrastructure. Since Africa lags behind in agricultural technology, providing new yet viable technology could improve productiveness. Some African countries
are already drastically improving their agricultural productiveness by learning new
agricultural techniques form developed countries. However, since the African continent is enormously diverse in agricultural characteristics depending on climate and
soil conditions, it is important to select and plant different crops considering the climate and soil condition of each region. For research cooperation, a pilot-research
center should be established in the country’s agricultural area, and the research center should conduct joint research with researchers in partner countries. The pilot-research center and joint research will improve possibilities for applying the technology transferred to African countries. During the process of disseminating those
technologies, the local farmers or agriculture professionals should be included as
participants and agents in all research process, including development of new crops.
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Furthermore, the problem of excessive reliance on climate must be addressed. As
most African farmlands are rain-fed paddy fields that depend solely on rainwater,
they are highly vulnerable to droughts and floods. To improve stability and durability of production, a solid agricultural infrastructure needs to be built and enhanced.
Without firm agricultural infrastructure, it is difficult to expect significant productivity increase no matter how excellent the techniques and policies implemented.
The most urgent task concerning agricultural infrastructure is to enhance irrigation
facilities, given that most African farmlands are suffering from water shortages. In
fact, only 4% of African farmlands have sustainable access to irrigation facilities,
with the rest dependent solely on rainfall for cultivation. Thus, decreasing the dependence on rainwater and building irrigation facilities is crucial issue for increasing
African agricultural productiveness. Also, many African agricultural experts point
out the expansion of irrigation facilities along with new technologies and usage of
fertilizer, as important means for improving local agricultural productivity. The establishment of storage facilities and distribution infrastructure is also an important
issue with respect to Korea-Africa agricultural cooperation. The storage and distribution system which collects and gathers products and transports them is necessary to increase the added value of the product and ensure accessibility of food for
consumers.
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09-23

The Rise of China and Korea’s Strategy (1, 2, 3)
Chang Kyu Lee et al. (December 2009)
ISBN 978-89-322-1322-4/A5/265pp. / USD 10 (1)
ISBN 978-89-322-1323-1/A5/441pp. / USD 15 (2)
ISBN 978-89-322-1324-8/A5/413pp. / USD 15 (3)

The recent full-blown global financial crisis, triggered by the bankruptcy of
Lehman Brothers, has been called the worst financial crisis since World War II.
Since China’s financial institutions have been relatively isolated from the global financial system, the initial impact from the global financial crisis were not so severe.
Consumption in most developed countries has, however, shrunk in the aftermath of
the global financial crisis. As a result, China’s export industries suffered from sluggish overseas demand, meaning that the current global economic crisis clearly
caused some serious damage to the Chinese economy.
Amidst an unprecedented and distressing economic situation, China’s policymakers
quickly came up with stimulus packages of RMB 4 trillion for two years. This stimulus package effectively boosted the Chinese economy, achieving the target growth
rate of 8% in 2009. It means that in the midst of a severe global economic recession,
only China was able to achieve meaningful economic growth.
On the other hand, the US which was once touted as the world’s main growth
engine, has stagnated. The unemployment rate has recently hit double digits and the
status of dollar has been weakened as trust in the dollar as the key currency has
been undermined.
In addition, a rising China is becoming one of the world’s most influential buyers
at the market for oil and other natural resources. With cash flowing from huge foreign exchange reserves, China is in a comfortable position to buy oil and other strategically important resources in the world. The other example of the rise of China
can be seen in the automobile industry. China was expected to produce over 13 million vehicles in 2009, becoming the world's largest automobile producer and
consumer. In the automobile industry, some Chinese automakers are eager to acquire
brands and technologies from foreign firms as the domestic auto industry struggles
to produce high-end vehicles and break into markets of developed nations.
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At this point of time, it seems uncertain what the world's political and economic
landscape would look like after the end of the current global economic crisis. It is,
however, clearly certain that China would be the only winner in the midst of the
current global economic crisis and that China will join the ranks of the great powers
in world politics and economy.
As illustrated above, the main purpose of these books is to analyze the rise of
China and to seek out the various implications for Korea-China relations. All 22 topics were selected in order to elicit detailed strategies for Korea facing various circumstances related to the rise of China.
To give some examples, Korean policymakers are recommended to maintain stable
relations with China in a consistent and predictable way. Also, it will be critically
important to seek a balance between Korea’s relations with the US and China in the
future. With respect to economic relations, Korea should not be reluctant to explore
China’s potentially immense domestic market and to expand the exchange between
the two countries. However, Korean policymakers must urgently find ways to reverse the current overdependency of the Korean economy upon China.
In conclusion, more efforts should be made to improve bilateral relations between
Korea and China, politically and economically because China is fast emerging from
the status of a regional power to become one of the world’s powerhouses.
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Conference Proceedings

09-01

Changes in North Korea and Policy Responses of
the International Community toward North Korea
Myung-Chul Cho and Jiyeon Kim eds. (September 2009)
ISBN 978-89-322-3052-8/A5/190pp.
USD 10

Despite the peaceful environments in most parts of the world, the security tension
on the Korean peninsula has increased following North Korea’s recent nuclear test.
A comprehensive range of inter- Korean projects and cooperation achieved during
the last decade are now refused by the unilateral denunciation of North Korea.
Currently, the inter-Korean relations have become unpredictable as the North continues with verbal threats and military moves in pressuring the South.
North Korea’s development of ballistic missiles, the second test of nuclear devices,
and the announcement of withdrawing from the Six-Party Talks further increased
confrontations with the international community. Accordingly, the international community condemned such North Korea’s military provocation, and the United Nations
Security Council(UNSC) agreed to implement different types of sanctions against it.
In defiance of the condemnation and sanctions, North Korea steps up its aggressive policy and continues demanding of the UNSC’s official apologies. North
Korean regime, furthermore, declared that it has weaponized all plutonium extracted
from spent fuel and that it would develop a uranium enriched program as well.
For peace and security on the Korean peninsula and in the East Asian region as
well, two critical factors are emphasized. First, it is critical for North Korea to relinquish mass destruction weapons which threaten other countries with their peace and
security. Second, it is essential for North Korea to adopt a market-oriented economy
system for sustainable development.
The Lee Myung-Bak administration has designed and implemented a policy toward North Korea called Vision 3000. This policy emphasizes denuclearization on the
Korean peninsula and co-prosperity of the two Koreas.
It is very difficult to separate denuclearization and openness and to prioritize what
is the first. Openness without denuclearization will not induce international economic
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cooperation and support, and denuclearization without openness will not lead to qualitative development of the country.
A peaceful and sustainable development of North Korea would benefit not only the
country itself, but also South Korea and the international community. In particular,
the prospect of peaceful national reunification would inspire great hopes for people
on both North and South Korea. The fundamental reasons behind the strong encouragement of South Korea and the international community for North Korea’s reform
and openness is that North Korea’s current economic system, industrial structure,
and business management are far less than adequate for any rehabilitation of the
North Korean economy.
Moreover, we have witnessed that China, Vietnam and former Eastern European
socialist countries have enjoyed the benefits of economic reform and openness as
these countries have accomplished economic growth and improved living standards
of people. North Korea’s present partial openness without the intention of fundamental reform will not result in the inflow of sufficient international funds to recover
their economy. Even if the international funds are channeled to North Korea, it will
not be used in an efficient manner.
It is a long-term task to resolve the North Korean nuclear program and to induce
North Korea into the path of reform and openness. The difficulty of handling such
issues has been shared by many countries and international organizations that have
experiences with North Korea., As far as the North Korean regime stays with their
current ideology and system, sincere advice of the outside world may not prove
effective.
The international community faces a significant challenge inducing North Korea to
be disarmed and to transit to a market-oriented economy. There is a saying that little strokes fell great oaks. If the international community consistently explains necessities for North Korea to respect rules in the international community and to cooperate with others, it would see changes in North Korea sometime in the future.

94

Korea’s & Long-Term
Trade Strategy
(in Korean)

09-01

The World Economy after the Global Economic
Crisis: Current Status and its Prospects
Heungchong KIM et al. (December 2009)
ISBN 978-89-322-6109-6/A5/164pp.
USD 7

The collapse of Lehman Brothers in September 2008 has precipitated the US economic crisis as well as a downfall of the worldwide economy. Many countries have
responded immediately to tackle the unprecedented recession by enforcing aggressive fiscal stimulus plans, lowering prime interest rates, and implementing unconventional financial measures including buy out of private bonds by central banks’,
something unthinkable in peacetime.
These policies proved to be quite successful in stopping the “free fall” of the
global economy. The data shows that private consumption and export are picking up,
albeit slowly, while the level of employment is still in the doldrums. As for emerging
markets, led mainly by China and India, they have shown signs of economic recovery that was stronger than originally expected. Developed economies, after reaching
its trough, have shown positive growth compared to the previous quarter during the
first and second quarters in 2009. Inferring from the fact that emerging markets are
showing higher growth rates than developed countries, we can anticipate the economic trend in 2010, where emerging markets will be in the lead in terms of the recovery in the world economy, although the final signal of economic recovery will
come in the form of resurgence of the developed countries.
During the first half of 2010, many of the unconventional financial measures are
expected to be withdrawn, while monetary tightening such as a raise in interest
rates is expected to be postponed until the second half of 2010, or even 2011. Exit
strategies in fiscal policies are expected in the latter half of 2010.
There will be considerable structural change in the world economy after the global
economic crisis. Rapidly emerging counties including China, India, Indonesia and
Brazil have leaped ahead in the midst of economic crisis, and they will continue their
catch‐up process in the future. While the United States will slowly recover from its
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recession, the economic power of Japan and Europe will likely shrink in the future.
Australia may regain its economic significance by joining together with Asia to become Australasia. In the course of structural changes in the world economy, Korea
needs to reset its external economic policies. It is especially important to elaborate
region‐ or country‐specific economic strategies. As for specifics of said strategies,
such measures to enhance economic cooperation with the emerging markets, to
strengthen relationship with resource‐rich countries, to apply strategic foreign investment, to diversify FTAs, etc. are some of the more strongly recommended
measures.
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Studies in Comprehensive
Regional Strategies
(in Korean)

09-01

An Analysis of Investment Environment in
the Area of Central Asia’s Energy Resources
and its Policy Implications
Young Kwan Jo et al. (December 2009)
ISBN 978-89-322-2165-6/A5/198pp.
USD 7

Korea imports most of its energy resources from the Middle East. In particular,
the region supplies Korea with 80 percent of its oil. Yet, this region is unstable due
to various political, territorial, and religious issues. Under these circumstances, the
Korean government perceives the need to diversify its sources of energy resources
and is attempting to secure these resources in regions such as Central Asia, Russia,
Latin America, and Africa.
The Central Asian region contains abundant natural resources. In particular, four
countries in the region; namely, Kazakhstan, Uzbekistan, Turkmenistan, and
Azerbaijan possess large amount of oil and gas. The Korean government and corporations have sought to secure these resources. But these efforts were not so successful compared with those by other countries such as Russia, China, the United
States, and Europe. This does not necessarily mean that prospects for Korea are
bleak. The country only recently began to invest in Central Asia’s oil and gas
industry. Therefore, if Seoul conceives an appropriate long-term strategy followed
by consistent implementation, there is much likelihood of success in this region. To
improve this chance, Korea needs to fully understand Central Asia’s present conditions such as its energy resources, its transportation routes, tax systems, and investment environments.
This report suggests several policy guidelines for improving Korea’s chances of
success in the Central Asia region. First, Korea needs to promote political ties with
Central Asian countries. To do this, the Korean government must not only employ
summit diplomacy, but also maintain regular contacts with officials and opinion
leaders from those countries. These contacts should include people in diverse
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spheres such as energy, academia, and art.
Second, the Korean government and corporations need to find out in detail what
Central Asian countries want. The Central Asia republics are attempting to draw
benchmarks from the Korean developmental model and hope to improve technology
in the various industries. Recently, the Korean government began to extend invitations for programs for Central Asian officials and scholars, with the intention of
improving their understanding of various Korean development policies. These programs should be greatly expanded. Third, Korea should make good use of opportunities in the area of Central Asian countries’ construction and plant (building) industry, as those countries are attempting to develop downstream industry; for example, building oil refineries. In the case of gas-abundant Uzbekistan and
Turkmenistan, they want to build petrochemical plants. These represent excellent
opportunities for Korean corporations to participate in this region’s downstream
industry.
Fourth, Korea needs to develop a separate strategy for each energy-abundant
Central Asian country (Kazakhstan, Uzbekistan, Turkmenistan, and Azerbaijan). The
geopolitical situations in the Central Asia region is changing rapidly. While Russia’s
influence is diminishing, China’s influence is increasing and each Central Asian
country is becoming more assertive in its foreign policy. Korea should fully understand these developments and take a different approach for each Central Asian
country.
Fifth, Korea should consider entrance to Central Asian countries’ oil and gas industry in collaboration with other states. For example, Korea can participate together
with Azerbaijan in other Central Asian countries’ energy industry. Moreover, Korea
can penetrate this industry in partnership with Russian or Chinese national oil
companies.
Sixth, Korea should systematically manage information regarding Central Asia.
Information collected by various organizations including the government, corporations, and research institutes should be shared and exchanged. In particular, stories
of Korean corporations’ success or failure in Central Asian countries’ oil and gas industry should be disseminated. This is likely to minimize risk associated with investing in those countries.
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09-02

A Strategic In-Depth Study of Central Asia:
Trade, Investment Strategy Report
Sung Hak Yoon et al. (December 2009)
ISBN 978-89-322-2166-3/A5/262pp.
USD 10

The Global Financial Crisis had a catastrophic effect on Central Asian economies,
which had been growing rapidly up to that point. The economic growth rate in
Kazakhstan was over 10% annually from 2001 to 2007, but nose-dived to 3.2% in
2008, and the country would record minus growth in 2009. The sharp recession of
the economies of Central Asian countries caused by the global financial crisis was
the result of Central Asian countries having weak economic structures that were
vulnerable to the external factors. Central Asian countries made an effort to transform their Soviet-style, centrally-planned economies to market economies starting in
1991, but had experienced difficulties in the rest of the 90s. Their economies began
growing actively from early 2000s, yet it was growth driven by heavy dependence
on natural resources such as petroleum, gas, nonferrous metals, and raw cotton. The
exports of natural resources depends upon the world economic situation, and the lack
of the demand for the natural resources following the crisis had a destructive impact
on Central Asian economies, as the Crisis caused a drastic contraction of the world
economy, which greatly reduced the demand for natural resources.
In order to overcome the Global Financial Crisis, Central Asian countries are focusing on economic recovery and the stimulation of exports not through increasing
investment in natural resources for a short-term strategy, but make an effort to
build a sustainable system for economic development. A ‘sustainable’ development
strategy for Central Asian countries means that they want to improve the structure
of their economies, that are overly reliant upon exports of natural resources. This
new development strategy following the Global Financial Crisis is rapidly changing
the trading and investment environment in Central Asia.
The purpose of this book is the study of the strategic approach to the rapidly-changing trading and investment environments of Central Asian countries.
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Chapter 2 analyzes the impact of the Global Financial Crisis on Central Asian countries, the possibility of their economic growth, and their new development strategy.
Chapter 3, 4 are concerned with the study of the investment environment from the
perspective of finance and logistics, and the search for investment strategies.
Chapter 5, 6 looks at market opening strategies for Kazakhstan and Uzbekistan, the
two representative Central Asian countries. Chapter 7 studies various cases of
Korean investments, and Chapter 8 searches for possible strategies and new approaches for trade and investment to Central Asian countries after the Global
Financial Crisis.
New strategies for Korea’s advance into Central Asia are as follows:
First, the package strategy for natural resources has to be strengthened. These
strategies are especially applicable to Central Asian countries, which have weak
SOC infrastructure and manufacturing industry. As for details of the strategy, the
exchange of the plant and natural resources would be very effective. Korea already
signed contracts for the exploitation of the Surgil gas field and construction of the
oil and gas complexes in Uzbekistan. And the contract for the construction project of
the Balkhash Power Station in Kazakhstan can be considered part of a package
strategy. Furthermore, neighboring countries like Azerbaijan and Turkmenistan are
placing orders for plants in spite of the Global Financial Crisis, which makes application of the Korean model for ‘exchange of natural resources and plant’ that much
more hopeful.
Second, the Korea Investment Fund for Korean companies intending to enter the
Central Asia market must be created. ‘Natural Resources-Plants package model’
needs a great amount of money for the development of natural resources and construction of plants. Therefore we need to devise a plan for suppling the money for
the project.
Third, there is a need to expand actively into logistic and financial markets, which
have existed as obstacles for the investment of Korea. Central Asia’s financial market is premature, but has a highly-rated growth potential. Korean financial agencies
are already achieving notable successes in Central Asia thanks to advanced financial
technologies, risk management, and by securing customer confidence. The Korea
Development Bank in Uzbekistan and Kookmin Bank in Kazakhstan adapted successfully to local markets and are ready to move forward to a new stage. Other
commercial banks are advised to follow suit and invest actively in the Central Asian
market.
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Fourth, the Korean government should take aggressive measures, to show that
official attention is being given to the service market concerning the business environment in Central Asian countries. Kazakhstan is currently a member of a customs
union formed with Russia and Belarus, and is also trying to get the membership for
WTO. It is necessary for Korea to occupy advance positions ahead of the competition in service sectors such as IT, finance, medicine and transportation. In order to
achieve this goal, it is desirable that Korea take the initiative in agreeing to a CEPA
with Kazakhstan and Uzbekistan which already have formed strategic partnerships
with Korea. To enhance cooperation in trade with Central Asian countries, there is a
need to strengthen investment and cooperation in the Special Economic Zones. In
particular, Korea’s participation in ‘Navoi FIEZ’ is highly recommended, which
Uzbekistan is driving forward at the government level. Korea needs access not simply through strategies on all the various possible industries, but through strategy
focused on competitive high technologies, asking the Uzbek government for market-friendly investment atmosphere in currency exchange and customs service.
Fifth, elements of soft power such as experience in economic development and the
Korean Wave should be enhanced. Korea is regarded as one of the role models to
Central Asian countries and they consider Korea to be an ideal partner that is not
politically imposing. Moreover, to strengthen cooperation in the private sector, the
Korean government needs to encourage introduction of various development models
in a diverse field that includes economy, medicine, education, culture, etc.
Sixth, Korea should take the initiative in Green Growth. Despite their huge endowments of natural resources, Central Asia suffers from desertification and shortage of water caused by the global warming. Once Korea is able to show its capabilities in reforestation, desalination and green energy recycling, Koreans will be able
to secure support from the locals and find new potential for economic growth.
Seventh, Korea should also look towards countries like Turkmenistan and
Azerbaijan as areas holding future promise, aside from Kazakhstan and Uzbekistan
where her investment has hitherto been centered. In Turkmenistan, there is much
room to take advantage of its resources and Korean participation in plant export and
construction is greatly anticipated. Since Azerbaijan has already accepted Korea’s
know-how in IT and New Town Construction, the Korean government should sustain a more aggressive strategy. In addition, the Korean government must support
medium-size and small companies in expanding into Kyrgizstan and Tajikistan
through overseas assistance and KSP.
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Lastly, Korea has to enlarge exchange of human resources with Central Asian
countries. The ethnic Koreans living in that area will be especially very helpful in
establishing the Korean Entrepreneur Network to gain reliable information and to
help companies obtain localization. Sustainable and stable relationship with Central
Asia is possible when the relations are developed in all social and cultural fields beyond simple economic cooperation. Since Korean and Central Asia share much in
terms of common cultural and ethnic heritage because of their common Altaic roots,
it is easier for Korea to expand exchange in cultural, social, and human resources
with those countries. This will make for a more reliable relationship and help establish more successful economic relations.
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09-03

The Political Elite and Power Structure of
Kazakhstan
Jae-Young Lee et al. (December 2009)
ISBN 978-89-322-2167-0/A5/188pp.
USD 7

This study analyzes the Political Elite and Power Structure of the Central Asian
nation of Kazakhstan. After the Soviet Union collapsed in 1991, Central Asians had to
face the confusion resulting from their introduction to Capitalism and Democracy
based on US values, while being out of favor with the international community.
However, Central Asia soon attracted global interest as it was found to possess abundant resources such as Oil, Natural Gas, and Minerals and the potential for development, and most countries in the region are concerned with improving economic relationship and cooperations with South Korea. As Kazakhstan has the most powerful
economy among the Central Asian republics, it is expected to become a regional economic and diplomatic ‘hub’ by soon overcoming the recent recession resulting from
the global financial crisis and the drop in oil prices.
Following the announcement of a ‘New Asia Diplomacy’ by President Lee
Myung-bak, Korea formed a strategic partnership with Kazakhstan in 2009. To improve economic cooperation with Kazakhstan, the most important thing is to understand the dynamics of its power structure, which influence the decision- making
process concerning international policy; and the group of elites that create cliques and
clans upon which government is founded on. There are many studies and research
about the elite of Kazakhstan and their power mechanism that were done in foreign
countries, which displayed much interest on communist, Islam, and non-American
influences. However, not many studies have succeeded in looking deep into internal
workings of Kazakh political power. Such is why the results of this study contributes
greatly Korea's purpose of improving mutual and horizontal cooperation with
Kazakhstan.
This study consists of five sections. First section is an introduction to explain the
purpose of this report, and second section covers the political elites of Kazakhstan and
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their characteristics. The third is the international policy and decision-making mechanisms of Kazakhstan based on systemic and non-systemic factors, and the fourth
deals with authoritarianism, the source of its power, and its rule. Final section provide
a political implications for the Korea government attempting to make inroads into
Kazakhstan’s economy.
The political elites still have the ultimate power in the process of making policy decisions, even if we take into consideration that their political leverage has weakened
in recent years. President of Kazakhstan represents the apex of political power having
not only individual allegiance but also maintaining close relations with the group of
elites, where informal ‘command by voice’ is dominant over formal governmental rule.
Furthermore, the society of elites have characteristics of being a fundamental mechanism of power of the president. In these days, however, elites are becoming divided as
competition and struggle rages over who will come to power after President
Nazarbayev steps down from the presidency.
International policy decision of Kazakhstan is also dominated by the president, and
it's mechanism is based on both systemic, and non-systemic factors. President is supreme and paramount in the decision-making process, and other departments of administration or national assembly are basically relegated to implementing policy at the
working-level. Also, individual character, tendencies, and even the ancestry of
President have important effects in the process of decision-making related to international policy. Thus, the study of the Kazakh power structure and the paramount will
of the president will has priority in our understanding of Kazakhstan for creating closer diplomatic relations.
After independence, Kazakhstan adopted the presidential system based on separation of the powers of the executive, the legislature, and the judiciary; and sought
transition to a free-market system and democracy. However, absence of political
power for a long time leads to authoritarianism by the long-term seizure of power by
dictator. This system is influenced by the complexity of societal-cultural characteristics and legal and institutional factors, and has actually been evaluated as being
very stable, at least for Kazakhstan. Also, as the president, top politicians, and the
elite group in their political system have absolute powers in decision-making; it seems
inevitable a struggle will unfold in choosing a leader who will succeed Nazarbayev after he retires due to old age.
As explained above, and given the power of the elites and authoritarianism in
Kazakhstan, the most important implications for Korea government is the expansion
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of networks into top echelons of Kazakh society and strengthening political ties with
them. Then, Korea can formulate a national strategy for cooperation with Kazakhstan,
which is then expected to serve as the base from which to gain access to the rest of
Central Asia.
First, the ‘Korea-Central Asia Cooperation Forum’ annual meeting will ensure stability and should be upgraded to a prime minister-level conference. Also, it is recommended that an economic consultative group between Korea and Kazakhstan be
formed to bolster cooperation in finance and industry.
Second, there is a need to train the younger generation, next-generation leaders of
Kazakhstan, and set up educational programs for expanding a relationship network
with people who are friendly toward Korea. For example, the educational programs
should includes not only the building of a Korean University in Kazakhstan, which
provides technical education and continuous exposure to Korean culture; but also
bringing Kazakh students for commissioned education in vocational and special-purpose colleges in Korea such as police colleges, tax and auditing schools, and
science and technology schools.
Third, it is also recommended that a ‘Korea-Kazakhstan Business Forum’ for two
countries’ corporations be established. Then, the Korean Diaspora have to be taken into consideration, to form a Korean Network over Central Asia, as they can make
great contributions to economic cooperation between two countries as active mediators
in the business area.
Fourth, it is important to support ‘the Central Asia Taekwondo Federation’ to expand human relations and networks. Their executives are important people who have
powerful influence and extensive network in politics, the economy, and sports.
Finally, we would like to emphasize strengthening of diplomatic and foreign trade
policy consultation channels at the level of the respective national assemblies.
Although existing channels formed political collaboration among the members of national assemblies, it has become a fraternity, engaged in overly formal, one-time
events.
All that have been mentioned above have to be considered in order to establish a
new and constructive strategy for enhancement of cooperation between Korea and
Kazakhstan. Once again, this study can thus can provide importance information on
elites and power structure in Kazakhstan.
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09-04

Studies in Comprehensive Regional Strategies
Collected Papers I Central Asia:
Politics․Society․History․Culture
KIEP (December 2009)
ISBN 978-89-322-2168-7/A5/594pp.
USD 15

This book, which consists of 12 studies selected through research contest of Central
Asia by Korea Institute for International Economic Policy, is published as a part of
in-depth study of Central Asia by KIEP for expanding of regional basic research in
Korea. This include the researches regarding the characteristics of politics, social
change, language policy, role of religion, and development of movie in Central Asia.
Those help understand about Central Asia deeper and more.
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09-05

Studies in Comprehensive Regional Strategies
Collected Papers II Central Asia:
Economy․Energy․Environment
KIEP (December 2009)
ISBN 978-89-322-2169-4/A5/384pp.
USD 15

This book, which consists of 9 studies selected through research contest of Central
Asia by Korea Institute for International Economic Policy, is published as a part of
in-depth study of Central Asia by KIEP for expanding of regional basic research in
Korea. This include economy of post crisis, transportation development strategy, international economy relations, energy policy, and environment industry of Central Asia.
Those help understand about Central Asia deeper and more.
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Regional Study Series
(in Korean)

09-01

The Relationship between Outward Direct
Investment and Exports in the German
Manufacturing Sector
Kyuntae Kim and Hyun Jean Lee (September 2009)
ISBN 978-89-322-6108-9/A5/64pp.
USD 5

Despite the recent global financial crisis, outward foreign direct investments
(OFDI) of Korean enterprises have recorded gradual increases, while other multi-national companies were less than enthusiastic concerning their OFDI. However, OFDI
also gives rise to concerns of contracting domestic investment out to other countries
as well as negative impact on domestic employment and exports. Therefore, review of
cases from other countries as to how OFDI influences domestic economy is both important and necessary.
This study focuses on the effects of OFDI on exports in the case of Germany.
Existing studies on German OFDI are few and far between, at least compared to the
numerous studies on the US and Japan. In Korea, as elsewhere, only few studies on
German OFDI have been done. Yet, as it was found that Germany exhibits similarities to Korea in economic structure, this study has chosen Germany as the subject
of its analysis. Such similarities are as follows: Germany's strength is in the manufacturing industry rather than its services sector, and exports form the mainstay of its
economic growth. Moreover, Germany, who is a member of the European Union
(EU), is exploiting the economic integration system within the EU for their OFDI
and foreign trade. Likewise, for the Korean economy, also in the process of promoting
East Asian economic integration such as the Korea-ASEAN FTA, studying
Germany's case may help Korea anticipate potential implications.
This study applies an integrated methodology, combining literature survey, statistical analysis, and empirical analysis of OFDI and trade data in the German manufacturing sector. It was observed that German enterprises have augmented their
OFDI to new member economies (NMEs) that joined the EU after 2004. International
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production/distribution system established in these areas brought about international
division of labour with the NMEs, ultimately increasing German intermediate goods
exports. As a result, incremented off-shoring derived from OFDI positively influenced
the competitiveness of the German companies, decreased the commodity price, and
enhanced trade. The empirical analysis revealed that German OFDI contributed significantly to its exports. Furthermore, it was discovered that sales of the subsidiary
company abroad and the export of the parent company at home complement each
other.
As we can see in the German case, overseas expansion of Korean enterprises can
lead to increased exports as well as make long-term contributions to the Korean
economy and employment in Korea. Therefore, to improve corporate competitiveness
of Korean companies and also promote domestic investment and employment, it is
necessary to support aggressive efforts to attract foreign direct investment and to
maintain a positive view on OFDI of the Korean companies.
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09-02 / Korea's Mid & Long-Term Trade Strategy 09-01

The World Economy after the Global Economic
Crisis: Current Status and its Prospects
Heungchong KIM et al. (December 2009)
ISBN 978-89-322-6109-6/A5/164pp.
USD 7

The collapse of Lehman Brothers in September 2008 has precipitated the US economic crisis as well as a downfall of the worldwide economy. Many countries have
responded immediately to tackle the unprecedented recession by enforcing aggressive
fiscal stimulus plans, lowering prime interest rates, and implementing unconventional
financial measures including buy out of private bonds by central banks’, something
unthinkable in peacetime.
These policies proved to be quite successful in stopping the “free fall” of the global
economy. The data shows that private consumption and export are picking up, albeit
slowly, while the level of employment is still in the doldrums. As for emerging markets, led mainly by China and India, they have shown signs of economic recovery
that was stronger than originally expected. Developed economies, after reaching its
trough, have shown positive growth compared to the previous quarter during the first
and second quarters in 2009. Inferring from the fact that emerging markets are showing higher growth rates than developed countries, we can anticipate the economic
trend in 2010, where emerging markets will be in the lead in terms of the recovery in
the world economy, although the final signal of economic recovery will come in the
form of resurgence of the developed countries.
During the first half of 2010, many of the unconventional financial measures are
expected to be withdrawn, while monetary tightening such as a raise in interest rates
is expected to be postponed until the second half of 2010, or even 2011. Exit strategies in fiscal policies are expected in the latter half of 2010.
There will be considerable structural change in the world economy after the global
economic crisis. Rapidly emerging counties including China, India, Indonesia and Brazil
have leaped ahead in the midst of economic crisis, and they will continue their catch
‐up process in the future. While the United States will slowly recover from its re-
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cession, the economic power of Japan and Europe will likely shrink in the future.
Australia may regain its economic significance by joining together with Asia to become Australasia. In the course of structural changes in the world economy, Korea
needs to reset its external economic policies. It is especially important to elaborate region‐ or country‐specific economic strategies. As for specifics of said strategies, such
measures to enhance economic cooperation with the emerging markets, to strengthen
relationship with resource‐rich countries, to apply strategic foreign investment, to diversify FTAs, etc. are some of the more strongly recommended measures.
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Trade and Investment
Study Series
(in Korean)

09-01

Russia’s Anti-dumping System and
Its Implications for Korea
Sherzod Shadikhodjaev and Jooyoung Yang (September 2009)
ISBN 978-89-322-2154-0/A5/70pp.
USD 5

As of 31 December 2008, Russia initiated two anti-dumping investigations and imposed one measure with respect to Korean goods. In light of expanding trade between
two countries with Korea posting a trade surplus since 2006, Russia is expected to
more frequently use its anti-dumping mechanism against Korean products. The
Federal Law on Safeguard, Anti-dumping and Countervailing Measures Relating to
the Importation of Goods (2003) is Russia's key anti-dumping legislation. Its provisions largely reiterate WTO's anti-dumping disciplines and include some new elements such as a public interest and anti-monopoly clause.
This study examines substantive and procedural aspects of Russia's anti-dumping
law and practice, compares them with WTO rules and explores some implications for
Korea from both private and public perspectives.
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09-02

Study on ways to Utilize Skilled Foreign
Workers in Korea Through Policy of
Recruiting Foreign Students
Yeongkwan Song and Jooyoung Yang (December 2009)
ISBN 978-89-322-2170-0/A5/78pp.
USD 5

A precipitous decline in birth rates is presently forcing Korea to seriously consider
increasing the number of foreign employees in its economy. However, inflow of low
income laborers would delay extinction of marginal firms, which will not only keep
the Korean economy from converting to a high value-added form, but also give rise
to many social problems.
In order to prevent such an eventuality, it is imperative that foreign manpower
coming into the Korean labor market consist mainly of highly-skilled experts and
professionals. Nevertheless, the focus of Korea's policy on foreign workers has hitherto
been on unskilled workers, while systematic study of expert foreign workers has so
far been lacking. This study is based on the idea that active use of expert workers
from overseas is necessary to raise the Korean economy to a new level, and that the
most effective way of accomplishing that goal is to link the policy of attracting foreign students with similar plans for expert foreign workers.
In this study, we will learn about the present state of foreign workers in Korea and
policies on their employment, and those for attracting foreign students. Based on examples from the US and Japan, a search was conducted for methods on how to facilitate
attracting foreign students for work as experts in the Korean labor market. To increase
the proportion of foreign experts in the Korean labor market, this study suggests a more
flexible visa policy and more job fairs for foreign students in order to draw in elite foreign students to the Korean labor market. Because of various limitations, this study
should be considered an initial, preliminary research presenting ways on how foreign
students can work comfortably as experts in Korean labor market. Therefore, a more
systematic and analytical investigation on the issue would be necessary in the future.
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09-03

An Evaluation of the Revised Draft Modalities
for DDA Agricultural Negotiations and
Policy Implications
Jin Kyo Suh and Ji Hyun Park (December 2009)
ISBN 978-89-322-2171-7/A5/218pp.
USD 7

This study delineates major contents of the 4th amendment in the modality concerning the agricultural sector, which was the most recently released and proposes directions on how to formulate strategic country schedules based on the results after
their evaluation.
Ever since agricultural negotiations were included as a theme of the Doha
Development Agenda in 2001, modality negotiations on opening markets and reducing
agricultural subsidies have continued for 9 years. Even though DDA negotiations in
the agricultural sector have proceeded slowly, most people evaluate that it is now
time for a conclusion to be drawn, if major countries are willing to settle politically.
As mentioned in previous modality amendments, issues in agriculture have been settled already to a considerable degree. Even though differences between developed and
developing countries in the core issues such as reducing agricultural subsidies, number
and treatment of sensitive and special products and Special Safeguard Mechanism
still remain; the differences have been bridged sufficiently for the negotiation and the
4th modality amendment, which was recently released, and revealed specific figures
as single ones for subsidies and tariff reductions.
Each member country is to submit its own country schedule if the modality is
settled. Therefore, it is necessary for us to prepare Korea's own country schedule to
meet the demand for submission.
First, we need to establish categories with as much detail as possible to secure
flexibility in providing agricultural subsidies for products for domestic support in the
future. In this case, we have detailed a total of 56 products including 8 grains, 17
vegetables, 7 livestock products, 4 other crops, 9 fruits, 4 forest products, 2 mush-
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rooms, 3 flowering plants and 2 medicinal crops.
In case of establishing product-specific AMS limits, it is the best ① to establish
with average performance between 1995 and 2000 for rice, barley, corn and rape and
② to establish with performance for the recent 2 years for soy and malting barley
and ③ to establish with 10% of the production amount between 1995 and 2000 for
the rest of the products if Korea gains its status as a developed country. Also, it is
the most reasonable for product-specific AMS limits to be established with 20% of
average production amount between 1995 and 2004 if Korea remains a developing
country.
Also, the de minimis may not be decided in advance because it is based on a certain ratio of production amount for each product in the said year. However, there is
a need to notify if 5 or 10% of the production amount is used for basic ratio for the
de minimis.
In addition, it is desirable to select a Blue Box which does not require production(New Blue Box). It is optimum for products with extremely low AMS limits
to be established as Blue Box products and for the rest to be established with AMS
products in case of establishing Blue Box limits for products. Particularly, rice should
be shifted to the New Blue Box, rather than AMS, to increase flexibility in managing
AMS.
Finally, it is necessary for the DDA country schedule to be in harmony with tariff
reduction schedules in the contracted FTAs. Most major agricultural and livestock
products in Korea may be protected to a substantial degree with sensitive and special
products proposed in the 4th modality amendment. However, it may cause inefficient
border protection, as well as difficulties in import management in case that the tariff
reduction schedules in the contracted FTAs are different from those in the WTO.
Therefore, it is desirable for tariff lines with small portion of imports from the contracted FTA counterparts to Korea to be independent of tariff reduction schedules, in
accordance with DDA agricultural negotiations. However, it is reasonable for tariff
lines accounting for most of imports from contracted FTA counterparts to Korea to
coincide with the schedules in the contracted FTAs, rather than making independent
tariff reduction schedules to accord with DDA agricultural negotiations.
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Policy References I
(in Korean)

09-01

Nordic Aid Untying Policy:
Implications on Korea’s Aid Strategy
Yul Kwon and Jisun Jeong (June 2009)
ISBN 978-89-322-2153-3/A5/104pp.
USD 7

This paper explores the Nordic experiences in aid untying. In an attempt to draw
implications on Korea's ODA, the authors review the evolution of aid untying polices
and practices of Sweden, Norway, and Denmark, that are often collectively called as
Nordic donors. The possible membership in the OECD Development Assistance
Committee (DAC) in 2010 will pose challenges as well as benefits to Korea. As the
Aide Memoire on the Admission of New DAC members specifies, any country applying for DAC membership must implement the DAC Recommendation on Untying
ODA to the Least Developed Countries (LDCs) and Heavily Indebted Poor Countries
(HIPCs). With the ratio of untied bilateral ODA substantially lower than the DAC
average, Korea faces an urgent challenge to further untie its aid.
The growing consensus is that tying reduces aid effectiveness by increasing transaction costs, undermining the ownership and responsibility of partner countries. In this
context, there has been an increasing international effort to regulate tying practices of
donor countries. In 2001, DAC members agreed on a Recommendation to untie most
categories of aid to Least Developed Countries. The 2001 Recommendation and the
2005 Paris Declaration on Aid Effectiveness have offered a momentum for global
community to achieve considerable progress in aid untying. At the bilateral level, the
Nordic Plus Group has contributed to the improvement of aid untying by adopting
the Joint Procurement Policy that promotes the use of reliable local procurement systems and the joint support to the partner's procurement capacity development.
Among the Nordic Plus members, Sweden, Norway, and Denmark have long been
frontrunners in aid untying. The extent of untying of bilateral aid of these countries
ranges from 96% to 100%, excluding technical cooperation and administration cost.
Sweden and Norway have extended untying beyond the categories covered by the
2001 Recommendation both to include non-LDC HIPCs and untying of technical co-
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operation and food aid. In line with the Joint Procurement Policy, these countries actively promote the use of local procurement systems. In order to promote the use of
the partner country systems while upholding the principles of transparency and anti-corruption, a range of regulatory instruments and procedures were introduced.
Drawing upon the Nordic experiences, the paper presents a number of policy recommendations for South Korea as follows. Firstly, by extending the use of local procurement systems, the ownership and leadership of partner countries must be
strengthened. The effectiveness of aid could increase significantly if partner countries
are not obliged to procure goods and services from the donor. Secondly, a thorough
process of monitoring, evaluation, and risk management must be introduced in order
to adopt the international competitive bidding and facilitate the use of partner country
systems. The prospective scaling-up of Korea's ODA following accession to DAC increases importance of ensuring transparency and anti-corruption in untied aid projects
and programmes. Thirdly, the direct support to domestic industry must be gradually
phased out. In a rapidly changing aid environment, the Korean Government should
help domestic industries enhance their global competitiveness through dialogues, information sharing, technical cooperation, and training.
The authors conclude by stating that it is time for Korea to pro-actively join international efforts to further untie aid and enhance the aid effectiveness to achieve the
Millennium Development Goals.
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09-02

India’s Professional Manpower and Growth of
Service Industry: Implication for Development of
Knowledge Service Industry of Korea
Soon-Cheul Lee and Young-Chul Song (August 2009)
ISBN 978-89-322-2155-7/A5/86pp.
USD 5

The demand for service industry in India has been increasing recently with rising
incomes. Furthermore, its weight and importance have grown and now accounts for
60% of India's GDP. In particular, knowledge-based service industry has risen as a
new engine of development and has become the most important factor for improvement of productivity in the economy overall, by being used as a factor stimulating
production for other industries as well. India's service sector is especially strong in the
IT service sector, as made apparent by increase of the proportion of software and
business service exports to 65.5% in 2007/8, up from 14.4% in 1980/1. The analysis
shows that India's abundant professional manpower has played a key role for the recent development of service sector, including IT.
A World Bank survey shows that the level of education and human capital in
India are higher than those of China and nearly the same as Korea. In particular,
India's science registration percentage is 14.3% which is higher than that of Korea.
These results that demonstrate the high quality of Indian human capital and its competitiveness, comes from the government educational policy that focuses on higher
education and professional manpower. The Indian government's decision to concentrate on higher education for training professional manpower has resulted in great increases in the number of colleges and universities.
Higher education and professional manpower were key factors for the development
of the IT sector, which was part of the Indian government's national strategic policy.
This made it possible for a huge pool of human capital with bachelor's degrees in engineering, business, computer, etc. to enter into IT and ITES sectors. As a result, the
IT sector has grown by an average of over 30% annually after 2000, which con-
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tributed to an annual average growth rate of 8%. Furthermore, these also resulted in
indirect employment effects and human capital development, influencing growth in
both related and unrelated industries, including FDI in the IT sector.
Although India has had a low level of education in the past, it appears that India’s
government was successful in achieving fast economic growth with government policies focusing on training of professional manpower. Thus, it is recommended that
Korea also train professional manpower to stimulate growth in service sector, like
India. Accomplishing this task would necessitate some policies such as 1) setting up
an industry-oriented educational system and devising improvement measures for the
said system, 2) enhancing competitiveness through introduction of overseas professional manpower. The Ministry of Knowledge Economy should set up industry-oriented plans for the education system and build a general system in connection with related ministries and offices, private education organizations, and
corporations.
Furthermore, it is necessary to enhance international competitiveness by intensifying international cooperation regarding professional manpower, which means Korea
needs to make inroads into the international market, complemented by mutual
cooperation. For instance, the combination of Korea's knowhow in IT hardware and
Indian expertise in software is expected to create synergistic effects benefitting both
countries. In addition, there is much room for consideration of promoting overseas expansion by businesses, as well as creation of a technology connection between Korea
and India by establishing a ‘professional service organization.’ Finally, a combination
with cheap professional manpower of India and IT hardware of Korea will make possible a strong entry into the international market through development and production
of high quality products.
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09-03

The Current Status of Covered MEAs under
KORUS FTA and Its Implications
Chang-In Yoon (October 2009)
ISBN 978-89-322-2156-4/A5/134pp.
USD 7

FTAs including KORUS FTA and others, negotiated after the announcement of
U.S.A's New Trade Policy in May 2006, have incorporated an Article about
Environmental Agreements. The Article asks the Parties to the FTAs to adopt,
maintain, and implement laws, regulations, and all other measures to fulfill its obligations for the covered Multilateral Environmental Agreements(MEAs).
The covered MEAs are seven MEAs which Parties to the various FTAs are
also parties to: (a) CITES(Convention on International Trade in Endangered
Species of Wild Fauna and Flora) (b) Montreal Protocol on Substances that
Deplete the Ozone Layer, (c) MARPOL(MARine POLlution) 73/78, (d) Ramsar
Convention(Convention on Wetlands of International Importance especially as
Waterfowl Habitat), (e) CCAMLR(Convention on the Conservation of Antarctic
Marine Living Resources), (f) ICRW(International Convention for the Regulation
of Whaling), (g) IATTC(Inter-American Tropical Tuna Commission).
CITES and Montreal Protocol apparently have specific trade obligations included in
them. IATTC and CCAMLR are either using or tdeing to mobilize trade measures to
achieve their own environmental goals. The other three MEAs, however, have no direct relationship with trade. The inclusion of these three MEAs in trade agreements
such as KORUS FTA may be the outcome of the simultaneous support of both trade
and environment.
Parties to the KORUS FTA also committed not to lower environmental standards.
In addition, KORUS FTA is actually following NAFTA's lead, after NAFTA opened
new ground by providing specific language on its relationship to a number of MEAs.
In cases where NAFTA rules and the obligations of certain trade-related MEAs
come into conflict, the latter shall prevail, provided that the measure chosen is at least
consistent with NAFTA obligations.
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KORUS FTA also stipulated that in the event of any inconsistency between a
Party’'s obligations under the KORUS FTA and one of the covered agreements, the
Party shall seek to balance its obligations under both agreements. But this shall not
preclude the Party from taking a particular measure to comply with its obligations
under the covered agreement, provided that the primary purpose of the measure is
not to impose a disguised restriction on trade.
This shows that regional agreements can act as grounds for creating innovative
solutions to trade and environmental issues, where the WTO has made scanty
progress. And it highlights an important recent phenomenon that trade agreements
can serve as the foundation for international cooperation on non-trade issues such as
the environment.
As a result of binding commitments strengthening ties between MEAs and FTAs
promoted by the U.S.A., a new community is emerging which is strongly committed
to natural conservation or environmental protection. And those countries that have
signed an FTA with the U.S.A. after the adoption of the New Trade Policy are expected to have indirect effects on the MEAs covered.
In general, the expansion of regional trade agreements like these will be helpful for
sustainable development and conservation, for example, of marine resources as well.
This situation could, however, erode the strength of the multilateral system where
small countries like Korea have negotiating strength.
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09-04

Structural Changes of Japan’s Economy after
the Prolonged Recession and
the Global Economic Crisis
Yang-Hee Kim and Eun-Ji Kim (October 2009)
ISBN 978-89-322-2157-1/A5/108pp.
USD 7

This study aims to address structural changes in the Japanese economy after the
prolonged recession revealed by the global economic crisis. Such changes paved the
way for the opposition party’s landslide electoral victory over the ‘perennial ruling
party’ for the first time in Japan since 1955. In addition, they provide some lessons for
Korea, in that Koreans have witnessed phenomena similar to Japan’s in many
respects. This also shedslight on the expenditure aspect of Japan’s economy, that is,
stagnation of household consumption under circumstances of rising dependence on
exports.
From 2002 to 2007, Japan experienced a boom driven by unprecedented level of
exports, attributable mainly to the devaluation of the Yen and low wages of Japanese
workers. The so-called ‘centennial stagnation’ of Japan’s economy following the global
economic crisis was a sign that structural limits of the country had been exposed;
and that Japan, the world’s second-largest economic power where household consumption accounts for more than half of the country’s GDP, while exports only consisted about 13% of Japan’s average annual GDP during the period although Japan
was heavily reliant on them. In this context, Japan’s unprecedented export-driven
boom during the period was in fact a fragile one and was also the cause of the centennial stagnation that started with the global crisis in 2008. The long-lasting stagnation of household consumption stemmed from sluggish increases in wage levels, yet
the other side of the coin was that low wages were the very factor making Japanese
firms morecompetitive in terms of prices of its exports.
The household consumption has been slowed down, first of all, by deterioration of
wage income levels in Japan. In particular, decrease in wage income stands in stark
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contrast to increases in incomes of firms, an increase without parallel in history of the
Japanese manufacturing sector by virtue of the export boom. The more basic reason
can befound in the fact that most Japanese firms conducted large-scale layoffs involving regular employees. They were replaced by temporary workers whose wages
are even lower and level of employment protection so weak as to make dismissal
much easier than regular workers. The wage level of the total workforce also dropped
due to retirement en masse of baby-boomers whose wage levels were at the top of
wage profile. Future uncertainty such as employment anxiety or lack of security for
the aged further increased inactive household consumption. The failure of Japanese
government policy was also among reasons contributing to such uncertainty.
This study provides Korea with some lessons, in the form of examples both good
and bad. First, Korea needs to engage in efforts to minimize the volatility of external
variables, for stable export growth. Second, it is inevitable for Korean firms to keep
wage income levels steady in order to maintain their volume of sales revenues
through promotion of household consumption. Finally, Koreans should prepare, for the
coming of the ‘aged society’, where the number of persons more than 65 years of age
occupies 14% or more of the total population which is happening in Korea faster than
anywhere else in the world, even though Korea’s fiscal deficit level is a bit better
than Japan’s.
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09-05 / SNU-KIEP EU Centre Research Series

ODA as a Soft Power Instrument:
The EU Experience and its Relevance for Asia
Silviu Jora (December 2009, in English)
ISBN 978-89-322-2158-8/A5/38pp.
USD 2

The article starts with an overview of the EU ODA, the author succinctly presenting
the EU policy towards the ACP countries, Northern Africa, Asia and Latin America.
This introductory section is followed by an analysis on the EU ODA policy as such
which is considered to be still perfectible terms of consistency and coordination.
The article continues with an analysis of the EU ODA from the “soft power” theory
perspective. The author emphasizes that development assistance is linked to the notion
of “power” to the extent that it generates prestige, influence and persuasion in among
international actors. This leads to the idea of ODA as a foreign policy instrument. As
for the way the EU is using its ODA for achieving its foreign policy agenda, the author underlines the use of the economic and political “the conditionality” as “the hard
edge of soft power.” On the same logic the author presents the more recent EU strategy of linking development to security, thus “smartening” its “soft power.”
In the second part of the article, the author reviews the possible relevance of EU
ODA policy experience for Asia. The author stresses that despite major differences,
the EU can provide enough “prêt a porte” elements for other regions. Thus, based on
the EU experience, a political will of individual regional actors, a basic institutional
framework, an integrated ODA vision and a financial instrument to support it, are the
ingredients to start a common regional ODA policy. At the very least, even the simple initiation of a form of cooperation and coordination of national ODA policies between the major regional donors in Asia will be a welcome step forward. In this context, the “European Consensus on Development” strategy could inspire a similar
“Asian Consensus on Development.” The author also advocates the idea of an independent “Asian Agency for Development.”
The article concludes with a pledge for a strengthened EU-Asia cooperation on development based on “3C formula”: cooperation, coordination, concreteness.
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09-06 / SNU-KIEP EU Centre Research Series

The Impacts of Enlargement on the Central and
Eastern European Countries
András Inotai (December 2009, in English)
ISBN 978-89-322-2159-5/A5/74pp.
USD 5

The last and historic enlargement of the European Union by ten new countries has
fundamentally changed the nature of the decades-long process of integration in
Europe. However, it is not only the enlargement but also the global challenges and
the unprecedented reform pressure accumulated both in some key member countries
and on the level of Community policies that urge to reconsider the mission, priorities
and basic instruments of European integration for the coming years and decades. The
paper deals with the process of enlargement, focusing on the negotiations and their
consequences. It gathers arguments in favour of joining the European Union on the
side of the new members. Moreover, it addresses traditional and new community policies that have to cope with the new challenges, starting from the decision-making
process and the reforming of the common agricultural policy, through budgetary considerations to desirable new activities of the enlarged Union in economic, social and
political areas. The author strongly argues for a quick and fundamental process of
deepening the integration, as a major requirement of strengthening or just creating
the global position of Europe in the next decades. The analysis of the short-term impacts of enlargement, mainly on the economic development of the new members indicates that most of the fears did not appear, while expectations have mostly still to
be fulfilled in the next years. This, however, needs a clear integration strategy in the
accession countries and a not less clear pro-integration strategy on the level of the
EU. This should include a changing mentality from status-quo towards future-oriented thinking and a shift from narrow-minded national positions towards the awareness and implementation of European priorities. Although, and at first glance, the
new members reveal similar features and are confronted with similar challenges in order to become successful members of the European integration, a more detailed survey indicates substantial differences not only in their economic structure and political
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interests but also in their level of preparation and, even more importantly, in their capacity to absorb the positive and negative shocks connected with membership. Based
on these considerations, it is hardly conceivable that the Central and Eastern
European countries would form a cohesive and strong lobby within the enlarged
Union. Excepting the efforts to redistribute and perhaps restructure the EU budget,
their interests are likely to lead to the formation of different strategic and tactical alliances within the enlarged Community. This paper is organized in the following order:
first it reviews the most important stages of relations between the CEECs and the
European integration (Chapter I), followed by the key arguments for membership
(Chapter II). Chapter III deals with the most significant features of enlargement.
Shorter and longer-term impacts of enlargement and tasks of successful membership
are analyzed in Chapter IV. Chapter V tries to identify areas in which the CEECs
may develop a common position within the enlarged EU. Chapter VI sums up the arguments and presents some concluding remarks.
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09-07

A Comparative Study of the Services Sectors of
Singapore, Malaysia, and Indonesia
Kitae Sohn and Minhee Kim (December 2009)
ISBN 978-89-322-2160-1/A5/117pp.
USD 7

When a country's per capita GDP increases, it is usually accompanied by a corresponding increase in the proportion of the country's services industry in the economy
as a whole. This is the pattern exhibited by countries that this treatise examines in
close detail; namely Singapore, Malaysia and Indonesia. Case in point, when
Singapore's per capita GDP was US$50347.1 in 2008, the proportion of Singapore's
services industry to its economy stood at 65.6%. Indonesia, on the other hand, had a
per capita GDP of US$3705.1 in the same year and the proportion of the services industry was 38.3%, representing less than half of its economy and trailing far behind
figures for Singapore. It should be noted that even when Singapore's per capita GDP
were similar to Indonesia's current level, its services industry consistently represented
over 50% of its economy, mainly due to the fact that Singapore is an urban
city-state with extremely low comparative advantage in terms of agricultural
production.
As for policies relating to the services industry, Singapore and Malaysia were identical in that both countries designated high-value services industries as one of their
main vehicles for economic growth alongside manufacturing; the only difference being that Singapore initiated the policy earlier, as Singapore's per capita GDP was
higher during comparable periods. Yet the government of Indonesia, at present, is not
making any earnest efforts to have its high-value services industry assume the role as
the engine of the country's growth. The Indonesian emphasis on labor-intensive manufacturing and exploitation of mining resources instead of the services industry, is
somewhat justified in light of the country's economic development in terms of its per
capita GDP or the level of Indonesia's social infrastructure.
The three countries are in different phases in terms of trade and conditions for investment in the services industry; with Singapore's services industry being nearly to-
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tally open to the outside world, as opposed to still-substantial barriers to trade and investment in Indonesia's services industry. On the other hand, all three countries are
exhibiting a common pattern in that they are lowering their barriers in services as
well as manufacturing industries, in response to the establishment of free trade as the
firm basis of the global economy and recognition of the positive impact of free trade
upon economic growth.
This treatise evaluates the level of economic development of the three countries(Singapore, Malaysia, Indonesia) through their services industries, and takes the
analysis a step further in order to elicit key points and facts that will facilitate the
entry of Korean firms into the various areas of the three countries' services markets
including finance, distribution, transportation, and communications. Trade with the
three countries already make up a significant portion of Korean investment into and
trade with ASEAN, and it is likely to increase further when the Korea-ASEAN
FTA goes into effect. This will create synergy between the real and services trade,
as Korea makes inroads into services industries of the three countries in finance, distribution, transportation, and communications; which also form an important part of
manufacturing process.
Though real trade is still predominant in trade between Korea and the three countries, opening of the services industry is expected to bring about an increase in trade
in services. This would mean Korea's entry into services markets in ASEAN is actually predicated upon a full understanding of the services industries in ASEAN
countries; and it is especially important that an understanding of the services industries of the three countries(Singapore, Malaysia, Indonesia) should be the basis for
formulation of all entry strategies.
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09-08

Korean FX Rates Analysis During the Financial
Crisis: Effects of Foreign Bond Investments and
FX Hedged Foreign Fund
In Huh and Young-Joon Park (December 2009)
ISBN 978-89-322-2161-8/A5/49pp.
USD 2

The global financial crisis, triggered by the subprime mortgage crisis in 2007, has
put the Korean economy into the recession with financial market turmoil. This paper
examines the role of foreigner's investment in bonds and the FX-hedged foreign
equity fund as driving forces of KRW-USD exchange rate changes. Our empirical
analysis using VAR (Vector Autoregressive) model reveals that the increases of both
interest-rate arbitrage opportunity and the net asset value of foreign funds have negative relations with KRW-USD exchange rate, and vice versa. According to impulse
responses, the two reasons account for about 40% of the exchange rate variations between 2008 and 2009. This significant result suggests policy implications that the authority's intervention in currency swap market and appropriate regulations on the portion of FX hedged foreign fund help stabilizing Korean FX market.
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09-09

Analysis on the Effects of Logistics Efficiency on
Trade Flows in East Asian Countries
Ho-Kyung Bang (December 2009)
ISBN 978-89-322-2162-5/A5/69pp.
USD 5

This paper analyzes how logistics efficiency affects trade flows in East Asian
countries. Based on a gravity regression framework, the analysis suggests that measures to improve logistics efficiency have the positive effects in expanding East Asian
country trade.
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09-10

An Analysis of Micromechanisms for
Efficient ODA and Its Policy Implications
Kitae Sohn and Minhee Kim (December 2009)
ISBN 978-89-322-2163-2/A5/108pp.
USD 7

As Korea became a member of the Development Assistance Committee (DAC)
under the Organisation for Economic Cooperation and Development (OECD) on
November 25, 2009, the scale of Official Development Assistance (ODA) is expected
to grow substantially in the near future. This study introduces and analyzes microeconomic mechanisms and derive policy implications to enhance efficiency in ODA,
which is gaining importance in scale.
Specifically, this study outlines the major limitations of past aid and five reasons for
their failures. Also forwarded by this study are several reasons for provision of aid to
four of the major factors of economic growth; namely education, health, institution,
and finance. Especially emphasized is a full understanding of microeconomic mechanisms for the efficient implementation of aid. This emphasis is elaborated with two
experimental examples for each factor. In addition, the case of an aid project in progress through the World Bank is critiqued to help plan and execute aid in an efficient
manner with application of microeconomic mechanisms.
Since the Marshall Plan in the immediate aftermath of WWII marked the real beginning of aid, most of the aids have actually revealed serious limitations in promoting
economic growth in developing countries or have even become impediments to
growth. However, this should not lead us to conclude that aid is unnecessary. In fact,
more aid might be needed to stimulate economic growth. This study does not deemphasize aid itself. Instead, it sheds light on problems inherent in implementing aid and
tries to address the problems.
This study argues that the lack of a strong incentive for the efficient use of aid
money, on the part of both donors and recipients, is the main and outstanding cause
of failure of most aid. At present, a connection appears to be weak between results
and rewards/punishments for policy makers for the provision of aid. The policy mak-
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ers face few punishments even when living standards of the poor are not improved.
Thus designing proper mechanisms to strengthen an incentive for the efficient use of
aid money is absolutely necessary to improve the living standards of the poor.
It is suggested that the policy makers should give greater consideration to unique
characteristics and environments facing the designated beneficiaries and focus on
gradual improvement of human capital and social infrastructure. This would allow for
greater efficiency in improving the living standards of the beneficiaries, which can be
achieved through a system of incentives based on market logic.
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09-11

Structural Impacts of the Global Financial Crisis
and Implications for Trade Policies
June Dong Kim et al. (December 2009)
ISBN 978-89-322-2164-9/A5/134pp.
USD 7

In the early 1930s, extensive recession, increase in unemployment and financial crisis caused the uprise of protectionism. Accordingly, world trade collapsed from US $
3 billion in January 1929 to US$ 1 billion in January 1933. What explains the variation among countries in succumbing to protectionism? In fact, economic policies connected to foreign exchange rate system are the key determinants of the trade policies
in the early 1930s. This study analyzed the evidences that such trade policy measures
as import tariffs, import quotas and foreign exchange controls were used as substitutes for devaluation.
In addition, this study compared the impact of the foreign exchange crisis of 1997
on the Korean economy with that of the recent global economic crisis in the context
of international trade. Commonly, current account surplus in both periods were due to
contraction of the overall volume of trade, especially imports. However, the pattern of
terms of trade are different. The terms of trade were exacerbated during the aftermath of the 1997 crisis. However, the terms of trade have been improving recently.
This is due to the fall of import prices of raw materials including oil.
Finally, this report studied the effect of the recent global economic crisis on the labor market. After the global economic crisis, unlike the United States which suffered
rise of unemployment, there turned out to be no major impact on unemployment rates
or labor stability. However, labor stability of women becomes worsened comparatively.
This implies that labor market policies need to be focused on specific target groups.
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09-12 / Studies in Comprehensive Regional Strategies 09-01

An Analysis of Investment Environment in
the Area of Central Asia’s Energy Resources
and its policy Implications
Young Kwan Jo et al. (December 2009)
ISBN 978-89-322-2165-6/A5/198pp.
USD 7

Korea imports most of its energy resources from the Middle East. In particular, the
region supplies Korea with 80 percent of its oil. Yet, this region is unstable due to
various political, territorial, and religious issues. Under these circumstances, the Korean
government perceives the need to diversify its sources of energy resources and is attempting to secure these resources in regions such as Central Asia, Russia, Latin
America, and Africa.
The Central Asian region contains abundant natural resources. In particular, four
countries in the region; namely, Kazakhstan, Uzbekistan, Turkmenistan, and
Azerbaijan possess large amount of oil and gas. The Korean government and corporations have sought to secure these resources. But these efforts were not so successful
compared with those by other countries such as Russia, China, the United States, and
Europe. This does not necessarily mean that prospects for Korea are bleak. The country only recently began to invest in Central Asia’s oil and gas industry. Therefore, if
Seoul conceives an appropriate long-term strategy followed by consistent implementation, there is much likelihood of success in this region. To improve this
chance, Korea needs to fully understand Central Asia’s present conditions such as its
energy resources, its transportation routes, tax systems, and investment environments.
This report suggests several policy guidelines for improving Korea’s chances of success in the Central Asia region. First, Korea needs to promote political ties with
Central Asian countries. To do this, the Korean government must not only employ
summit diplomacy, but also maintain regular contacts with officials and opinion leaders from those countries. These contacts should include people in diverse spheres such
as energy, academia, and art.
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Second, the Korean government and corporations need to find out in detail what
Central Asian countries want. The Central Asia republics are attempting to draw
benchmarks from the Korean developmental model and hope to improve technology in
the various industries. Recently, the Korean government began to extend invitations
for programs for Central Asian officials and scholars, with the intention of improving
their understanding of various Korean development policies. These programs should be
greatly expanded. Third, Korea should make good use of opportunities in the area of
Central Asian countries’ construction and plant (building) industry, as those countries
are attempting to develop downstream industry; for example, building oil refineries.
In the case of gas-abundant Uzbekistan and Turkmenistan, they want to build petrochemical plants. These represent excellent opportunities for Korean corporations to
participate in this region’s downstream industry.
Fourth, Korea needs to develop a separate strategy for each energy-abundant
Central Asian country (Kazakhstan, Uzbekistan, Turkmenistan, and Azerbaijan). The
geopolitical situations in the Central Asia region is changing rapidly. While Russia’s
influence is diminishing, China’s influence is increasing and each Central Asian country is becoming more assertive in its foreign policy. Korea should fully understand
these developments and take a different approach for each Central Asian country.
Fifth, Korea should consider entrance to Central Asian countries’ oil and gas industry in collaboration with other states. For example, Korea can participate together
with Azerbaijan in other Central Asian countries’ energy industry. Moreover, Korea
can penetrate this industry in partnership with Russian or Chinese national oil
companies.
Sixth, Korea should systematically manage information regarding Central Asia.
Information collected by various organizations including the government, corporations,
and research institutes should be shared and exchanged. In particular, stories of
Korean corporations’ success or failure in Central Asian countries’ oil and gas industry
should be disseminated. This is likely to minimize risk associated with investing in
those countries.
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09-13 / Studies in Comprehensive Regional Strategies 09-02

A Strategic In-Depth Study of Central Asia:
Trade, Investment Strategy Report
Sung Hak Yoon et al. (December 2009)
ISBN 978-89-322-2166-3/A5/262pp.
USD 10

The Global Financial Crisis had a catastrophic effect on Central Asian economies,
which had been growing rapidly up to that point. The economic growth rate in
Kazakhstan was over 10% annually from 2001 to 2007, but nose-dived to 3.2% in
2008, and the country would record minus growth in 2009. The sharp recession of the
economies of Central Asian countries caused by the global financial crisis was the result of Central Asian countries having weak economic structures that were vulnerable
to the external factors. Central Asian countries made an effort to transform their
Soviet-style, centrally-planned economies to market economies starting in 1991, but
had experienced difficulties in the rest of the 90s. Their economies began growing actively from early 2000s, yet it was growth driven by heavy dependence on natural resources such as petroleum, gas, nonferrous metals, and raw cotton. The exports of
natural resources depends upon the world economic situation, and the lack of the demand for the natural resources following the crisis had a destructive impact on
Central Asian economies, as the Crisis caused a drastic contraction of the world economy, which greatly reduced the demand for natural resources.
In order to overcome the Global Financial Crisis, Central Asian countries are focusing on economic recovery and the stimulation of exports not through increasing investment in natural resources for a short-term strategy, but make an effort to build
a sustainable system for economic development. A ‘sustainable’ development strategy
for Central Asian countries means that they want to improve the structure of their
economies, that are overly reliant upon exports of natural resources. This new development strategy following the Global Financial Crisis is rapidly changing the trading
and investment environment in Central Asia.
The purpose of this book is the study of the strategic approach to the rapidly-changing trading and investment environments of Central Asian countries.
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Chapter 2 analyzes the impact of the Global Financial Crisis on Central Asian countries, the possibility of their economic growth, and their new development strategy.
Chapter 3, 4 are concerned with the study of the investment environment from the
perspective of finance and logistics, and the search for investment strategies. Chapter
5, 6 looks at market opening strategies for Kazakhstan and Uzbekistan, the two representative Central Asian countries. Chapter 7 studies various cases of Korean investments, and Chapter 8 searches for possible strategies and new approaches for trade
and investment to Central Asian countries after the Global Financial Crisis.
New strategies for Korea’s advance into Central Asia are as follows:
First, the package strategy for natural resources has to be strengthened. These
strategies are especially applicable to Central Asian countries, which have weak SOC
infrastructure and manufacturing industry. As for details of the strategy, the exchange of the plant and natural resources would be very effective. Korea already
signed contracts for the exploitation of the Surgil gas field and construction of the oil
and gas complexes in Uzbekistan. And the contract for the construction project of the
Balkhash Power Station in Kazakhstan can be considered part of a package strategy.
Furthermore, neighboring countries like Azerbaijan and Turkmenistan are placing orders for plants in spite of the Global Financial Crisis, which makes application of the
Korean model for ‘exchange of natural resources and plant’ that much more hopeful.
Second, the Korea Investment Fund for Korean companies intending to enter the
Central Asia market must be created. ‘Natural Resources-Plants package model’
needs a great amount of money for the development of natural resources and construction of plants. Therefore we need to devise a plan for suppling the money for the
project.
Third, there is a need to expand actively into logistic and financial markets, which
have existed as obstacles for the investment of Korea. Central Asia’s financial market
is premature, but has a highly-rated growth potential. Korean financial agencies are
already achieving notable successes in Central Asia thanks to advanced financial
technologies, risk management, and by securing customer confidence. The Korea
Development Bank in Uzbekistan and Kookmin Bank in Kazakhstan adapted successfully to local markets and are ready to move forward to a new stage. Other commercial banks are advised to follow suit and invest actively in the Central Asian market.
Fourth, the Korean government should take aggressive measures, to show that official attention is being given to the service market concerning the business environment in Central Asian countries. Kazakhstan is currently a member of a customs un-
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ion formed with Russia and Belarus, and is also trying to get the membership for
WTO. It is necessary for Korea to occupy advance positions ahead of the competition
in service sectors such as IT, finance, medicine and transportation. In order to achieve
this goal, it is desirable that Korea take the initiative in agreeing to a CEPA with
Kazakhstan and Uzbekistan which already have formed strategic partnerships with
Korea. To enhance cooperation in trade with Central Asian countries, there is a need
to strengthen investment and cooperation in the Special Economic Zones. In particular, Korea’s participation in ‘Navoi FIEZ’ is highly recommended, which Uzbekistan
is driving forward at the government level. Korea needs access not simply through
strategies on all the various possible industries, but through strategy focused on competitive high technologies, asking the Uzbek government for market-friendly investment atmosphere in currency exchange and customs service.
Fifth, elements of soft power such as experience in economic development and the
Korean Wave should be enhanced. Korea is regarded as one of the role models to
Central Asian countries and they consider Korea to be an ideal partner that is not politically imposing. Moreover, to strengthen cooperation in the private sector, the
Korean government needs to encourage introduction of various development models in
a diverse field that includes economy, medicine, education, culture, etc.
Sixth, Korea should take the initiative in Green Growth. Despite their huge endowments of natural resources, Central Asia suffers from desertification and shortage of
water caused by the global warming. Once Korea is able to show its capabilities in
reforestation, desalination and green energy recycling, Koreans will be able to secure
support from the locals and find new potential for economic growth.
Seventh, Korea should also look towards countries like Turkmenistan and
Azerbaijan as areas holding future promise, aside from Kazakhstan and Uzbekistan
where her investment has hitherto been centered. In Turkmenistan, there is much
room to take advantage of its resources and Korean participation in plant export and
construction is greatly anticipated. Since Azerbaijan has already accepted Korea’s
know-how in IT and New Town Construction, the Korean government should sustain
a more aggressive strategy. In addition, the Korean government must support medium-size and small companies in expanding into Kyrgizstan and Tajikistan through
overseas assistance and KSP.
Lastly, Korea has to enlarge exchange of human resources with Central Asian
countries. The ethnic Koreans living in that area will be especially very helpful in establishing the Korean Entrepreneur Network to gain reliable information and to help
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companies obtain localization. Sustainable and stable relationship with Central Asia is
possible when the relations are developed in all social and cultural fields beyond simple economic cooperation. Since Korean and Central Asia share much in terms of
common cultural and ethnic heritage because of their common Altaic roots, it is easier
for Korea to expand exchange in cultural, social, and human resources with those
countries. This will make for a more reliable relationship and help establish more successful economic relations.
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09-14 / Studies in Comprehensive Regional Strategies 09-03

The Political Elite and Power Structure of
Kazakhstan
Jae-Young Lee et al. (December 2009)
ISBN 978-89-322-2167-0/A5/188pp.
USD 7

This study analyzes the Political Elite and Power Structure of the Central Asian
nation of Kazakhstan. After the Soviet Union collapsed in 1991, Central Asians had to
face the confusion resulting from their introduction to Capitalism and Democracy
based on US values, while being out of favor with the international community.
However, Central Asia soon attracted global interest as it was found to possess abundant resources such as Oil, Natural Gas, and Minerals and the potential for development, and most countries in the region are concerned with improving economic relationship and cooperations with South Korea. As Kazakhstan has the most powerful
economy among the Central Asian republics, it is expected to become a regional economic and diplomatic ‘hub’ by soon overcoming the recent recession resulting from
the global financial crisis and the drop in oil prices.
Following the announcement of a ‘New Asia Diplomacy’ by President Lee
Myung-bak, Korea formed a strategic partnership with Kazakhstan in 2009. To improve economic cooperation with Kazakhstan, the most important thing is to understand the dynamics of its power structure, which influence the decision- making
process concerning international policy; and the group of elites that create cliques and
clans upon which government is founded on. There are many studies and research
about the elite of Kazakhstan and their power mechanism that were done in foreign
countries, which displayed much interest on communist, Islam, and non-American
influences. However, not many studies have succeeded in looking deep into internal
workings of Kazakh political power. Such is why the results of this study contributes
greatly Korea's purpose of improving mutual and horizontal cooperation with
Kazakhstan.
This study consists of five sections. First section is an introduction to explain the
purpose of this report, and second section covers the political elites of Kazakhstan and
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their characteristics. The third is the international policy and decision-making mechanisms of Kazakhstan based on systemic and non-systemic factors, and the fourth
deals with authoritarianism, the source of its power, and its rule. Final section provide
a political implications for the Korea government attempting to make inroads into
Kazakhstan’s economy.
The political elites still have the ultimate power in the process of making policy decisions, even if we take into consideration that their political leverage has weakened
in recent years. President of Kazakhstan represents the apex of political power having
not only individual allegiance but also maintaining close relations with the group of
elites, where informal ‘command by voice’ is dominant over formal governmental rule.
Furthermore, the society of elites have characteristics of being a fundamental mechanism of power of the president. In these days, however, elites are becoming divided as
competition and struggle rages over who will come to power after President
Nazarbayev steps down from the presidency.
International policy decision of Kazakhstan is also dominated by the president, and
it's mechanism is based on both systemic, and non-systemic factors. President is supreme and paramount in the decision-making process, and other departments of administration or national assembly are basically relegated to implementing policy at the
working-level. Also, individual character, tendencies, and even the ancestry of
President have important effects in the process of decision-making related to international policy. Thus, the study of the Kazakh power structure and the paramount will
of the president will has priority in our understanding of Kazakhstan for creating closer diplomatic relations.
After independence, Kazakhstan adopted the presidential system based on separation of the powers of the executive, the legislature, and the judiciary; and sought
transition to a free-market system and democracy. However, absence of political
power for a long time leads to authoritarianism by the long-term seizure of power by
dictator. This system is influenced by the complexity of societal-cultural characteristics and legal and institutional factors, and has actually been evaluated as being
very stable, at least for Kazakhstan. Also, as the president, top politicians, and the
elite group in their political system have absolute powers in decision-making; it seems
inevitable a struggle will unfold in choosing a leader who will succeed Nazarbayev after he retires due to old age.
As explained above, and given the power of the elites and authoritarianism in
Kazakhstan, the most important implications for Korea government is the expansion
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of networks into top echelons of Kazakh society and strengthening political ties with
them. Then, Korea can formulate a national strategy for cooperation with Kazakhstan,
which is then expected to serve as the base from which to gain access to the rest of
Central Asia.
First, the ‘Korea-Central Asia Cooperation Forum’ annual meeting will ensure stability and should be upgraded to a prime minister-level conference. Also, it is recommended that an economic consultative group between Korea and Kazakhstan be
formed to bolster cooperation in finance and industry.
Second, there is a need to train the younger generation, next-generation leaders of
Kazakhstan, and set up educational programs for expanding a relationship network
with people who are friendly toward Korea. For example, the educational programs
should includes not only the building of a Korean University in Kazakhstan, which
provides technical education and continuous exposure to Korean culture; but also
bringing Kazakh students for commissioned education in vocational and special-purpose colleges in Korea such as police colleges, tax and auditing schools, and
science and technology schools.
Third, it is also recommended that a ‘Korea-Kazakhstan Business Forum’ for two
countries’ corporations be established. Then, the Korean Diaspora have to be taken into consideration, to form a Korean Network over Central Asia, as they can make
great contributions to economic cooperation between two countries as active mediators
in the business area.
Fourth, it is important to support ‘the Central Asia Taekwondo Federation’ to expand human relations and networks. Their executives are important people who have
powerful influence and extensive network in politics, the economy, and sports.
Finally, we would like to emphasize strengthening of diplomatic and foreign trade
policy consultation channels at the level of the respective national assemblies.
Although existing channels formed political collaboration among the members of national assemblies, it has become a fraternity, engaged in overly formal, one-time
events.
All that have been mentioned above have to be considered in order to establish a
new and constructive strategy for enhancement of cooperation between Korea and
Kazakhstan. Once again, this study can thus can provide importance information on
elites and power structure in Kazakhstan.
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09-15 / Studies in Comprehensive Regional Strategies 09-04

Studies in Comprehensive Regional Strategies
Collected Papers I Central Asia:
Politics․Society․History․Culture
KIEP (December 2009)
ISBN 978-89-322-2168-7/A5/594pp.
USD 15

This book, which consists of 12 studies selected through research contest of Central
Asia by Korea Institute for International Economic Policy, is published as a part of
in-depth study of Central Asia by KIEP for expanding of regional basic research in
Korea. This include the researches regarding the characteristics of politics, social
change, language policy, role of religion, and development of movie in Central Asia.
Those help understand about Central Asia deeper and more.
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09-16 / Studies in Comprehensive Regional Strategies 09-05

Studies in Comprehensive Regional Strategies
Collected Papers II Central Asia:
Economy․Energy․Environment
KIEP (December 2009)
ISBN 978-89-322-2169-4/A5/384pp.
USD 15

This book, which consists of 9 studies selected through research contest of Central
Asia by Korea Institute for International Economic Policy, is published as a part of
in-depth study of Central Asia by KIEP for expanding of regional basic research in
Korea. This include economy of post crisis, transportation development strategy, international economy relations, energy policy, and environment industry of Central Asia.
Those help understand about Central Asia deeper and more.
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Working Papers

09-01

Determinants of Staging Categories for the
Tariff Elimination in the FTA Negotiations
Nakgyoon Choi (April 2009)
ISBN 978-89-322-4195-1/A5/42pp.
USD 3

The East Asian countries including Korea, China, and Japan were latecomers in
FTA negotiations, beginning to consider the FTA policies since the late 1990s. This
study analyzes the determinants of staging categories for the tariff elimination in
FTA negotiations of East Asian countries, using a probit model. It is crucial for the
successful completion of the FTA negotiations for goods to set up the product scope
for tariff elimination and the exclusion list in the tariff schedule in order to maximize
the national economic welfare. The empirical results indicate that the East Asian
countries were not losers in determining the staging categories consistent with the
pre-negotiation expectations.
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09-02

Using Panel Data to Exactly Estimate Income
Under-Reporting by the Self Employed
Bonggeun Kim, John Gibson, and Chul Chung (June 2009)
ISBN 978-89-322-4196-8/A5/44pp.
USD 3

The income of the self-employed is often assumed to be understated in economic
statistics. Controversy exists about the best method for estimating the extent of under-reporting and about the resulting measures of the size of the underground
economy. This paper refines a method developed by Pissarides and Weber (1989) and
uses discrepancies between food shares and reported incomes of the self-employed
and other households to estimate under-reporting by the self-employed. In contrast to
previous studies our panel data methodology distinguishes income under-reporting
from transitory income fluctuations of the selfemployed, and provides an exact estimate of the degree of underreporting rather than just an interval estimate. Using
panel data from Korea and Russia we estimate that 38 percent of the income of selfemployed households in Korea and 47 percent of the income of Russian self-employed
households is not reported.
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09-03

Firm Heterogeneity in the Choice of Offshoring:
Evidence from Korean Manufacturing Firms
Hea-Jung Hyun (June 2009)
ISBN 978-89-322-4197-5/A5/42pp.
USD 3

Using firm-level data on offshoring of Korean manufacturers, the paper examines
the relationship between firm heterogeneity and the probability of adopting
offshoring. The results of the paper suggest that firm productivity may not be an
important determinant for Korean firms' offshoring decision. Firm's global sourcing
decision may rather depend on other characteristics such as factor intensity, R&D
intensity, ICT level, and affiliation with foreign markets, when industry specificity is
controlled for.
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09-04

What can North Korea Learn from
Transition Economies’ Reform Process?
Hyung-Gon Jeong (September 2009)
ISBN 978-89-322-4198-2/A5/34pp.
USD 3

This study compares the initial conditions of North Korea with East European
countries by using the principal components analysis. Based on statistics from
December 2007, the initial conditions of North Korean economy are better than countries like Turkmenistan, Tajikistan, Moldova, and Ukraine in the early 90’s, but worse
than Albania, Croatia, Hungary, Poland, and the Czech Republic. It is very costly for
North Korea to initiate rapid transition, because of strong socialist characteristics that
pervade its economy. Therefore, it is more likely that North Korea will promote a
slow and gradual reform, considering the initial conditions of its economy and political
barriers.
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09-05

Impacts of Free Trade Agreements on Structural
Adjustment in the OECD: Panel Data Analysis
Nakgyoon Choi (December 2009)
ISBN 978-89-322-4199-9/A5/57pp.
USD 5

This paper examines the effects of FTAs such as the EU, the NAFTA, and the
CER on production, employment, and industrial structure in the OECD. Specifically,
this study implements the following two-stage approach. First, it applies an unbalanced nested error components model to the pooled data for the full 30 country, 16
industry, and 24 year sample. Second, it implements both one-way and two-way error component regression models to handle fixed effects and random effects along
with country-specific and time-specific characteristics. This paper demonstrates that
the coefficient on FTAs is statistically significant and positive, when we apply the
nested error components model to the pooled data on the full 16 industries in the
OECD, meaning that FTAs tend to enhance production and employment structures.
When we analyze the country-specific and time-specific effects using the fixed effects model as well as the random effects model for the six industries, the coefficient
on FTAs turned out to have different signs depending on the industry. The FTAs
tend to increase the production share of agriculture, metal, and transport industries,
while having opposite effects in the case of food, textile, and business services
industries. On the other hand, the FTAs tend to increase the employment share of
metal and transport industries, but decrease that of agriculture, food, textile, and
business services industries.
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09-06

Transport Costs, Relative Prices, and
International Risk Sharing
Inkoo Lee and Yonghyup Oh (December 2009)
ISBN 978-89-322-4200-2/A5/30pp.
USD 3

This paper studies the role of the transport costs in accounting for the puzzling behaviors of relative prices and risk sharing across countries. We show that introducing
the transport costs in an otherwise standard competitive model improves its ability to
rationalize the deviations from the law of one price and imperfect international risk
sharing. Our analysis suggests that the purchasing power parity puzzle and the consumption correlation puzzle can naturally arise in the presence of real frictions, even
under the assumption of complete financial markets.
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09-07

The Impact of Mutual Recognition Agreements
on Foreign Direct Investment and Export
Yong Joon Jang (December 2009)
ISBN 978-89-322-4201-9/A5/41pp.
USD3

This paper analyzes the trade-off relationship between exports and horizontal FDI
in response to a mutual recognition agreement (MRA) for technical regulations and
certification procedures for import goods. As an MRA is concluded to reduce entry
costs of exporting, multinationals (MNEs) derive more benefits from economies of
scale than from tariff-jumping strategies, implying that they have more incentive to
export than to perform horizontal FDI. In order to prove the above argument, the paper develops a monopolistic competition model with international trade, heterogeneous
firms and MRA, based on the work of Helpman, Melitz and Yeaple (2004); and then
tests empirically the theoretical results, utilizing data from U.S. multinational affiliate
sales and exports. The empirical results show that MRAs have positive effects on the
U.S. exports relative to horizontal FDI, bringing the results in line with the theoretical
model.
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09-08

Trade Openness and Vertical Integration:
Evidence from Korean Firm-Level Data
Hea-Jung Hyun and Jung Hur (December 2009)
ISBN 978-89-322-4202-6/A5/40pp.
USD 3

Using firm-level data on vertical integration of Korean manufacturers, the paper
tests whether trade liberalization is an important determinant of firm’s decision on
vertical integration. We develop an empirical framework incorporating trade openness
into industrial organization models; transaction costs theory and theory of internal
costs of management. The empirical results of the paper suggest that trade openness
is negatively related with vertical integration. A further analysis on firm’s decision
among four types of organizational forms in international contexts, however, reveals
that trade liberalization has positive impact on cross-border vertical integration while
it is negatively correlated with domestic vertical integration.
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09-09

External Adjustment under Increasing
Integration in Korean Economy
Inkoo Lee and In Huh (December 2009)
ISBN 978-89-322-4203-3/A5/32pp.
USD 3

In this paper, we study the external adjustment of Korea under international product and financial integration by examining the evolution of the external balances,
changes in international transactions and trends of the terms of trade. We first discuss changes in Korean external balances with a focus on the impacts of recent global
financial crisis on the exchange rates and net exports in order to understand external
adjustments by the external shocks. We then discuss external adjustment under increasing integration in Korean economy by examining changes in international transaction behaviors. We show that (1) trade channel supplements the net foreign debts
in Korea, (2) Korea exhibits more risk sharing behavior under increasing economic integration, while home bias in equity market still remains as a puzzling phenomenon,
and (3) a crucial factor contributing to the slowdown of private consumption has
been a reduction of national income caused by a deterioration of the terms of trade.
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09-10

An Exploration of an Integration Index and its
Application for Asian Regional Community
Heungchong Kim, Minhee Kim, and Jehoon Park (December 2009)
ISBN 978-89-322-4204-0/A5/63pp.
USD 3

The purpose of this research is to develop a regional integration index and apply
the index to East Asia, as well as other major regional communities, such as ASEAN,
EU, MERCOSUR, and NAFTA. The regional integration index was constructed to
measure the degree of integration in terms of four criteria: functional integration, political/security integration, social and cultural integration, and institutional integration.
In the case of East Asia, the region scored low in 1994 at the inception of regional
integration, in terms of indices for political/security and institutional integration,
mainly due to the lack of political leadership. However, the functional integration index was higher than in other regions at the initial stage, despite the absence of an
economic union. During the development stage of integration of East Asia in 2000, the
regional integration index increased. In 2007, the overall score increased as well, but
the functional integration index actually decreased due to the reduction of intra-regional FDI. Noticeable increase in the socio-cultural index was observed in the
region as East Asia was swept by the spreading popularity of Korean pop culture
known as Hallyu, or the Korean wave.
Currently, the integrative factors in the socio-cultural arena in East Asia is lower
than those of EU and NAFTA, but almost the same as those of ASEAN and
MERCOSUR. The political and security factor is much lower than those of EU and
MERCOSUR, and even lower than those of ASEAN and NAFTA.
Following policy recommendation from Kim and Park(2004), the following implications for the East Asian integration can be suggested. First, East Asian countries
need to make efforts to attain qualifications as an area with greater economic
integration. To this end, economic cooperation needs to increase in terms of trade, and
institution-building for exchange rate stability must commence. Second, it would be
vital to make an advanced blueprint for regional cooperation and integration in East
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Asia. Third, East Asian countries need greater exposure to opportunities for binding
negotiations on regional issues, and accumulate sufficient experience in resolving the
issues. Fourth, a variety of policies are required so that potential ‘losers' in regional integration would be encouraged to continue their engagement in the process.
Finally, it is strongly recommended that a kind of core group be formed so as not
to lose the driving force for integration. Case in point, Germany and France have kept
a key bilateral relation as a linchpin over the course of the entire European integration
process. In East Asia, Japan and China are expected to play such a role, but if the
two countries are not suited for the role or up to the challenge, Korea is strongly recommended to initiate the necessary multilateral relation.
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09-01

Development Cooperation for Social Safety Nets
in East and Southeast Asia
Kye Woo Lee (March 2009)
ISBN 978-89-322-5075-5/A5/60pp.
USD 5

Countries in East and Southeast Asia are currently undergoing unprecedented double shocks: globalization and demographic transition. To tide the economies over the
globalization shock, some efforts have been made, especially in the wake of the Asian
crisis in 1997, strengthening the social safety nets. However, significance of the demographic transition and its impact has been barely recognized, and not many discussions have taken place on the policies and safety nets against the risks generated
by it. Moreover, a wave of new world-wide economic crisis, engendered by the
sub-prime mortgage incidents in the U.S., has been looming on the horizon. East and
Southeast Asian countries have to undergird themselves to institutionalize adequate
social safety nets for those adversely affected by the shocks. This paper attempts to
highlight the nature and magnitude of the impact of the shocks, especially the demographic transition shock, and discuss policy needs, challenges, and issues in institutionalizing the social safety nets in the region. The paper concludes with recommendations including the role of international development cooperation.
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09-02

Outward Processing Scheme under FTAs:
“Domine, Quo Vadis?”
Norio Komuro (April 2009)
ISBN 978-89-322-5076-2/A5/102pp.
USD 7

Several modern free trade agreements (FTAs) contain a so-called ‘outward processing' exception to their rules of origin. FTAs require that for goods from a Party to
enjoy preferential treatment in another Party, the goods should be made without interruption in the FTA territory. An exception to this territoriality principle is the outward processing scheme. Under this exception, a producer in a Party may send materials to a non-Party for outward processing and re-import the processed goods for
finishing. Final products can then enjoy the FTA preference from the importing
Party provided that relevant conditions are met. This paper examines various outward
processing schemes under current FTAs concluded by, inter alia, Israel, the EU,
EFTA, Singapore and South Korea, and compares them with neighbouring regimes
(i.e.,third-country content and third-country materials rules). This paper also assesses
the scheme from economic-political and legal viewpoints. Finally, this paper suggests
some solutions for overcoming problems with the scheme.
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09-03

Intra-Industry Trade between Japan and Korea:
Vertical Intra-Industry Trade, Fragmentation
and Export Margins
Yushi Yoshida (June 2009)
ISBN 978-89-322-5077-9/A5/38pp.
USD 2

This paper contributes to the existing empirical investigation of Japan-Korea international trade by providing new evidence of intraindustry trade between Korea and
Japanese sub-regions. Taking advantage of a Japanese international trade dataset disaggregated by sub-regions, we calculate the Grubel-Lloyd intra-industry trade index
for 41 regions of Japan with respect to Korea for the period between 1988 and 2006.
By restricting the flows of intra-industry trade to sub-regions, the Grubel-Lloyd index is more likely to capture the effect of the fragmentation of production than the
traditional index, which is based on the national level. By using the Japanese prefecture international trade data, it is revealed that intra-industry trade is still pervasive even when it is restricted to trade flows between prefectures and Korea. In intra-industry trade regression models, we introduce extensive and intensive margins of
prefecture exports as new explanatory variables. We find that a rise in intra-industry
trade is driven by the introduction of a new variety of exports, while intra-industry
trade is discouraged by an increase in the trade value of products already exported.
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09-04

Analysis on the Effects of UN Economic
Sanctions against North Korea
Hyung-Gon Jeong and Hokyung Bang (October 2009, in Korean)
ISBN 978-89-322-5078-6/A5/52pp.
USD 5

This paper focuses on effects of UN’s economic sanctions on exports and imports of
North Korea. The analysis is based on applying Difference-in-Difference methods to
gravity model. The result of the empirical analysis indicates that UN’s economic
sanctions against North Korea in 2006 did not have any significant effect on its exports and imports. This paper suggests four aspects of policy implications based on
the empirical results.
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ODA as a Soft Power Instrument:
The EU Experience and its Relevance for Asia
Silviu Jora (December 2009)
ISBN 978-89-322-2158-8/A5/38pp.
USD 2

The article starts with an overview of the EU ODA, the author succinctly presenting the EU policy towards the ACP countries, Northern Africa, Asia and Latin
America. This introductory section is followed by an analysis on the EU ODA policy
as such which is considered to be still perfectible terms of consistency and
coordination. The article continues with an analysis of the EU ODA from the ‘soft
power' theory perspective. The author emphasizes that development assistance is
linked to the notion of ‘power' to the extent that it generates prestige, influence and
persuasion in among international actors. This leads to the idea of ODA as a foreign
policy instrument. As for the way the EU is using its ODA for achieving its foreign
policy agenda, the author underlines the use of the economic and political ‘the conditionality' as ‘the hard edge of soft power.' On the same logic the author presents the
more recent EU strategy of linking development to security, thus ‘smartening' its ‘soft
power.' In the second part of the article, the author reviews the possible relevance of
EU ODA policy experience for Asia. The author stresses that despite major differences, the EU can provide enough ‘prêt a porte' elements for other regions. Thus,
based on the EU experience, a political will of individual regional actors, a basic institutional framework, an integrated ODA vision and a financial instrument to support
it, are the ingredients to start a common regional ODA policy. At the very least, even
the simple initiation of a form of cooperation and coordination of national ODA policies between the major regional donors in Asia will be a welcome step forward. In
this context, the ‘European Consensus on Development' strategy could inspire a similar ‘Asian Consensus on Development.' The author also advocates the idea of an independent 'Asian Agency for Development.' The article concludes with a pledge for a
strengthened EU-Asia cooperation on development based on ‘3C formula': cooperation, coordination, concreteness.
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09-02

The Impacts of Enlargement on the Central and
Eastern European Countries
András Inotai (December 2009)
ISBN 978-89-322-2159-5/A5/74pp.
USD 5

The last and historic enlargement of the European Union by ten new countries has
fundamentally changed the nature of the decades-long process of integration in
Europe. , However, it is not only the enlargement but also the global challenges and
the unprecedented reform pressure accumulated both in some key member countries
and on the level of Community policies that urge to reconsider the mission, priorities
and basic instruments of European integration for the coming years and decades.The
paper deals with the process of enlargement, focusing on the negotiations and their
consequences. It gathers arguments in favour of joining the European Union on the
side of the new members. Moreover, it addresses traditional and new community policies that have to cope with the new challenges, starting from the decision-making
process and the reforming of the common agricultural policy, through budgetary considerations to desirable new activities of the enlarged Union in economic, social and
political areas. The author strongly argues for a quick and fundamental process of
deepening the integration, as a major requirement of strengthening or just creating
the global position of Europe in the next decades. The analysis of the short-term impacts of enlargement, mainly on the economic development of the new members indicates that most of the fears did not appear, while expectations have mostly still to
be fulfilled in the next years. This, however, needs a clear integration strategy in the
accession countries and a not less clear pro-integration strategy on the level of the
EU. This should include a changing mentality from status-quo towards future-oriented thinking and a shift from narrow-minded national positions towards the awareness and implementation of European priorities. Although, and at first glance, the
new members reveal similar features and are confronted with similar challenges in order to become successful members of the European integration, a more detailed survey indicates substantial differences not only in their economic structure and political
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interests but also in their level of preparation and, even more importantly, in their capacity to absorb the positive and negative shocks connected with membership. Based
on these considerations, it is hardly conceivable that the Central and Eastern
European countries would form a cohesive and strong lobby within the enlarged
Union. Excepting the efforts to redistribute and perhaps restructure the EU budget,
their interests are likely to lead to the formation of different strategic and tactical alliances within the enlarged Community. This paper is organized in the following order:
first it reviews the most important stages of relations between the CEECs and the
European integration (Chapter I), followed by the key arguments for membership
(Chapter II). Chapter III deals with the most significant features of enlargement.
Shorter and longer-term impacts of enlargement and tasks of successful membership
are analyzed in Chapter IV. Chapter V tries to identify areas in which the CEECs
may develop a common position within the enlarged EU. Chapter VI sums up the arguments and presents some concluding remarks.
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Monographs

Стратегии проникновения на российский рынок:
опыт компаний Республики Корея
Jae-Young Lee and Sooncheul Lee (July 2009, in Russian)
B5/160pp.

Given are the findings of research based on the data of sociological surveys conducted in Moscow and Vladivostok in 2007 and 2008 among 46 companies of the
Republic of Korea. A wide range of issues related to doing business in the Russian
market is considered. Recommendations on working out optimum strategies of entering the Russian market are given. The present edition is designed for representatives
of government institutions, members of foreign companies, and research workers. Key
words: survey, strategy, entry, incentive, Russian market, trade, investment, Korean
companies.
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