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China, World Economy and
Korea-China Economic
Cooperation
Wook Chae and Pyeong Seob Yang eds. (December 2012)
ISBN 978-89-322-1447-4 / A5 / 376pp. / USD 15

The recent Chinese Communist Party Congress

the Chinese economy has accordingly slowed down

elected a new leadership that will lead China over

in recent years. In the meantime, disparities in

the next decade. Under the previous, “fourth-gen-

wealth along regional and class lines continue to in-

eration” Hu Jintao leadership, China’s economy

crease, while a pervasive culture of corruption adds

grew at an astounding pace, with China becoming

to widespread social anxiety. As the elite increas-

one of the world’s largest economies and also one

ingly pursue self-serving policies, popular resent-

of the most powerful countries. The process of this

ment is growing against the policy of continued

rapid economic growth, however, also revealed deep

economic reform.

structural contradictions in China and the increas-

Under the new leadership, China will fundamen-

ing susceptibility of the Chinese economy to world-

tally alter its approach to economic development,

wide recession set off by the financial crisis in the

seeking to discover and develop new sources of

West.

growth. The framework of “development through

Students of the Chinese economy argue that, in

innovation” will replace the framework of “develop-

order for China to ensure sustained development,

ment through input expansion.” Nurturing domes-

it must take care not to fall into two traps: that is,

tic consumer industries and markets will take

the middle-income trap and the system transition

priority over encouraging exports and foreign in-

trap. Although China is still the world’s most pop-

vestments. Development no longer should degrade

ulous country, the size of its workforce for manual

the environment but will become more eco-friendly,

labor is now in a steady decline. The traditional

while the overall energy-dependent economic

manufacturing sector is vulnerable to oversupply-

structure will gradually give way to a new and en-

ing, while other developing countries are industri-

ergy-saving economic structure. Industrialization

alizing at a pace that may soon threaten the

will no longer be led singlehandedly by the manu-

industrial prospects of China. The growth rate of

facturing sector but will depend more and more on

012
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izes in supplying intermediate goods to China for

level, China will strengthen its ties to neighboring

its processing trade, Korea will be left all the more

countries in the region through the expansion of

vulnerable to the decreasing demand in China. The

free trade agreements. It will also seek to globalize

effect could be drastic so long as Korea does not in-

the Yuan so as to facilitate Chinese investors’ activ-

crease its access to the Chinese domestic consumer

ities overseas. These mid- to long-term changes will

market.

exert significant influence not only on the prospects

Thus it is now urgent to develop a new plan and

of the Chinese economy for growth, but also the

strategy for an updated partnership between Korea

Korea–China economic relations as well as the en-

and China to guide the two countries’ relations for

tire international economy.

the coming two decades. We have come to publish

The shifts in the approach to economic develop-

the following collection of essays in order to help

ment will inevitably slow down the growth rate of

the reader contemplate and plan a new model of

the Chinese economy, ending the age of high-speed

economic partnership between Korea and China.

growth and ushering in a new era of middle-speed

These essays address four main themes. The first

growth. The new approach to development and the

essay examines the relationship between China’s

accompanying slowdown of the Chinese economy

changing approach to development and its demo-

will also affect the prospects of economic partner-

graphic issues. As China no longer enjoys the “pop-

ship between Korea and China. South Korea has

ulation bonus” that has been a huge boon to its

been one of the biggest beneficiaries of China’s

astonishing growth, its potential for economic de-

rapid economic growth over the last two decades.

velopment is on steadily waning. The effects of this

As China grew to become “the world’s factory” and

demographic change on China’s future develop-

a major export powerhouse, Korea profited hand-

ment strategies are analyzed in detail. The second

somely by providing intermediate goods that the

essay reviews China’s mid- to long-term strategy

Chinese manufacturing sector needed for the pro-

for industrial transformation and how such a strat-

cessing trade. This has enabled Korea to maintain

egy will affect China’s relations to the world econ-

a stable surplus in its trade balance with China. Ko-

omy and Korea. Of particular concern are China’s

rean companies also invested heavily in China,

pursuit of advanced and high-tech industries and

seeking new impetus for growth there. Now that

the mid- to long-term changes anticipated in its

China’s society and economy are expected to un-

energy policy. The third essay addresses the inter-

dergo radical transformation, no one can say with

national implications of China’s changing economic

certainty that this mutually beneficial arrangement

policy. Since joining the World Trade Organization,

will continue to be so between the two countries for

China has grown at an unbelievable rate by opening

the next two decades as well. As China will increas-

its doors to the international market and capital.

ingly seek to promote its domestic industries and

This phenomenon can be described as “the bonus

reduce its emphasis on export-oriented growth,

of openness.” The benefits of this bonus, however,

Chinese demand for Korean exports will concomi-

have begun to decline, and China now needs to

tantly decrease. Given the fact that Korea special-

come up with a solution to handle its international
013
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the new strategic industries. At the macroeconomic

Policy Analyses

economic relationship better. China has accordingly

These authoritative experts not only participate di-

decided to globalize, expanding the markets for its

rectly and indirectly in shaping China’s important

companies overseas, hoping to enhance the sustain-

policies, but also have deep understanding of

ability of its growth potential and strengthen its po-

Korea–China relations. The studies undertaken for

sition in the international community. The third

this collection were also extensively supplemented

essay therefore discusses the Chinese strategy for

and revised with the help of Korean specialists in

the internalization of RMB and plans for foreign

Beijing as well as a number of Korean experts on

investments. The fourth essay looks into the Korea–

China.

China economic partnership. It assesses the history

Our hope is to see this collection of essays provide

of trade between the two countries over the last two

important and useful information to help readers

decades, details the performance of Korean multi-

understand China’s long-term development strat-

national corporations with operations in China, and

egy better and develop a new strategy for the

identifies the challenges involved in improving and

Korea–China economic partnership accordingly. I

sustaining the partnership.

would especially like to thank all the writers who

For this project, we invited seven Chinese experts

have contributed their work to this collection.

specializing in China’s economic and trade policies.
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Economic Effects of Trade on
Employment and Value Added

Nakgyoon Choi and Chin Hee Hahn (November 2012)
ISBN 978-89-322-1384-2 / A5 / 240pp. / USD 10

Recently, the production processes from material

This study also analyzes the effects of final de-

procurement to marketing have been split up into

mands such as export, investment, and consump-

many stages and the value added from the produc-

tion on the value added, based on Meng et

tion was divided among various countries. In other

al.(2006), WTO and IDE-JETRO (2011), Stehrer

words, the global value chain has deepened, thereby

(2012), Stehrer et al.(2012). The results indicate

changing the trade in goods to trade in tasks.

that the share of value added induced by export to

Therefore, we need to approach the international

the total value added has increased since 1996,

trade in terms of value added rather than gross

while the value added inducement coefficient of ex-

value. This study investigates the share of employ-

port has decreased consistently.

ment and value added of each industrial sector, uti-

When we investigate the effects of final demands

lizing the World Input-Output Tables and the

such as export, investment, and consumption on

Socio-Economic Accounts.

employment, it yields similar results to the value

In the Korean case, notably, the employment share

added. It turned out that the share of employment

of the industrial sector has changed rapidly, com-

induced by export to the total employment has in-

pared to exports and the value added. When we an-

creased steadily, while the employment inducement

alyze the correlation among export, employment,

coefficient of exports tended to decrease during the

and value added, it turned out that manufacturing

period from 1996 to 2009.

export and employment are correlated by -0.82

Utilizing a plant-level panel dataset on Korean

which is statistically significant. However, the cor-

manufacturing, this study estimates the effects

relation between export and value added is not sta-

of exporting on the relative employment and wage

tistically

statistical

of the skilled workers, as well as on the absolute lev-

relationship between value added and employment

els of employment and wages of the skilled and un-

is not supported by the data.

skilled workers. We find clear evidence that

016
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employment is, the more the trade in value added

both skilled and unskilled workers, which implies

tends to increase. In addition, the medium-skilled

labor reallocation from less productive, domesti-

products turn out to occupy a greater portion of the

cally-oriented producers to more productive ex-

current Korean trade than the high-skilled prod-

porters.

ucts, while the share of value added to trade tends

More importantly, we also find that exporting in-

to decrease steadily.

creases the relative demand for skilled workers.

This study provides the following policy implica-

Specifically, exporting is found to increase both the

tions for the Korean economy. First, Korea needs

relative employment and wage of the skilled work-

to prepare employment policies that considers the

ers, with the former effect more pronounced than

fact that the effects of trade on employment may

the latter. The results found in this study are broadly

differ by the skill levels of labor. Second, Korean ex-

consistent with the view that trade liberalization

port strategies need to focus on the products with

brings about not only benefits but also costs: the in-

a high share of value added, strengthening the com-

creased disparity between skilled and unskilled

petitiveness of material and intermediate goods in

workers in the labor market outcomes.

case of the industries with a low value added in-

This study also investigates the determinants of

ducement coefficient. Third, the globalization

trade in value added, after analyzing the trade in

process in general strengthens the case for active

value added of 40 countries and 35 industries con-

labor market policies, such as re-training and re-ed-

tained in the World Input-Output Tables. Specifi-

ucation, in order to ease the adjustment burden of

cally, it incorporates the gravity model, the

those who become unemployed. Fourth, it is also

Heckscher-Ohlin model, and the Ricardian model

necessary to strengthen, and improve the effective-

to explain bilateral trade as a dependent variable. It

ness of, the social safety net in general. This approach

applies the panel data methodologies including the

is considered to be better than strengthening the

least squares dummy variable, the unequally spaced

trade adjustment assistance (TAA) program, which

panels with AR1 disturbances, the Heckman’s two

target only workers displaced by FTA-related in-

stage approach, and the Poisson Pseudo Maximum

creased import competition, and hence discrimi-

Likelihood.

nates against those who become unemployed due

The empirical results indicate that the test statistics

to other causes. Finally, given the interdependence

have improved substantially when we take into con-

among exporting, innovation, skill upgrading, and

sideration trade in value added as a dependent vari-

the disparity between skilled and unskilled workers,

able, compared to trade in gross value. It is because

the policies related to the employment and tech-

the gravity model was used to include the GDP

nology development at the industry level, in partic-

into the right-hand side of equation as an explana-

ular, should be closely linked to the strategies aimed

tory variable. The net value such as the GDP can

at upgrading the trade in value added.

explain the value added better than gross value.
According to the results for Korean trade, the
higher the share of high-skilled persons to the total
017
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exporting increases the employment and wages of
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12-02

The Analysis of the Factors for the
Stalemate of the Doha Development
Agenda Negotiation and
Implications for Its Completion
June Dong Kim, Jin Kyo Suh, Backhoon Song, and Dukgeun
Ahn (December 2012)
ISBN 978-89-322-1385-9 /A5 / 200pp. / USD 10

The Doha Development Agenda (DDA) negotia-

his approval rating has been falling.

tion which was launched in November 2001 has

Secondly, In the EU where its member nations have

been at stalemate for more than eleven years. As

suffered the fiscal crisis, the economic conditions

many empirical studies has shown, the progress of

do not support the policies for market opening and

the multilateral trade liberalization is crucial for the

reduction of subsidies in the agricultural sector.

continuous growth of the global economy. The

Thirdly, FTA as a substitute for the DDA negoti-

stalled DDA is expected to impede on the contin-

ation has been proliferating. As major member

uous growth of the world economy.

countries are actively pursuing FTA negotiations,

Against this backdrop, this study intends to analyse

the effectiveness of the DDA negotiation with re-

the factors which have led the stalemate of the

gard to market opening is declining.

DDA negotiation and to present some implications

Meanwhile, if we analyse the delaying factors in the

for its completion. In particular, this study tries to

three key market access sectors, the agricultural sec-

analyse the delaying factors in the three major mar-

tor can be divided into domestic supports and market

ket access areas, namely, agriculture, non-agriculture

access areas. In the domestic supports, developing

market access (NAMA) and services. And this

countries are confronting with the US in that excess

study aims to present some international coopera-

benefits are given to the US. In the market access

tion plans as Korea alone cannot solve the prob-

area, special products and special safeguard mech-

lems.

anism for the developing countries are the key issues.

The overall reasons that the DDA negotiation has

In particular, it is accepted that special safeguard

not been progressed are as follows: Firstly, the US

mechanism is necessary, but India is confronting

has not shown its political leadership. President

with the US and EU on its conditions for exceeding

Obama has not delivered his leadership in interna-

the UR concessions.

tional trade policies under the circumstances that

In NAMA, the sectoral liberalization is the major

018
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As the compromise plans in the major sectors,

ipate or not is the key. The participation of the

firstly in the agricultural sector, it can be summa-

emerging developing countries such as China is

rized as developing countries accept the position of

crucial to reach the critical mass in order for the

the US in the domestic supports while they can at-

sectoral liberalization to be taken into effect. China

tain concessions from the developed countries in

is opposing the mandatory participation, arguing

the area of special products and special safeguard

that the participation in the sectoral liberalization

mechanism.

must be on the voluntary basis.

In NAMA, the US and China should agree on the

In the service sector, the developing countries do

sectoral liberalization negotiations. For example, the

not have interests in the multilateral liberalization

US can have China participate in one of the sectors

negotiations due to their worries about the possible

which it prefers and instead the US should partic-

market failures. Accordingly, the trade-off negotia-

ipate in the negotiation for the textile and clothing

tions have not been tried. Furthermore, the lack of

and allow China can select another sector volun-

progress in agriculture and NAMA also affect the

tarily. Otherwise, it can also be considered to con-

service negotiation. This is because that the dead-

clude the NAMA negotiations abandoning the

line of the submission of the second revised offers

sectoral liberalization negotiations since the benefit

is linked to the deadline of the modalities of agri-

by doing so will still be greater than the loss from

culture and NAMA.

the failure of the overall NAMA negotiations.

Under these circumstances two scenarios can be

In the service area, it is inevitable that its progress

considered as the overall international cooperation

is tied with the progresses in the agriculture and

plans for the completion of the DDA negotiation.

NAMA. In the service area alone, it is necessary to

For the optimistic scenario, it can be proposed that

have enhanced prudential regulations and pro-

duty exemptions be provided to the LDCs’ products

competitive regulations in order to alleviate the

as well as the trade facilitation issue be linked to the

worries of the developing countries about the pos-

aid for trade. In addition, IT service agreement can

sible market failure. As a method of attaining this

be proposed because it can be considered as a pre-

objective, a ‘services knowledge platform’ has been

condition for the success of the ITA II negotiation.

proposed, where sectoral regulators, trade negotia-

As the pessimistic scenario, in the market access

tors and interest groups can discuss the assessment

side, it can be considered to adopt the most conser-

of the current policies and possible reforms to bring

vative version among the various proposals put for-

benefits.

ward so far in the goods area and also to adopt the
revised offers in the services area which have been
submitted since May 2005. In addition, as a way to
alleviate the oppositions from the developing countries, the linkage between trade facilitation and the
aid for trade as well as the duty-free and quota-free
treatment for LDCs can be considered.
019
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issue. And on this issue, whether China will partic-
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12-03

The Impact of Free Trade
Agreements on Economic
Performance in Korea
Chankwon Bae, Jeong-Gon Kim, Hyeyoon Keum, and Yong
Joon Jang (December 2012)
ISBN 978-89-322-1386-6 /A5 / 226pp. /USD 10

Korea has steadily expanded its FTA network since

Second, the number of firms, particularly SMEs, that

the Korea-Chile FTA in 2004. Currently, Korea has

newly enter the export market has rapidly increased since

FTAs with 45 trading partners including the

the FTAs, and the new entrants and SMEs experienced a

world’s top three economic blocs, the U.S., EU, and

higher export growth rate than the existing large exporters

ASEAN plus India. It is expected that nearly half

during the post-FTA periods. Hence it is revealed that the

of Korea’s total trade volume will be carried out

FTAs have played a significant role in the extensive margin

with its FTA partners, taking into account of the

of exports.

Korea-China FTA, under current negotiation.

Third, there has been an upsurge in overseas invest-

This study sheds light on the economic impact of

ments made by Korean companies through the

FTAs in Korea, focusing on the agreements with

FTAs. The FTAs have encouraged vertical invest-

Chile, Singapore, ASEAN, and EFTA. In particu-

ments in the developing countries as cheap manu-

lar, the study aims to identify how the FTAs affect

facturing bases and horizontal investments in the

exports and imports, outward and inward FDIs, and

services sectors of the developed countries. Mean-

productivity and employment as the channels

while, this study shows that the FTAs have stimu-

through which they ultimately lead to economic

lated the inflow of FDIs to Korea, mainly from the

growth in Korea.

high income partners.

The findings from this study are as follows: first, the FTAs

Fourth, it is estimated that the FTAs have con-

have promoted trade between Korea and its FTA partners

tributed to the increases in productivity and em-

by fostering closer bilateral economic relations as well as

ployment of firms that export to the FTA partners.

reducing bilateral tariff rates. Korea has diverted its suppli-

In particular, the impact on productivity of the

ers of raw materials and capital goods to its various partner

FTAs tended to be magnified over time while their

countries such as Chile, ASEAN, and EFTA through the

impact on employment was mostly delivered in less

FTAs.

than 3 years after the inception of the FTAs.
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12-04

Empirical Analysis of Trade
Liberalization: The Benefits to
Korean Consumers
Jin Kyo Suh, Chul Chung, Joun Won Lee, and Yoon Seon Jeong
(December 2012)
ISBN 978-89-322-1387-3 /A5 / 190pp. / USD 7

Trade liberalization benefits consumers because it

empirical research that investigate the direct impact

gives them access to a larger number and a wider

of trade liberalization on consumers.

variety of products, at lower prices, than their home

In this study, we examine the economic impacts of

country could supply. The principals of comparative

trade liberalization and estimate the impact of in-

advantage and specialization are well known. Com-

creased variety on the consumer welfare. In partic-

petition from the increased availability of imported

ular, within a CES framework, we develop an

goods to domestic consumers also forces domestic

import price index that is corrected for new and

firms to offer competitive prices, to improve pro-

disappearing varieties, by employing Feenstra

duction efficiency, and to innovate. Trade liberal-

(1994)’s approach and using Korea’s trade data.

ization also presents domestic firms the opportunity

New varieties lower the unit-costs depending on

to export their products and services to other coun-

their substitutability with other varieties and their

tries, stimulating domestic growth.

expenditure shares. Further, a case study on major

While consumers as a whole are winners from free

consumer goods that are imported by Korea was

trade through lower prices and greater varieties,

conducted in this paper. We have investigated the

however, certain groups such as displaced workers

marketing margin of these consumer goods from

in the import competing sectors are adversely af-

the border to final consumers and estimated the

fected due to increased imports. Much of the exist-

margin stage by stage for each marketing channel.

ing literature concerning trade liberalization focuses
on the impact of trade on aggregate variables, such
as the growth of GDP and GDP per capita, or net
welfare effect on the economy as a whole. Although
there is a general recognition that trade liberalization benefits consumers, there is only a handful of
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12-05

A Study on Interaction between
Economic Openness and
R&D Policies
Young Gui Kim, Jong Duk Kim, Jungu Kang, and Hyuk Hwang
Kim (December 2012)
ISBN 978-89-322-1388-0 /A5 / 320pp. / USD 12

In this paper, two issues are discussed. First, con-

ment induced increasing R&D activities by foreign

sidering the interaction between economic open-

companies in domestic markets.

ness and R&D investment, we investigate their

We analyze the effects of economic openness on

effects on economic growth. Second, we analyze

R&D investment using country-level data. Accord-

R&D policy directions under the new international

ing to the results, private R&D investments are af-

trade environments such as deepening trade liber-

fected by trade liberalization but not by investment

alization, Korea’s fast economic growth, and poten-

liberalization. Government R&D investments in-

tial dispute under the WTO.

crease as the volume trade increases, but decrease

In the last two decades, the world has been experi-

when foreign direct investments increase.

encing fast trade and investment liberalization. In

The effects of R&D investments on export per-

particular, since Uruguay round conclusion in 1993

formance are estimated by using Korean firm-level

and WTO establishment in 1995, the world trade

data. We fail to find significant effects of firms’

has been growing by annual 9.1% and foreign direct

R&D investments on their total amount of exports,

investment has increased by annual 11.5%. During

but decision on export, export shares, and the tim-

the similar period, total R&D investments by major

ing to start export turn out to be positively affected

countries has increased gradually and the growth

by firms’ R&D shares. Estimating the same regres-

rates of R&D investments by non-OECD coun-

sion models after dividing total R&D into product

tries exceeded those of OECD countries.

innovation R&D and process innovation R&D, we

As the competition in the world market has been

find only product innovation R&D has significant

intensified because of trade liberalization, OECD

effects on export performance. This implies that

countries have focused on technology and quality

technology and quality competitiveness is a more

competitiveness rather than price competitiveness

important factor for exporting.

for exports. Also expansion of foreign direct invest-

Also we analyze the interactions among R&D,
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policies and the Agreement on Subsidies and

Panel VAR approach. The results show that foreign

Countervailing Measures under WTO. In addi-

R&D increases domestic R&D, and domestic

tion, policy experiments are conducted by using

R&D brings value-added growth. Foreign R&D

computable general equilibrium model based on

does not have direct effects on value-added in the

theoretical models of strategic trade policy. The re-

short run, but increase it gradually in the long run.

sults suggest international R&D cooperation and

To discuss effective R&D policies under new trade

differentiated supports on industries considering

circumstances, we examine major countries’ R&D

their comparative advantages.
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Korea’s Green Growth Policy and
Multilateral Trade Rules:
Harmonization Issues and
Policy Implications
Sherzod Shadikhodjaev, Jeongmeen Suh, Minsung Kim, and
Jaehyoung Lee (December 2012)
ISBN 978-89-322-1389-7 / A5 / 280pp. / USD 10

In his address marking the 60th anniversary of the

industrial subsidies, and technical barriers to trade.

founding of the Republic of Korea in 2008, Presi-

Then, they proceeded to see how the global climate

dent Lee Myung-bak declared ‘Low Carbon Green

regime and the multilateral trade regime could be

Growth’ as the country’s new vision to lead the

harmonized on an international plane, and what

country’s development for the next decades. Since

Korea’s contribution to this process should be.

then Korea has taken active measures to combat cli-

With respect to the market opening policy, the au-

mate change on both legislative and executive front.

thors considered, inter alia, GATT-based implica-

A number of ‘green’ measures have an impact on

tions of a carbon tax, import restrictions arising

trade and may thus be subject to global trade rules

from the emissions trading system and the Bonus-

administered by the World Trade Organization

Malus system for car purchasers - the measures that

(WTO).

are not currently applied in Korea, but are used by

This study examines Korea’s green measures - rel-

other countries. As for the industrial support policy,

evant laws, regulations, and programs - from the

Korea’s green subsidies have not yet been com-

perspective of WTO law, and explores possible

plained of in WTO disputes, but were targeted by

ways of harmonization of the green growth policy

US countervailing measures - something that

with multilateral trade disciplines. The concept of

should be paid attention to by Korean policy-mak-

harmonization within the meaning of this study has

ers when designing green incentive schemes for do-

both internal and external aspects. More specifically,

mestic producers. As far as technical regulations

the authors first considered the harmonization at

and standards are concerned, a few WTO members

an internal level and suggested that Korea ensure

have raised specific trade concerns in the TBT

WTO-consistency of its domestic green measures.

Committee in relation to some Korean green meas-

For this purpose, they examined green measures in

ures.

three domestic policy areas, such as market opening,

With respect to the external harmonization issue,
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sure that, inter alia, WTO agreements entered into

‘greening’ the WTO and making the global climate

by Korea reflect environmental concerns. In this

regime more ‘WTO-friendly’. In order for the

way, Korea could have an indirect influence on the

WTO to become more ‘environment-friendly’, the

greening of the WTO. Finally, with a view to mak-

current Doha negotiations on trade and environ-

ing the global climate regime more WTO-friendly,

ment should be successfully completed. The authors

Korea should support a proposal of several coun-

here proposed that Korea put forward the idea of

tries to discuss within the UNFCCC framework

plurilateral negotiations in the WTO based on

the impact of climate-related response measures on

APEC’s initiatives on trade and environment.

trade, but oppose the idea of introducing a total ban

Korea could also initiate discussion among WTO

on unilateral response measures. Such a ban would

members aimed at rendering climate change sub-

come into conflict with the GATT general excep-

sidies non-actionable under current WTO subsidy

tion clause (Article XX) - a WTO provision that

disciplines. Moreover, the authors suggested that

can be invoked to justify environment protection

the Korean government establish environmental

measures.

impact assessments for its trade treaties so as to en-
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Designing New Climate Change
Regime: A Unified Approach for
Mitigation and Finance
Mechanisms
Jeongmeen Suh et al. (December 2012)
ISBN 978-89-322-1390-3 / A5 / 182pp. / USD 7

In 2011, COP17, Parties agreed to launch a new

tify limitations of an old approach which can be

process, called Ad Hoc Working Group on the

summarized into (a) national reduction target and

Durban Platform (ADP), to negotiate a new cli-

(b) international emission trading. The main result

mate agreement after 2020. The most distinguish-

is that when a degree of heterogeneity in benefit

able feature of the expecting new agreement is that

from mitigation between countries is high enough,

it will be ‘applicable to all’ Parties. Though ‘applic-

the old approach cannot achieve a social optimal

able to all’ does not imply applicable to all in a sym-

mitigation level, though emission trading con-

metrical fashion, Parties’ positions on legal form

tributes to a broad participation. In this sense, re-

will not be fall along developed and developing

laxing the heterogeneity will be the key for the new

country lines any more. This critical change asks

regime. And that is the reason financial and/or

COP to develop new aspects of operating mecha-

technology transfer is necessary, besides mitigation

nisms under UNFCCC, accordingly. Especially to

efforts.

Korea which has been non-Annex I member so far,

In this study, we focus on a specific issue among

the change requires her to engage more actively in

possible alternatives in designing the new regime,

the climate negotiation process with suggesting

which is integrating market mechanism and finan-

constructive ideas to design the new regime, rather

cial mechanism. In Chapter IV, we survey the cur-

than simply to express her own position.

rent and prospecting relevant mechanisms and

The purpose of this research is to lay out a basic

investigate issues needed to be tackled for each

theoretical and logical foundation which may help

mechanism. In Chapter V, we discuss interactions

to design key mechanisms in new climate regime.

between two mechanism spheres in general and the

To do this, in Chapter III, we first develop a model

importance of an integrating approach. A relation-

of a new climate agreement which satisfies key

ship between two mechanisms can be simplified as

characteristics of Durban Platform. Then, we iden-

follows. The most fundamental element of market
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The other two are about how to provide more in-

reduction targets and energy security. The demand

centives toward environmentally more friendly pri-

induces flows of climate finance and they enable

vate investments while the developed countries

mitigation actions to be scaled up. Based on these

fulfill their financial contribution obligations. De-

observations, we qualitatively explore what expect-

pending on a type of private financial flows, its im-

ing challenges to overcome will be. For the devel-

pacts on recipient country’s mitigation actions are

oping countries in general, lack of voluntary

different. Thus, a more environmentally favorable

mitigation incentive is the basic problem. Sup-

type of private financial flows needs to be more ap-

ported NAMA type financial mechanisms, which

preciated. To reflect this on incentive mechanisms,

requires corresponding mitigation actions, may be

a more volatile financial flow can be discounted

in a right direction to solve such incentive problems.

more in accounting financial contributions by de-

The developed and the advanced developing coun-

veloped countries, besides evaluation on environ-

tries may have voluntary mitigation incentives with

mental consequences of each investment. Also, we

seeking a new economy growth engine. For them,

may consider to develop the technology spillover

the key question is how to scale up the private re-

effect index which can differentiate private invest-

sources in mitigation investments. A solution can

ments into the degree of mitigation technology

be found with answering how to connect effectively

spillover. Treating private investments with a higher

the mitigation incentive into financial incentive,

index as the one with a more marginal contribution

and vice versa. A necessary condition to construct

can help to create incentives.

those incentive schemes is to have transparent and
objective MRV systems.
In Chapter VI, we present several possible tasks to
develop both market and finance mechanisms in an
integrated way. First, it needs to expertise best practice of the ‘inter-mechanism’ MRV system which is
about coordination between a market mechanism
and a financial mechanism. Various mechanisms in
each market and finance sphere are expected to appear within and out of UNFCCC in near future. In
the short run, more attentions will be paid to develop the ‘intra-mechanism’ MRV system which is
about coordination among mechanisms within each
sphere. However, having inter-mechanism MRV
system will be very effective in the long run. Before
a certain system without the integrating consideration becomes status quo, noting its importance and
pursuing the best practice of them will be desirable.
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Effects of Government Debts on
Sovereign Credit Rate

In Huh, Jiyoun An and Da Young Yang (December 2012)
ISBN 978-89-322-1391-0 / A5 / 160pp. / USD 7

We analyze the relationship between the govern-

ing and downgrading. When the debts increase,

ment debts and credit rates of OECD countries

the credit rates get down. The effect has magni-

between 1995 to 2010.

fied, if the debts are supplied by foreigners or for-

In the chapter 2, we first summarize the OECD

eign currencies. If the countries have the

countries’ credit rates history and the definition

international currency, their credit rates are not

of sovereign credit rates. We also report the rela-

sensitive to governments’s debts and other deter-

tion between the credit rates and macroeconomic

minants.

variables. The credit rates drop quickly in case of

In Chapter 4, we look into the four countries’

downgrading, but they rise steadily otherwise.

cases with the most volatile credit rates changes.

The countries with international currencies get

In Greece and Iceland cases, their credit rates are

the better credit rates but the credit rates are af-

downgraded due to the sudden increase of debts.

fected by the debts. The countries’ credit rates

In Slovakia and Poland cases, the debts do not

drop when they get the bailout from IMF, they

play as a key determinant in upgrading their

recover very slowly due to stigma effects. The

credit rates. In every cases, the per capita income

countries which has the stable macroeconomic

and the frequencies of financial crises are the

conditions have the better credit rates and the

main determinant of credit rates’ changes.

lower interest rates and CDS premiums.

In Chapter 5, we look into the credit rates history

In chapter 3, we analyze the how the OECD

of Korea and how the determinants work in Ko-

countries’ credit rates are determined by using

rean credit rates’ changes. We also suggest how

linear panel model and ordered logit model. We

to manage the government debts in terms of

focus on the total debts, foreign debts, short-

maintaining the desirable credit rates. The

term debts, foreign currency debts, international

Korea’s credit rates are upgraded during the

currency status and difference between upgrad-

global financial crisis due to diminishing the
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foreign currency debts and amounts of issuance

crease of per capita income and current account

in order to keep or improve the credit rates. And

surpluses contribute the upgrading. We suggest

we also suggest to internationalize won.

to maintain governments debts, foreign debts,
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stigma effects from Asian currency crisis. The in-
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Macroeconomic Policies during
the Global Financial Crisis:
Lessons and Policy Implications
Dong-Eun Rhee, Ju Hyun Pyun, and Da Young Yang
(December 2012)
ISBN 978-89-322-1392-7 / A5 / 160pp. / USD 7

It has been more than four years since the out-

plemented by major developed countries during

break of global financial crisis. However, instead

financial crisis and attempts to assess them. It is

of moving along the road to full recovery, the

true that the bailout programs carried out for fi-

world economy is continuously being challenged

nancial institutions in the midst of financial crisis

with new crisis such as European financial crisis

played a positive role in coping with the crisis by

and the fiscal cliff issue of the U.S. Although

preventing its dispersal and intensification. On

major advanced countries have mobilized yet the

the other hand, however, side effect of such

most aggressive macroeconomic and financial

bailouts is predicted to become a burden on the

policies during the process of recovering from the

economy of developed countries. This is because

global financial crisis, this rather resulted in caus-

there is a concern that ‘too big to fail’ controversy

ing another crisis due to the possible side effects

will be led to a moral hazard, which may bring

of such economic policies. Based on this fact, it

about the repetition of financial industry’s risk

is likely that the world economy from now on

seeking behaviour. Another reason can be

will enter the phase of preparing countermea-

pointed to the possibility of prolonging the poor

sures for those underlying side effects. Thus, the

performance of financial system by regenerating

purpose of this research is to study the effective-

the institutions that deserve restructuring ac-

ness and appropriateness of the economic poli-

cording to the market principles. Therefore, in

cies carried out by the major advanced nations

order to have instability among financial field

under the global financial crisis. And the paper

under control, which may arise from the bailout

also aims to project future world economy from

plans, it is considered that advanced countries

an understanding on the consequences of poli-

need to supplement financial regulations through

cies.

reinforcing management and supervision over fi-

Chapter 2 analyzes bailout plans that were im-

nancial market and put in a great deal of effort
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it is assumed that in case of a country with higher

In Chapter 3, major economies’ monetary policy

government debt, short-term multiplier is near

as a countermeasure for crisis is analyzed. The

zero and long-term multiplier is in negative

United States and the United Kingdom have

range. Thus, it may be said that the aggressive ex-

been implementing the most aggressive mone-

pansionary fiscal policies of developed countries

tary policy in history whereas Euro Area seems

during global financial crisis had a notable im-

to be mobilizing the monetary policy that is

pact, but it seems that in case of advanced nation

more faithful to its target of stabilizing inflation.

whose government debt surged, it is hard to ex-

It can be criticized that such policies of Euro-

pect additional effect of expansionary fiscal pol-

pean Central Bank bear some responsibility for

icy and is thought that they need to accompany

prolonging the recession and intensifying a few

fiscal consolidation policy.

member countries’ financial crisis. U.S. non-tra-

Based on the previously mentioned results of our

ditional monetary policy, which lowered various

analysis, this paper projects future world econ-

interest rates, was very effective on moderating

omy as follows: First, there is a high possibility

tight-money market in the beginning, but it can

for financial industry in advanced countries that

be said that its effect is gradually reducing over

are avoiding crisis through bailouts and quanti-

time. According to our Event Study, we found

tative easing to experience prolonged risk due to

that the impact of first quantitative easing (QE1)

moral hazard and delay in liquidating insolvent

was the largest, QE2’s effect was about one third

institutions. Second, expanded global liquidity, a

of QE1, and impact of operation twist was even

by-product of major advanced countries’ quanti-

less than that of QE2. Hence, continuing quan-

tative easing process, may cause instability of de-

titative easing after escaping from the serious

veloping countries’ foreign exchange market and

stage of crisis may not have satisfying benefit.

capital market. Third, the effect of major nations’

Moreover, financial market participants’ disap-

macroeconomic policy is expected to remain un-

pointment with the impact of such policies that

observed for several years from now on and

fall short of their expectation may cause crisis of

hence when a new shock that causes economic

a larger scale.

downturn takes place, there is possibility for the

Chapter 4 compares pre- and post-global finan-

economy of advanced countries to show larger

cial crisis fiscal multiplier of developed countries

fluctuation.

through empirical analysis. According to the result of Dynamic Panel VAR Estimation, major
advanced countries’ fiscal multiplier during the
global financial crisis was higher than that of precrisis. This reflects the fact that major advanced
nations’ policy to increase government spending
was effective. If the fiscal multiplier is to be analyzed based on each country’s government debt,
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for reforming financial system.
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Effective FX-hedge Policy Using
Financial Market

Deok Ryong Yoon, Eunseon Park, and Sammo Kang
(December 2012)
ISBN 978-89-322-1393-4 / A5 / 186pp. / USD 7

Since the global financial crisis, inflows and out-

volatility. This is because of the low awareness

flows of foreign capital increased greatly and this

among companies regarding foreign exchange

resulted in higher volatility of exchange rate. In

risk management and the fact there are not

addition, each country ended up implementing

enough derivatives that allow firms to hedge for-

quantitative easing in order to overcome the Eu-

eign exchange risk via financial markets. Also, the

rozone financial crisis and the global recession.

companies’ lack of understanding about foreign

However, the value of their national currency de-

exchange risk management methods exists and

clines as a consequence and this triggered the

the fear for derivatives as an aftereffect of KIKO

concern for global currency war. Under such sit-

situation is just as influential to hinder market

uation, as Korea is constantly exposed to the risk

access. The Foreign Exchange Risk Insurance, a

of foreign exchange market due to its small open

typical exchange risk hedging product, is exclu-

economy limitation, we need to be always pre-

sively provided by Korea Trade Insurance Cor-

pared for the foreign exchange risk that fluctuate

poration (K-sure). However, it does not fully

depending on the condition of global economy.

meet the consumer’s demand and it even gets

With this in the background, we try to study the

taken off the market in times of crisis.

current state of Korean companies’ foreign ex-

According to the findings in this paper, we were

change hedging activities, find out whether or

able to suggest the following policies for Korean

not such hedging is required by analyzing the

firms’ efficient foreign exchange risk manage-

currency exposure, and if it is needed, seek for the

ment. For short-term, the information sharing

most efficient measure through studying inter-

system of financial derivatives, the knowledge

national cases.

sharing system of exchange risk, institutional de-

Generally, Korean firms hold economic structure

mand on companies’ foreign exchange risk man-

that appears to be vulnerable to foreign exchange

agement, and finally the disclosure system need
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ting other public or private enterprise to enter

ing of financial market for foreign exchange

the market.

hedging activities. Moreover, exchange risk po-

Furthermore, we need to consider promoting the

sition on external debt should be strictly super-

internationalization of Korean Won as the case

vised as well as carrying out the policy that

of Australia shows. It was the internationaliza-

promote internationalization of Korean Won in

tion of Australian currency that allowed Aus-

mid-to long-term.

tralia to sell derivatives to the foreigners in order

An introduction of information transmission and

to hedge foreign exchange risk. Of course, the ex-

disclosure system of derivatives should be re-

istence of foreigners demand on the possession

garded as priorities for the transparent manage-

of Australian Dollar affected as an important

ment of derivative’s price or value in particular.

factor, but the internationalization of currency

In Sweden, foreign exchange risk hedging

was the prime groundwork. The cost of hedging

through financial markets has been relatively easy

activities can be cut substantially if the hedging

since companies fully understand the value or

through national currency is possible. Hence, it

price of financial commodities that can hedge

is advisable to seriously consider promoting the

foreign exchange risk. On the other hand, South

internationalization of Korean Won.

Korea considered the difficulty of evaluating
price and value of derivatives as the most significant obstacle. Therefore, South Korea, too, needs
to improve derivatives management system so
that information on financial commodities can
be sufficiently opened and explained to the firms.
Just as Israel, we need to pursue the drastic privatization of insurance industry and the aggressive regulatory reform. The most used foreign
exchange risk insurance by Korean firms is monopolized by Korea Trade Insurance Corporation(K-sure). Although it is being provided in
the form of public goods by the public enterprise,
there was a time when Range Forward was taken
off the market due to a sudden increase in stress
levels following 2008 financial crisis. To cover all
the possible risks and diverse market conditions,
there must be more providers as well as more financial commodities. Thus, the market completeness needs to be enhanced by diversifying
Foreign Exchange Insurance products and let033
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to be introduces in order to vitalize the function-
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Impacts of Large Disasters on
Macroeconomy and
Financial Markets
Jiyoun An, Dong-Eun Rhee, Young-Joon Park, and Eun Jung
Kang (December 2012)
ISBN 978-89-322-1394-1/ A5 / 216pp. / USD 10

This paper analyzes how large-scale disasters

insignificant. It is sometimes considered that the

(such as large-scale natural disasters and terrorist

Sichuan Earthquake was actually helpful to the

acts) influence the macroeconomy and financial

development of the local economy, in that it

markets. According to the findings, the large-

spurred reconstruction of the disaster-stricken

scale disasters does affect the economy of nations

region. On the other hand, the 9ㆍ11 attack hit

where the outbreak of disaster took place, result-

hard not only US but also global financial mar-

ing in a 2% drop in economic growth (in the case

kets since most of the lives lost or affected during

of the Great East Japan Earthquake) and 6% de-

this tragedy were of professionals in finance-re-

crease in exports (ex. Great East Japan Earth-

lated fields. In fact, the decline of stock prices in

quake and the 9ㆍ11) compared to the global

the global markets was larger than that of the US

average of each category. And the result also

stock market.

shows that the cumulative abnormal stock return

Second, an instance of poor response to disaster-

can fall by 10% (The Great East Japan Earth-

aggravated economic situation can be clearly

quake). However, the degree of negative impacts

seen in the case of Hurricane Katrina. Hurricane

from external shock can vary depending on the

Katrina only caused a 1% drop in exports in the

nature of the disaster, how it is dealt with, and

quarter it occurred, but the government’s inade-

the country’s economic condition.

quate response and increase in fiscal deficits

First, although immediate harm from both 2008

brought about an average of 0.5% fall in eco-

Sichuan Earthquake and the 9ㆍ11 came mostly

nomic growth.

in the form of human lives lost, these two cases

Third, the pace of recovery can vary according to

had different economic impacts. The Great

economic conditions prior to the outbreak of a

Sichuan Earthquake took many lives but its

disaster. Before the 9ㆍ11 terrorist attack and the

impact on the Chinese economy appears to be

Great East Japan Earthquake, the US and Japan
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dustry, a temporary decline following the shock

nomic growth trends. Such large-scale disasters

were valid only for about a day or two. Hence,

became the main causes that worsened economic

policy makers and practitioners should keep in

conditions; and Japan’s economy, in particular,

mind that analysis based on the relevance to the

has yet to show signs of recovery. Moreover, it

real economy is necessary in order to reduce mar-

seems that disasters can have a major impact on

ket uncertainty arising from massive disasters.

neighboring countries. The Great East Japan

Policy enforcement as a precaution should be re-

Earthquake, especially, impacted negatively

alized via constructing various safety nets and

neighboring states and countries that Japan held

disaster prevention systems in order to minimize

extensive trading relationships with for as long

the negative economic impacts once large-scale

as one year.

external shock takes place.

Furthermore, according to the results from the
theoretical model and simulation analysis, if the
potential for disaster rises--for instance, when
possibility for the outbreak of war in Korea goes
up or climate change causes higher frequency of
natural disasters--damage and side effects are to
impact capital markets first and then eventually
have a negative influence on the overall economy.
However, the significance of economic impacts
of such disasters should be carefully interpreted.
The effects of disasters identified in this paper
were determined based on our empirical and theoretical models which may not account for all
fundamental factors related to disasters. Analyzing stock price indexes by industry allowed us to
see the industries that experienced significant
impact after external shock were primary industries hit by the outbreak of disaster (e.g. electric
power-related public enterprise sector during the
Great East Japan Earthquake), disaster-related
industry that suffered harm due to their failure
to properly predict the disaster (e.g. insurance
sector during Hurricane Katrina), industry exporting to countries where disaster occurred (e.g.
South Korea’s health care sector during the Great
East Japan Earthquake), and so on. In overall in035
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Causes of the European Debt
Crisis and Reform of the
European Governance
Yoo-Duk Kang, Kyuntae Kim, Tae Hyun Oh, Cheol-Won Lee,
and Hyun Jean Lee (December 2012)
ISBN 978-89-322-1395-8 / A5 / 210pp. / USD 7

This study analyzes the causes of the European

caused serious damage to fiscal sustainability of

debt crisis and reviews reforms the eurozone has

the individual eurozone countries. In addition, a

pushed for in order to solve the crisis. It also fo-

failure in economic governance (Greece) and a

cuses on the future prospect of economic gover-

distorted growth strategy based on asset bubbles

nance of the eurozone. European debt crisis has

(Spain and Ireland) provided a cause for the cri-

spread over the entire Eurozone despite the bail-

sis. Since the debt crisis, the financial market has

out of Southern European countries. Starting

been increasingly doubtful of the integrity of the

from Greece, Ireland and Portugal were bailed

eurozone as a monetary union and this lack of

out and since the second semester of 2011, Italy

confidence has turned up as diverging yield rates

and Spain have been under pressure of a poten-

of government bonds. With regard to the struc-

tial debt crisis due to their soaring bond yield

tural problems of the eurozone, it seemed that

rate. During the early period of the crisis, the

eurozone countries adopted the single currency

Eurozone focused on providing liquidities to

without serious budget disciplines and coordina-

Greece. However as the crisis affected other

tion mechanisms for fiscal policies. The ambigu-

countries one after another, Eurozone’s responses

ous role of the European Central Bank (ECB)

have become more comprehensive, recognizing

as a “lender of last resort” is also pointed to as the

that the crisis is related to insolvency beyond liq-

reason that the crisis has spread. Political factors

uidity crisis.

acted strongly from the early stage of the debt

The causes of the debt crisis can be analyzed in

crisis and the latter has an aspect of a political

two parts: macroeconomic factors of individual

crisis about the European integration. Major ac-

countries and structural default of the European

tions were slow and ill-coordinated due to lack

Monetary Union (EMU). The fiscal stimulus

of leadership at the EU level. Germany and

measures used during the global financial crisis

France did not share views in tackling the crisis
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current crisis. However, this will require a high

In order to tackle the debt crisis and reform eco-

level of political compromise, as well as efforts of

nomic governance, the eurozone has advanced

debt-ridden countries for structural reforms and

various measures in strengthening the fiscal dis-

budgetary discipline. Progress towards fiscal in-

cipline and reducing macroeconomic imbalances.

tegration will depend highly on political agree-

First, the European Commission initiated eco-

ments between Eurozone Member States.

nomic governance and surveillance structures,

Secondly, correcting macroeconomic imbalance

along with two dimensions, 1) strengthening the

between members will be a key issue in the

Stability and Growth Pact (SGP) and 2) pre-

medium and long-term, because the debt crisis

venting and correcting macroeconomic imbal-

is regarded as a consequence of diverging com-

ances within the EU and Eurozone. The

petitiveness between members. Thirdly, it will be

European commission introduced successfully

increasingly necessary to develop a close coordi-

the European semester which intend to exert

nation mechanism of economic policies between

peer pressure for relevant budget control for each

members. This mechanism will have to address

members. The new economic governance set a

not only budgetary behavior of Member States,

mechanism for correcting macroeconomic im-

but also comprehensive economic policies in-

balances based on an early warning system. In

cluding labor market reforms and industrial poli-

addition, 25 members of the EU signed the new

cies.

fiscal pact which set up debt brake in each mem-

In the historical perspective, however, the EU has

bers’ legal system and strengthen sanction in case

been developed through multiple crises, repairing

of violation.

its structural problems and resolving the differ-

The ECB’s responses have been increasingly ac-

ences among members. These precedents provide

tive. In order to keep financial markets stable, the

optimistic expectations for EU and Eurozone’s

ECB has intervened in lowering base interest

institutional reform. However, given the reces-

rates to the lowest level, buying more sovereign

sion in real economies and de-leveraging in the

bond in secondary markets and providing mas-

financial market, the Eurozone may encounter a

sive low-interest loans to European commercial

low-growth period for next few years.

banks. In October 2012, its president announced

The European debt crisis has attracted a lot of

the ECB would purchase sovereign bonds of

attention from Korean media and policy makers,

short maturity without limit, if the crisis spreads

because the crisis provides various policy lessons

further. This announcement has been interpreted

in several areas. Particularly, some insist that Ko-

as a willingness of the ECB as a lender of last re-

rean government needs to be careful regarding

sort.

management of its public finances, given the fu-

There is a consensus that the Eurozone needs

ture demand in social security and pensions. The

strong reforms in order for the euro to survive in

others argue that the debt crisis of the Southern

the future. Firstly, it will be inevitable to push for

European countries did not result from excessive

a certain level of fiscal integration to sort out the

social spending, but from failure in creating a
037
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from the beginning.
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positive relationship between the welfare system

it is necessary to monitor development of house-

and economic growth. At this point, we can elicit

hold debt, because increasing private debt can

some policy lessons as follows. First, it is neces-

exert indirect impact on credibility of fiscal sus-

sary to consider future fiscal demand in setting

tainability. Third, Korea should develop domestic

up a social security system. Population aging will

demand as well as maintaining competitiveness

be a more salient issue in Korea than any other

of its export industries.

OECD members in a couple of decades. Second,
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Trilateral Economic Cooperation:
Proposal for Enhancing Economic
Cooperation Dialogue Channels
among China, Japan, and Korea
Chang Jae Lee et al. (December 2012)
ISBN 978-89-322-1396-5 / A5 / 248pp. / USD 10

In terms of regional institutional economic inte-

as well as the economic interdependency among

gration, East Asia lags behind other major eco-

the three countries. In addition, various existing

nomic regions, and within East Asia, Northeast

policy dialogue channels at the central govern-

Asia lags even further behind. However, on No-

ment, regional government, and business levels

vember 2012, the 16 East Asian countries agreed

are examined.

to start the negotiations for the region-wide

On the basis of assessment of existing policy di-

FTA (RCEP); and the trade ministers of China,

alogue channels and comparative studies on ex-

Japan and Korea officially announced the launch

isting regional consultative entities such as

of the CJK FTA negotiations. Thus, a significant

APEC, ASEAN+3 framework and ASEAN, the

first step seemed to have been taken toward both

main characteristics and expected positive effects

the East Asia Economic Community and the

of the TEC as well as the gradual strategy to re-

Northeast Asian Economic Community.

alize it are suggested.

Under this historic context, this study aims to

Being a regional consultative entity for economic

propose the establishment of a consultative entity

cooperation, the structure of the TEC is likely to

to enhance economic cooperation between

be similar to that of APEC. However, since it has

China, Japan and Korea, named “the Trilateral

only three members, it would be much easier to

Economic Cooperation (TEC),” which could

agree on the agenda and to operate effectively. In

serve as the mid-term goal in the pursuit of both

addition, the possible areas of cooperation would

the Northeast Asian Economic Community and

be more extensive than other regional consulta-

the East Asian Economic Community.

tive entities, because the three countries share

Before describing the main characteristics and

many commonalities such as strong manufactur-

expected implications of the TEC and the strate-

ing sectors, weak service sectors and agriculture,

gies to achieve it, this study analyzes the status

high external energy dependency, and usage of

of China, Japan and Korea in the world economy

Chinese characters.
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Apart from its contribution to regional institu-

has to consolidate the current Trilateral Sum-

tional economic integration, the TEC could pro-

ming Meeting framework by aligning and syn-

vide the three countries with various benefits

chronizing the existing Ministers’ Meetings to

such as new engines of economic growth, en-

the Trilateral Summit Meeting, so that it could

hancement of mutual understanding and confi-

function more effectively. Having achieved the

dence building resulting in the improvement of

basic institutional framework necessary for the

overall relations, effective voice in international

TEC at the first stage, only sufficient political

economic arenas, and stronger regional political

would be necessary to establish formally the

leadership.

TEC at the second stage.

Given the current political relations among the

In the meantime, all three countries should strive

three countries, however, the TEC cannot be

to build the consensus on the need for the TEC,

pursued right away. Therefore, this study pro-

which would be instrumental in forming not

poses a gradual approach to accomplish the es-

only the Northeast Asian Economic Community

tablishment of the TEC. At the first stage, one

but also the East Asian Economic Community.
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The Least Developed Countries:
Key Challenges and the Way
Forward for Korea’s
Development Cooperation
Yul Kwon, Jione Jung, Jisun Jeong, and Ju Young Lee
(December 2012)
ISBN 978-89-322-1397-2 / A5 / 230pp. / USD 10

The Least Developed Countries (LDCs) are the

in 2000 has led to major donors targeting LDCs

poorest and the most disadvantaged members of

as their key aid recipient group. Nevertheless, de-

the international community that face a broad

spite global efforts to support LDCs, there has

range of socio-economic, geographical, political

been growing concern over the deepening vul-

and environmental challenges. The United Na-

nerability of LDCs as they were stricken by the

tions defines LDCs based on three criteria: low

impact of the global economic recession, food

gross national income, weak human development

crisis and climate change in the last several years.

indices (ex. nutrition, health, education and adult

In this context, this paper attempts to identify

literacy), and high level of economic vulnerability.

main development challenges facing LDCs and

Currently forty-eight countries, 33 in Africa, 14

provide policy recommendations for South

in Asia and the Pacific and 1 in Latin America,

Korea as an emerging donor; to enhance its co-

are designated as LDCs by the United Nations.

operation with LDCs in terms of aid, trade, debt

With only three countries having graduated from

relief and climate change. The paper begins by

LDC status, the number of LDC countries has

reviewing the UN criteria for LDC, defining

leaped from 24 in 1971 when the category was

socio-economic and geographical features of

first officially established by the UN General As-

LDCs and also post-recession economic trends.

sembly to 48 in 2012.

The main challenges and priorities of the LDC

Amid the growing interdependency in the global

group were assessed, with specific focus on lim-

economic system the international effort to re-

ited production capacity and market access, lack

verse the trend of socio-economic marginaliza-

of development resources, debt burden, and cli-

tion of LDCs officially began at the first UN

mate change vulnerability followed by the MDG

Conference on Least Developed Countries held

progress and post-MDG needs. Then it moves

in Paris in 1981. In the realm of development,

on to examine the UN-led international efforts

the adoption of Millennium Development Goals

to support LDCs outlined in the Istanbul Pro041
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gram of Action adopted in the fourth UN Con-

Korea needs to reduce the number of priority

ference on the LDCs and suggests actions that

countries, enhance the selection criteria and use

should be taken by LDC governments and

the existing regional cooperation platforms more

donors. The DAC donors’ aid to LDCs, their al-

actively. Finally, in order to improve development

location patterns and quality of aid were ana-

effectiveness and policy coherence for develop-

lyzed along with bilateral and multilateral

ment, there should be further efforts to

initiatives targeting LDCs such as the Tokyo In-

strengthen the whole-of-government approach

ternational Conference on African Development

through policy-level partnership among related

(TICAD), the Forum on China-Africa Cooper-

ministries in charge of aid, trade, debt and cli-

ation (FOCAC), the African Growth and Op-

mate change.

portunity Act (AGOA) and the Extractive
Industries Transparency Initiative (EITI). The
trends and examples of South-South Cooperation and triangular cooperation with LDCs were
also presented. Moving beyond aid, the following
chapter develops its analysis further on international and Korean support in related areas such
as trade facilitation through the Special and Differential Treatments, debt relief and climate
change.
The paper concludes by suggesting policy measures for the Korean government to improve its
support to LDCs through ODA, trade facilitation, debt relief and climate change assistance.
Firstly Korea needs to improve the quality of its
aid to LDCs by expanding its aid untying ratio
to LDCs and HIPCs. It is advised that Korea
needs to strength its capacity to actively participate in local and international tender, to expand
the use of local procurement systems and to promote co-financing with Multilateral Development
Banks (MDBs). Secondly, it is recommended
that Korea should extend the level of non-tariff
Special and Differential Treatments (SDTs) to
LDCs. The importance of the technical and financial cooperation to help LDCs combat effects
of climate change is also highlighted. As for aid,
042
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Japan’s Economic Cooperation
with China in the Era of G-2 and
Its Implications for Korea
Gyu Pan Kim, Hyong Kun Lee, and Eun Ji Kim (December 2012)
ISBN 978-89-322-1398-9 / A5 / 282pp. / USD 10

During the last decade China has boosted its in-

Japanese experiences on how Korea should build

ternational recognition as an emerging economic

and implement its economic cooperation

powerhouse. Deeply integrated into the global

schemes with China.

economy, China has risen to become an interna-

Chapter two exhibits the rising of China in the

tional power second only to the United States,

global economy. We use indices such as GDP,

and it is often regarded the eras of the US-China

trade volume, and foreign exchange reserves to

G2 has come. China has been pursuing bilateral

review China’s burgeoning economy in detail.

and regional trade agreements with neighboring

We also analyze China’s growing prominence in

countries such as FTAs within ASEAN, along

the world by taking a closer look into the glob-

with its WTO entry in 2001 and globalization

alization of the Chinese currency Yuan, bilateral

of the Chinese currency Yuan. Under the circum-

FTA negotiations between East Asian countries,

stance Japan’s international economic position

and regional financial cooperation in East Asia

has weakened in proportion to the increasing

with the emergence of a new global financial

level of dependence on Chinese economy. Both

governance system.

Japanese public and private sectors recognize that

In chapter three, the structure of Japan-China

economic cooperation with China has become

trading system is analyzed in terms of trading

one of the most important international agendas.

items, process stages, and domestic market shares

This paper is aimed at introducing the structure

in China using indices such as Revealed Com-

of Japan-China trading system and analyzing

parative Advantage Index, Trade Specification

Japan’s government policy along with corpora-

Index (TSI), and Marginal Intra-Industry Trade

tions’ management strategies on Chinese market,

Index (MIIT). According to the study, it is clear

providing a broad picture of growing economic

that the Japan-China trading system has devel-

ties between the two countries. This paper also

oped competitive yet complimentary interre-

derives several policy implications from the

gional relations. Even the very competitive
043
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industries between Japan and China maintain

Second, we could obtain from the Japanese ex-

their parts and materials sectors mutually bene-

periences that the Korean government should

ficial cooperative relationships.

come up with the corresponding strategy with

In chapter four, three points are examined in the

the increasing level of Korea’s dependence on

perspective of Japanese firms’ business manage-

Chinese economy. We suggest four options; fol-

ment activities in the Chinese market. First, we

low the changes in consumption patterns and de-

analyze investment strategies classified by period,

mand prediction on Chinese domestic market;

industry, and region. Second, we conduct busi-

pay close attention to the new emerging markets

ness performance assessment. Increasing sales

in Asia to diversify export regions other than

and net profit figures shows that the business

China; facilitate trade flows of parts and materi-

strategies of the Japanese firms are paying off in

als manufacturing sectors by reinforcing our in-

China. Finally, we analyze how Japanese firms

dustrial competitiveness; foster the business

handle China risk. Japanese firms intend to in-

cooperation with the Chinese counterparts.

clude East Asia as a whole on their standard of

Third, in order to boost Korean firms’ invest-

prospective investment area to reduce country

ments in China, the Korean government needs

risk via diversification while focusing on the Chi-

to be alert to the changes in Chinese foreign in-

nese market at the same time.

vestment policy. The Korean government should

Chapter five discusses the economic cooperation

continuously provide updated information on

policies of the Japanese government in specific

Chinese government policy to Korean firms

areas. We look into policy evaluation and prospect

while discovering cooperation fields with China

in two sectors; Energy Efficiency and Environ-

to pursue mutual advantages.

mental Industry, and Monetary and Financial

Finally, the Korean government needs to take

Market.

support measures to certain domestic companies

Some implications for the Korean government

armed with high technological prowess but lack

and manufacturing firms are drawn from the

of overseas expansion strategy. In this respect, the

paper in the above analysis. First, the Korean

government should further actively engage in the

government needs to work out effective ways of

partnership and cooperation methods by inviting

carrying forward FTA negotiations with East

China experts on training sessions, conducting

Asian community. Under the circumstances of

Korean experts’ seminars across China, holding

both Chinese and Japanese governments at-

private and public joint forums, and creating a

tempting to take the initiative in East Asian

fund development plan if necessary.

community, it is necessary for the Korean government to take into account the ongoing KoreaChina bilateral FTA negotiations, the resumption
of Korea-Japan FTA negotiations, the launch of
joint Korea-China-Japan FTA, and RCEP all
together.
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China’s Urbanization:
Consumption, Construction
and Risks
Pil Soo Choi, Sang Hun Lee, Ik Joon Moon, and Su Yuob Na
(December 2012)
ISBN 978-89-322-1399-6 / A5 / 238pp. / USD 10

After the establishment of the People’s Republic

in different researches reveal that China’s urban-

of China in 1949, urban migration caused by the

ization rate would reach 60% in 2020 and 70%

heavy-industrialization policy initiated China’s

in 2030.

early urbanization. The Great Leap Forward and

In Chapter 3, we analyzed the relationship be-

the Cultural Revolution which generated reverse

tween urbanization and economic growth in

migration, however, delayed the earnest onset of

China using regional data. Specifically, the

urbanization until the end of 1970s. Since the

Williamson Hypothesis which states that con-

Reform and Opening, rural industrialization by

glomeration into large cities could accelerate eco-

TVEs and land reform expedited urbanization.

nomic growth in the low income states, but

In the 2000s, urbanization accelerated with

actually slow it above a certain level of income,

deepening reform. Expansion of fixed assets in-

is verified. Cross section, dynamic and spatial

vestments led to development of urban areas and

econometrics models are adopted as methodolo-

the increase in urban population.

gies. The empirical analysis results in policy im-

Immediately following the start of the Reform

plications as follows. First, the largest city in the

and Opening, urbanization in China occurred

region negatively impacts economic growth. For

among small cities and townships. From the

economic development, Chinese government

2000s, urbanization began to be perceived as one

would be better off creating several big cities

of the national strategies for economic develop-

rather than focus on one mega city. Second, ur-

ment. The 11th five year plan had focused a city-

banization itself obviously propels economic

cluster strategy which materialized in the 12th

growth. In the cross-section and spatial econo-

plan as ‘Two Crosses and Three Ordinates’ and

metric models, urbanization as a whole con-

the ‘Self Functioning Region.’ It is expected that

tributes to growth. In the dynamic model,

China’s urbanization rate will increase steadily

however, only urban areas with a population of

albeit at a lower rate. Various calculations made

more than 750,000 do so. In sum, if we do not
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consider the spatial spillover effects among cities,

market related to urbanization. Urban construc-

hub and spoke urbanization would be the most

tion investment grew steeply every year, reaching

favorable scenario; if we do consider it, increasing

19 trillion yuan or 41% of GDP in 2011. Shares

urbanization as a whole could be applied for

of the individual sectors are: real estate 43%,

growth.

transportation infrastructure 21%, irrigation/en-

In Chapter 4, we examined the Chinese con-

vironment/public infrastructure 16%, and electric-

sumer market from the perspective of urbaniza-

ity/gas/water 10.7%. Share of foreign investment

tion. The total size of the consumer market in

takes up 4.7% in average; 9% goes to real estate.

2011 had increased by 4.7 times since 2000. The

It is expected that urbanization rate would reach

consumption rate, however, had decreased

at 70% in 2030, and we estimate that more than

steadily. During the same period, the urban share

5 trillion yuan will be invested in urban real es-

in the total consumption increased much, indi-

tate every year until 2020 if the current level of

cating that urban areas have led the growth in

investment per capita is sustained. In terms of

consumption as a whole in China. Observing

space, urban areas occupy 4.71 million km2, or

changes in consumption according to income

about the half of total land area in China. In the

levels, we found that the upper 40% has con-

2000s, the administrative urban area basically re-

tributed the most. We also found that as income

mained unchanged, while actual urban districts

increases, the share of basic consumption de-

increased steadily, accounting for 13.4% of the

clines while service consumption grows. The

total urban area. Real estate investment per

share of service consumption is higher than that

building site has also increased, reaching 1.2 tril-

of Korea in 1990 when the income level was sim-

lion yuan/10 thousand km2 in 2010.

ilar to China today.

Penetration rate of tap water and gas are rela-

Estimating urban consumption items in 2020,

tively high, 96.7% and 92%, and road density is

we found that basic consumption would be larger

not low relative to the international standard.

while new growth would mainly come from serv-

However, sewage disposal rate is a rather low at

ice. Based on comparison of consumer durables

82.3% and much investment is expected in this

between China’s average and Shanghai, we found

sector. Refuse disposal rate is 90.7%; another area

that fastest growth would occur in potential mar-

with room for improvement. Observing region

kets in air-conditioner and color TV among

by region, an inverse correlation is revealed be-

other home appliances; and in computers, mobile

cause the regions with higher penetration rates

phones and passenger cars. On the other hand,

are investing more. This is because maintenance

it is pointed out that the main obstacles in de-

and upgrading require as much investments as

veloping the urban consumption market are de-

building new ones.

clines in labor’s income share, deepening income

In Chapter 6, we investigated potential risks of

gap, insufficient social security, and high housing

urbanization in labor supply, land management,

and education costs.

municipal finance and migrant workers. Until

In Chapter 5, we examined the construction

2010, the productive population has increased
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collectively-held farmland, auctioning of manu-

Surplus labor in rural areas moved to cities and

facturing sites, and legalization of unregistered

supplied labor for workforces in manufacturing

property/houses. Hence, compensation for req-

and services. Although labor shortage has ap-

uisitioned farmers would rise, land auction for

peared recently in some coastal areas, it will not

business would become widespread and the land

become a general phenomenon for China as a

cost would increase. However, the current land

whole in the short term, as there is still a labor

selling system will not be substituted easily and

surplus in the primary industry and the urban

the local government would likely resist the cen-

population will keep increasing for the time

tral government plans to introduce property tax.

being. The labor shortage reported recently is ac-

In addition, self-development by farmers would

tually the result of the imbalance of labor supply

become widespread, resulting in diversification

and demand between regions and businesses. It

of land management units.

is expected that enterprises’ share in financing so-

Local governments’ account balance in building

cial welfare will increase and wages will also rise

urban infrastructure has generally been prof-

due to government policy, thus transferring the

itable. However, high percentage of land sales

cost of urbanization to the enterprises. If that

and ambiguous loans by various financing plat-

happens, the production environment would

forms reveal very significant risks. It is expected

eventually worsen.

that high rates of land sales in certain areas

As for the supply of urban land for construction,

would eventually decline to the level of Beijing

the ‘requisition-selling’ system has been estab-

or Shanghai. Naturally, the amount of ambiguous

lished as the predominant mode. But the current

finances in big cities will decrease in the future.

system cannot be sustained for long because the

At the same time, the rate of land sales in under-

amount of land available is limited, thus putting

developed regions could still increase.

land finance in jeopardy. As of 2010, about half

As of 2011, more than 20 provinces have an-

of the funds for urban infrastructure building

nounced consolidation of the rural-urban family

were produced by selling land and the share has

register system. The perfectly equal treatment,

been increasing since. This means shortage of

however, has yet to emerge. Most advanced cities

land would likely result in shortages in municipal

would not dare to begin the process of consoli-

budgets. The current system allow farmers whose

dation, as it would mean 250 million migrant

lands are requisitioned only marginal compensa-

workers will become official city residents, and

tion while local governments and land developers

cost the cities about 20 trillion yuan which rep-

enjoy excessive profits, leading to shortsighted

resents up to one-half of China’s total GDP in

maximization of income via land sales. By doing

2010. However, the central government is not

so, the increase in urban land under construction

likely to retreat in the reform in migrant worker

outpaces the increase of urban population. Re-

and will force the issue in efforts to suppress their

cently, several changes have occurred such as in-

total numbers.

troduction of the property tax, development of

Based on the analyses above, we deduce the pol047
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rapidly, with abundant labor for the workforce.
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icy implications as follows. Core consumption

eschew China. Alternative production sites such

class in China’s consumption market in China is

as inland, mid-western regions or specialized in-

the upper 40% and they should be considered as

dustrial complexes could be sought. Considering

the main targets in marketing. Until 2020, the

that the productive population would decrease

basic consumption market would expand by 2.4

and the pace of urbanization will experience a

times whereas the service market will expand by

slowdown around 2020, responses must be in ad-

3.6 times, implying the importance of the service

vance.

market. To access the ‘large consumption market’
in coastal regions for which competition is fierce,
careful analysis on income/class composition and
popular items is warranted. In this respect, ‘potential consumption markets’ in inland regions
with large populations could also become a major
target.
Central and local governments in China have
shown interest in designing the cities utilizing
advanced foreign concepts and technologies, and
these represent important elements in accessing
China’s urban development market. The Korean
government can establish and diversify intergovernment cooperation channels. The KoreaChina FTA could be the stepping stone for
access into China’s construction market. Koreanstyle urban models such as environment-friendly
cities, smart grids, and administrative capitals
could have some appeal. New investments in
sewage among others are expected and would
draw the attention of city planners. Different regions should be accessed differently with respect
to their urban infrastructure market, as investments would likely be for maintenance in China’s
east coast, for new construction in mid-west regions while western regions have yet to witness
the initiation of full-scale building.
Urbanization and increase of income would lead
to increases in production costs. But this does not
necessarily mean the manufacturing sector would
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R&D of Chinese Firms:
Characteristics and Implications

Ik Joon Moon, Su Yeob Na, Jina Yeo, Min Suk Park,
and Jonghak Eun (December 2012)
ISBN 978-89-322-1400-9 / A5 / 238pp. / USD 10

Recently, China is facing limitations in economic

began. In 1985 the “Decision on the reform of

growth driven by the expansion of factor-inputs

science- technology system” presented a basic di-

which allowed China to achieve economy of

rection for reforming the science-technology sys-

scale, using its abundant labor and capital. There-

tem and policy. This led to more specific reforms

fore, China now is seeking to change its para-

of the science-technology system, and various

digm of economic growth into an innovation

policies have been implemented at each stage of

oriented one where knowledge increases eco-

market reform in accordance with long-term

nomic productivity. As a result, investment in re-

strategy. Chinese government has since formu-

search and development (R&D) and patents

lated a medium and long-term science and tech-

have sharply risen. This would be a good time to

nology policies for innovative nation building to

assess the policies and strategies for R&D in

achieve sustainable and harmonious economic

China to draw up some meaningful implications.

growth. The government bodies and agencies are

This study contains Chinese government policies

leading the way in implementing such policy in-

for R&D, current state of Chinese firms’ R&D,

cluding diverse R&D promotion programs.

characteristics of Chinese patents according to

It is undeniable that these efforts produced re-

the new method of patent classification and Chi-

markable improvements in China’s scientific/tech-

nese firms’ reverse-innovation and globalization

nical capacity in general, yet more time and

strategies.

greater enhancement are needed for self-sus-

This study is made up of six chapters. The intro-

tained innovation. In the end, the extent of

duction is followed by Chapter 2, an overall review

China’s science/technology development hinges

of Chinese science/technology and innovation

on effective policy management and the govern-

policy. Chinese policies on science and technol-

ment’s determination to improve its institutions.

ogy formed the basis of ‘Deng Xiaoping

A desirable direction for China’s medium-long

Thought’ after the era of reform and openness

term science-technology policy would be to build
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up its market competition system, to expand in-

stances.

vestment to support R&D of private firms; and

The convergence of technical knowledge portfo-

to establish networks and enhance the quality of

lios between Chinese domestic firms and the

education for development of human capital.

multinational enterprises in China were identi-

Chapter 3 deals with the current state and char-

fied in the analysis of patent statistics according

acteristics of Chinese R&D activities. In the past,

to a re-classification of Chinese patents. Also,

the role of firms as agents of innovation was un-

improvements in technical knowledge by Chi-

derestimated in China. However, the domestic

nese domestic firms and localization and adap-

entities, especially innovative firms and high-

tation by foreign companies to China are

tech enterprises have lately emerged as the main

simultaneously in progress; the former being

applicants of Chinese patents. This chapter fea-

dominant over the latter. In addition, the propor-

tures an empirical analysis of the relationship be-

tion of Chinese domestic firms or the univer-

tween Chinese R&D and productivity. The

sity/research institutions that has risen to within

analysis finds that the increase of trained person-

the top 10 of each 35 industrial technology areas

nel in high-tech industry R&D is contributing

has increased. The result implies that the Chi-

significantly to increase in the number of patents

nese domestic firms have, for the most part, suc-

and productivity.

ceeded in catching up in terms of technological

In Chapter 4, the changes in the environment for

capacity.

Chinese patents are described by examining the

Chief findings of the micro-analysis on the main

three revisions of patent laws, and a micro-analy-

entities of invention patentees in China are as

sis on the patent distribution and patentees in

follows; first, Chinese domestic entities of inven-

order to assess the capacity and growth potential

tion patent applications increased conspicuously

for Chinese innovation. China enacted its first

in IT sectors including in electronics, computers,

patent law in 1985, and modified the patent-re-

facility hardware sectors including machinery,

lated systems by revising the patent laws three

civil engineering and measures/standards. Sec-

times by 2008. The first and second revisions

ond, the top three petroleum firms, that is, the

were, to some extent, forced by external factors

main state-owned enterprises (SOEs) directly

such as the international pressure of intellectual

controlled by the Chinese central government

property rights protection, and the necessity for

possess considerable patent technology. Third,

WTO entry. In contrast, the third revision was

some foreign-investor firms including Taiwanese

initiated by the internal need to enhance the level

firms are operating affiliated companies that have

of patent right protection. There are certain lim-

applied and registered invention patents in

itations in effective intellectual property rights

China. These companies are able to utilize the

protection in China because of remaining leg-

abundant engineering manpower in China and

islative and legal problems, but the application

strengthen the protection of intellectual property

and registration of patents in China in real term

rights of their affiliates regarding production

is very active given such institutional circum-

processes, and products produced and sold in
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that attempt to carry out the strategic consolida-

search institutions are the main agencies that

tion to enhance the technological capacity up to

possess patents, especially in high-tech areas

the international level. The strategy, of course, is

where industrialization has yet to kick into high

to innovate through the process of technological

gear, in addition to science-based industries

catch-up by consolidation. This has potential to

where the application of primary research to in-

spread out the results of innovation from inter-

dustrialization is easily implemented; and general

actions among consolidated enterprises in the

purpose technology areas such as measurement,

domestic venue into the developed world. The

controlling and analysis methodology etc.

fifth type is a global first-mover, which is the

In Chapter 5, the internationalization strategy of

most typical reverse innovator. In this instance,

five types of emerging multinational enterprises

independent of external effects, local Chinese

(MNEs) as described by Ramamurti was referred

firms achieve independent R&D outcomes and

to in analyzing the innovation factors and reverse-

the results spread into the global level.

innovation among Chinese firms, by classifying

The implications of R&D by Chinese firms and

the Chinese R&D firms into 5 types. Also, case

measures in response are suggested as follows:

studies for each type were performed to assess the

First, the main response measures for dealing

main contents and characteristics of technological

with the Chinese R&D policies would be to pro-

innovation strategies of these firms.

mote the technological cooperation with focus

The first type is state-owned Natural-resource

on the 7 strategic emerging industries, formulate

vertical Integrators that include most SOEs

strategies to cope with the growth of Chinese

which secure technological capacity by strategic

firms in the high-tech industries, and support

integration to develop foreign resources. Large-

joint R&D by the small and medium enterprises

scale support from the government allows these

with Chinese companies. The technological co-

enterprises to catch up with the leading firms

operation with China should be reinforced in en-

rapidly. The second type is local optimizers that

ergy-saving, environmental protection, bio

engage in market-oriented innovations to de-

technology and new energy areas that overlap

velop the products to be optimized according to

with Korea’s new growth engine industries. Also,

customers’ needs in the local markets. It is very

it is imperative that specific and novel innovation

possible that these firms became familiar with re-

strategies be established to minimize the impact

verse innovation by exporting products opti-

of technological catch-up of China in high-tech

mized for the local market to developed

industries, along with settlement solutions in

countries. The third type is the low-cost partners

case of patent disputes. The policies are needed

that MNEs of developed countries utilize to re-

for supporting SMEs that lack the capacity to

duce production costs. Reverse innovation can

establish R&D centers in China so that they may

take place when MNEs receive the spillover ef-

conduct joint R&D or take advantage of R&D

fects of technological innovation from Chinese

centers established by conglomerates or govern-

firms. The fourth type is global consolidators

ment bodies.
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China. Fourth, in China, the universities and re-
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Second, another measure that Korea can enact to

models between the governments and providing

counter globalization of Chinese firms would be

directions for cooperation in technical standards.

to set up strategies to develop the technologies

Cooperation should be concentrated in univer-

through Korean companies’ affiliates in China.

sities and research institutions that dominate in

Just as many foreign firms including Taiwanese

terms of the proportion of invention patents in

firms are applying and registering patents in

high-tech areas where industrialization is still in

China, Korean firms also need to create effective

its infancy, or in general purpose technologies. As

portfolios of local patents in China. Furthermore,

for R&D cooperation between the governments,

we need to deal with various challenges from

it might take the form of mutual funding frame-

Chinese global firms in accordance with their

works as in the case between China and Ger-

types of firms: firms that achieve growth by tak-

many, and should be focused on core industries

ing country specific advantages (CSAs), catch-up

later on. Lastly, the cooperation in technological

through innovative progress and self-innovation.

standard between Korea and China should con-

Third, policy measures related to R&D cooper-

tinue in areas that the new technologies have

ation should include strengthening R&D coop-

been introduced and the industrialization has

eration with universities and research institutions

just begun.

in China, establishment of R&D cooperation
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The Reinforcement of Economic
Cooperation among ChinaTaiwan-Hongkong and Its
Implications
Pyeong Seob Yang, Seung Shin Lee, Ik Joon Moon, Jina Yeo,
Su yeon No, Jihyun Jung (December 2012)
ISBN 978-89-322-1401-6 / A5 / 262pp. / USD 10

As China has rapidly risen, it became the most

analyzed by comparing the commitments in

important trade and investment partner, and the

CEPA and ECFA with those in the other Chi-

formation of Greater China bridging China-

nese FTAs concluded with other countries. Also,

Hong Kong-Taiwan as China is its center. 15

Guangdong and Fujian as the two main regions

years have witnessed its successful reunification

in China to cooperate with Hong Kong and Tai-

with China since Hong Kong returned to China

wan respectively will be the case study to present

in 1997. Especially, China-Hong Kong Closer

the economic cooperative programs and cases

Economic Partnership Arrangement(CEPA)

that may provide the meaningful implications for

concluded in 2003 played a role as the key to ex-

us.

panding the economic cooperation through 9

Main findings in this study are as follows;

times supplementary agreements to CEPA. On

First of all, it is essential to analyze and to set up

the other hand, China-Taiwan Economic Coop-

with a plan to deal with the mid and long term

eration Framework Agreement(ECFA) which

impacts of ECFA on Korea’s export to China.

was concluded in June, 2010 and came into effect

According to the analysis on the short term im-

in September, 2010 is expected to strengthen the

pacts of ECFA EHP(Early Harvest Program)

economic ties between the two countries and to

coming into effect, the detrimental effect on

enormously affect the neighbor countries in the

Korea’s export to China turned out to be limited.

region. Therefore, this report firstly examines the

In the medium and long term, however, the full-

historical background, development and the

scale ECFA agreement in trade of goods will do

main issues of economic integration among

considerable harm to the export of Korean prod-

greater China. Then, the economic integration

ucts that are competing with Taiwanese goods in

will be scrutinized in terms of trade and invest-

Chinese market. The competitive edge will be

ment between China-Hong Kong, and China-

given to Taiwanese products, especially in the

Taiwan. The institutional integration will be

highly protective (with high tariff rates) indus053
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tries for the domestic demand. As for the highly

coastal areas into the one that diverse interests

protective industries for the external demand, on

are reflected according to the multipolarized sys-

the other hand, the proportion of processing

tem of Chinese regional economic development.

trade is relatively high so that the short term ef-

Third, the implications for the Korea-China

fect may be insignificant while the Korean mar-

FTA are as follows;

ket share in China will be encroached owing to

i) Korea and China will also be able to broaden

the price disadvantage in the long term. In the

the liberalization through regular negotiations in

industries for the domestic demand with rela-

the KCFTA framework as the China-Hong

tively low tariff rates, probably the Taiwanese

Kong CEPA. ii) As for opening trade in goods,

products will erode the Korean market share in

we should aggressively negotiate the early tariff

China to a certain degree. The industries for the

reduction for the intermediary goods that are se-

external demand with low tariff rates such as

verely competing with Taiwanese goods in Chi-

telecommucation equipment and machine, elec-

nese market because Korea and Taiwan along

tronic parts, and computer related products will

with Japan are playing a role in providing the in-

be comparatively safe from the damage caused

termediary goods in China. This approach is

by ECFA. Still, these products see the keen com-

positively necessary in order to prevent the mar-

petition with the Taiwanese in Chinese market,

ket share erode by ECFA and to reap the fruit of

and China has the strategy to change its eco-

Korea-China FTA in early stages. iii) For the

nomic growth engine from export to domestic

service negotiations, we may request China’s fur-

consumption where the possibility cannot be

ther liberalization in the sectors where China is

completely excluded that the Korean market

more likely to open because in the FTAs with

share in China will be pinched by Taiwanese

other countries China has already made commit-

products in the long term.

ments in GATS plus or DDA plus level, and also

Second, the general policy of the economic co-

made additional commitments in CEPA. iv) the

operation with Greater China should be redi-

pilot basis liberalization measures included in

rected; the biased trade policy only toward

CEPA also can be adopted in Korea-China

mainland China into a balanced trade policy for

FTA. That is to say, in the CEPA agreement, the

the whole Greater China considering the strate-

trial liberalization measures were tested first in

gic importance of Hong Kong and Taiwan. Oth-

Guangdong province in the vicinity of Hong

erwise, the economic cooperation with mainland

Kong and have been expanded in other provinces

China should become more refined and sub-di-

after they prove to be successfully implemented

vided. As the reinforcement of economic coop-

in the tested region. Also, the interactions and

eration among Greater China grows, the focal

cooperation with Fujian province adjacent to

points of growth will be multipolarized. There-

Taiwan have been strengthened after ECFA.

fore, the economic cooperation with the main-

Therefore, further liberalization and cooperation

land China should be changed from the one that

on the pilot basis, in the framework of Korea-

too much importance has been given only to the

China FTA, can be made first in the regions
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ation should never be given too much consider-

made between the two countries. v) The joint

ation based on the “One China” principle. vi) It

feasibility study of Korea-Taiwan FTA may be

seems desirable to have more active cooperation

initiated on non-governmental basis in terms of

with Hong Kong service enterprises and Taiwan

protecting the Korean market share in Taiwan

manufacturing firms by utilizing CEPA and

from other countries and diversifying the trade

ECFA in order to effectively advance into Chi-

strategy toward Greater China. The mainland

nese market.

China’s opinion on Korea-Taiwan FTA negoti-
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Strategy of Korea

Jae-Young Lee, Seong Bong Lee, Alexey Kuznetsov, and
Jiyoung Min (December 2012)
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Russian Overseas Direct Investment(ODI) has

Russia and Russian direct investment toward

been increasing rapidly in recent years. It has

Korea should proceed in parallel.

been on an upward trend since the early 2000s

The purpose of this study is to review the current

and rose more steeply from the mid 2000s. The

status and motivations of Russian overseas direct

total amount of Russian ODI in stock was 362.1

investment at different levels; namely country, re-

billion dollars at year-end 2011, or 15th in the

gion and industry base. After an in-depth analy-

world. The volume grew more than 18 times that

sis of Russian overseas direct investment, the

of 2000.

study will provide specific measures for attracting

However, Russia’s direct investment toward

and expanding Russian direct investment to

South Korea is rather trivial. Until the end of

South Korea.

2011 Russia invested 54.57 million dollars (in

The study focuses on patterns and recent condi-

stock), which is a mere 3% of the amount of

tion of the increasing Russian ODI since 2000,

Korea’s direct investment toward Russia. This

and Korea’s investment promotion policy toward

implies that Korea is not yet an attractive invest-

Russia and its achievements. The study is con-

ment destination among Russians. In fact, Russ-

ducted with many methods including document

ian direct investment to Korea is important

research, statistical analysis, survey on Russian

because it brings not only economic benefits but

businesses and experts interviews.

also regional security, along with stability and

The study consists of five chapters. In the second

peace in the Korean peninsula and in Northeast

chapter following introduction, theoretical and

Asia with strong support from Russia. Therefore,

statistical analyses on Russian ODI will be pre-

investment cooperation between Korea and Rus-

sented, with Russian direct investment since

sia needs to be strengthened in the future. Of

2000 being the main focus. The study also at-

course, both Korean direct investment toward

tempts to demonstrate the main features of
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Korea should sort out particular sectors with

ing Russia’s motives for overseas direct invest-

prominent market share effects in Russia, in

ment. After reviewing changes and trends of

order to develop a business model that will ac-

Russian ODI, the authors selected regions and

celerate mutual investment between the Korean

industries of greatest interest to Russian investors

and Russian industries. Such a business model

and added useful information for Korea’s invest-

could be implemented in prospective investment

ment promotion policy.

counseling programs for businesses of both

In chapter three, motivations and strategies of Russian

countries, and the launch of such programs needs

ODI is analyzed. The authors carried out a survey of

to be actively considered.

Russian businesses about their sectors and regions of

Third, investment promotion targeted at Russia’s

interest for investment and possibilities for investment

energy sector is promising. Korea needs to par-

in Korea. With the result of the survey, we suggest

ticipate in Russia’s resource development projects

promising investment sectors for Russian investors and

to establish cooperative ties between the energy

desirable directions for Korea’s investment policy toward

sectors. This may open the way for further joint

Russia.

investment cooperation between the businesses

In chapter four, Korea’s current foreign direct invest-

of both countries in a third-party energy resource

ment and its major features are reviewed. Then,

development. Moreover, energy efficiency tech-

the focus is narrowed to Russia’s recent direct invest-

nology of Russia’s leading energy enterprises can

ment trends in Korea, and the reasons for the lack of

provide opportunities to launch joint investment

progress in Russia’s direct investment in Korea is

projects in Korea.

discussed. Based on these, Korea’s investment

Fourth, investment promotion targeted at the re-

promotion policy is evaluated.

search development and education sector. In case

In the last chapter, attractive sectors for Russian

of the medical sector, Korea may convert Russia’s

investors and measures for increasing Russia’s in-

science technology for commercialization, in the

vestment to Korea is suggested.

form of medical devices. Such a strategy fits in

According to our study, Russia’s defense industry holds

the broader objective of establishing a Korea-

promising investment potential. It contains compara-

Russia joint enterprise for global markets in the

tively high technological competitiveness among Russ-

territories of Korea. In case of information and

ian businesses, and with its abundant capital resources,

communication sector, leading enterprises of

foreign direct investment is likely to result in success.

both countries could consider reaching an agree-

Agreements at the government level should precede any

ment for strategic technology partnerships and

technical and investment cooperation with Russia’s de-

joint investment cooperation. In case of the ed-

fense industry, as it requires approvals from technology-

ucation sector, investment promotion through

related government agencies in Russia.

increased cooperation in the higher education

Second, investment promotion should proceed

and science technology should be actively con-

through market oriented joint-ventures. Korea’s

sidered.

investment promotion agencies such as Invest

As such, in order to expand Russia’s foreign di057

Policy Analyses I

Russian overseas direct investment by highlight-

Policy Analyses I

rect investment in each of these respective sec-

outlets, while providing the abundant informa-

tors, the Republic of Korea should place more ef-

tion in the Russian language through the em-

fort in the following areas.

bassy, consulates, business related institutions,

First, mutual cooperation with Russia’s govern-

and conferences.

ment agencies needs to be expanded. Building

Fourth, Russian businesses require more active

cooperation channels to promote Russia’s foreign

provision of information on investment to Korea.

direct investment to Korea necessitates omnidi-

Korea should expand channels of interaction

rectional contact with the Ministry of Economic

among business people of both countries, and re-

Development, the Agency for Export Credit and

inforce cooperation with the Chamber of Com-

Investment Insurance and the Chamber of

merce and Industries of the Russian Federation

Commerce and Industry of the Russian Federa-

and Moscow Entrepreneurs’ Association. In ad-

tion. Regarding such processes it would be better

dition, it is necessary to further activate the an-

for the Korean government and related agencies

nual Korea-Russian Business Forum hosted by

to replace the current individual channels of con-

the Korea Chamber of Commerce and Indus-

tact with the so-called ‘control towers’ that would

tries, and the annual Korea-Russia Business Di-

allow more comprehensive and systematic con-

alogue hosted by the Korea International Trade

trol for continuous and consistent policy for in-

Association, and setting as the main agenda

vestment promotion to Russia.

Korea’s investment promotion issues.

Second, the present investment promotion sys-

Fifth, cases of successful Russian investment to

tem should be modified through increased inter-

Korea need to be created. A single case of Rus-

ests on all of Russia’s regions. It would be

sia’s large scale project successfully executed in

necessary to strongly reinforce investment pro-

Korea would motivate the Russian Federation to

motion affairs conducted at KOTRA. Concur-

spread the information concerning Korea’s in-

rently it would be important to develop

vestment environment.

‘Korea-Russia investment cooperation MOU’

Sixth, joint investment with third parties should

signed in 2011 between Invest Korea and

be more aggressively sought. For instance, merg-

Moscow Investment Agency, to provide ex-

ing Korea’s technical skills and Russia’s capital

panded investment opportunities and informa-

for a joint entry to Russia’s neighboring CIS re-

tion exchange.

gion and other former allies of the Soviet era

Third, Korea’s economic success should be more

would be an opportunity to fully implement

vigorously advertised to Russian businesses.

Russia’s resources while reducing potential risks.

It would be rational to promote Korea’s image as

Lastly, Korea and Russia need to establish a joint

a developed country through diverse exhibitions,

investment fund to promote further investment.

while modifying incorrect stereotypes via pub-

It could be a utilization of the already established

lished works containing comparative country

‘global new growth engine fund’ between Korea

analysis. In particular, it would be vital to ef-

and Russia, or creation of a similar joint invest-

fectively employ the internet and mass media

ment fund.
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Region Countries
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(December 2012)
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A regional cooperation project centered on a

resulted in rapid build-up of physical infrastruc-

long riverway passing through several nations, in

ture in the region. They are also cooperating

addition to ensuring agreement between the na-

through the Mekong River Commission for

tions involved, requires cooperation from the in-

projects to develop the Mekong’s water resources,

ternational community as a whole. This is

and also bolster human capital in the region

because of potential friction that may inevitably

through the Mekong Institute. Connectivity be-

arise during the course of such a project; types of

tween different regions around the Mekong have

friction that the states involved may not be able

been strengthened recently, to promote the flow

to resolve on their own. The Mekong’s upper

of people and materials that would expedite de-

reaches located in China, and five developing na-

velopment in the region.

tions of Southeast Asia sharing its middle and

In October of 2011, Korea announced its inten-

downstream sections, and this has made mutual

tions for earnest participation in the develop-

agreement quite difficult. But due to the high

ment of the Mekong region through the First

and vocal demand for development in the region,

Korea-Mekong Foreign Ministers’ Meeting.

the actors have continued to make adjust their

During the meeting, Korea pledged active con-

positions accordingly and cooperate with each

sideration to increased connectivity with

other in spite of the difficulties involved in de-

ASEAN, sustainable development, and human-

veloping the Mekong region.

oriented development in six major issue areas.

Support from multilateral development agencies

Korea also announced it would pursue several

and advanced nations have kept development

pilot projects at the Second Korea-Mekong For-

moving forward up to this point, in terms of

eign Ministers’ Meeting in July of 2012. At this

hardware infrastructure. Nations in the region

point, Korea must formulate a basic strategy, di-

have been active participants in the ADB-spon-

rection of cooperation and measures for mid-to-

sored GMS program that began in 1992, which

long term cooperation in participating in the
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regional development.

overall plans for Korea in developing Mekong re-

In this regard, the question of how we should

gion.

look at Korea’s participation in the development

First, the Korea-Mekong foreign ministers

of the Mekong region is an important one.

meeting must be elevated to summits, while si-

Countries comprising the region including Viet-

multaneously organizing economic ministers’

nam, Cambodia, Laos, and Myanmar are already

meetings as an intermediate phase to enhance

major cooperative partners receiving significant

economic cooperation. Following its foreign

ODA from Korea. This means that if viewed

ministers’ meetings with the Mekong region

solely from a bilateral standpoint, Korean in-

countries in 2008, Japan subsequently elevated it

volvement in these development efforts would

to a meeting of economic ministers and eventu-

create much overlap with pre-existing ODAs

ally summits, which could serve as a point of ref-

and would be, in essence, simple repetition.

erence.

However, the development of the Mekong re-

Second, an ODA base for multilateral coopera-

gion is actually a level-up, from bilateral to mul-

tion must be established. The Mekong Sub-re-

tilateral cooperation. The claim could be made

gional Development was made possible by

that it constitutes Korea’s first multilateral devel-

converting previously bilateral cooperative rela-

opment project after Korea became a member of

tionships into a multilateral channels for coop-

the OECD DAC. It should be noted that the

eration. A firm foundation in the form of

Korean government and the private sector will

multilateral ODAs is vitally necessary for the

be involved together in various projects pursued

continuation of such multilateral cooperation.

by the Mekong regional bodies, which will serve

The government-wide ASEAN Connectivity

to enhance Korea’s potential capacity with re-

Task Force that was launched on September

spect to development.

2012 will focus on strengthening the connection

In order to ensure continued development, pri-

between Korea and countries in the Mekong re-

vate sector participation is indispensable along

gion. The Korean government ODA, set to be

with cooperation between governments, for

doubled by 2015 (relative to 2012), could be put

which programs that enable public-private part-

to active use for the endeavor.

nerships must be created. In the middle to long

Third, all efforts should be expended for keeping

term, Korea should take a leading role in the

the cooperation with donor states and regional

Mekong development and come up with a sys-

cooperative organizations moving. The nature of

tem that would strengthen Korea’s capacity for

each organization must be assessed and under-

multilateral development cooperation. Moreover,

stood as well as the strategies of major donor

the strategy for development cooperation in Asia

states, to ensure amicable cooperation with those

must be established from the larger framework

organizations/states. Korea should also seek to

of Korean development cooperation.

take leads in certain projects, circumstances per-

This research thus proposes the following meas-

mitting, and must not shrink from taking advan-

ures for cooperation, with respect to creating

tage of diverse, pre-existing networks. This
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spent. This allows an accumulation of data as

Korea’s capacity for development in the long

well as provide opportunities for Korean corpo-

term.

rations. Also, the participation of the private sec-

Fourth, formulating an action plan for Korean

tor should be encouraged by establishing joint

engagement in development projects in the

public-private programs, which would include

Mekong region is necessary. These engagements

public-private partnerships (PPPs) and other di-

should take place separately in the six major areas

verse formats. To further stimulate exchange in

of cooperation, instead of in an overarching man-

the private sector, the ‘Korea-Mekong Business

ner. As these projects move forward, the so-

Forum’ should continue to be organized. Last but

called Korea Special Fund needs to be set up, so

not least, a system should be arranged in a man-

that Korea can evaluate, from the earliest stages

ner that would bring in more small and mid-size

(feasibility studies), how those funds should be

businesses into the fold.
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Southeast Asian Labor Migration
to Korea: Origin-Country Factors
and Policy Implications
Yoon Ah Oh, Jai-Joon Hur, Daechang Kang, Yoomi Kim,
and Mingeun Shin (December 2012)
ISBN 978-89-322-1404-7 / A5 / 206pp. / USD 7

Like many migrant-receiving countries, South

of research on labor migration from the origin-

Korea has pursued the dual policy goals of re-

country perspective in Korea’s policy and aca-

stricting the inflow of low-skilled workers while

demic circles.

trying to attract and retain highly-skilled work-

A survey of several structural factors of major

ers. Yet after twenty years of labor immigration,

Southeast Asian economies; including their wage

the foreign labor force in Korea is largely made

gaps with Korea, levels of economic development,

up of low-skilled workers whereas the number of

sectoral composition, and labor market conditions;

highly-skilled, professional foreign workers re-

suggest that these countries have strong, although

mains decisively small. Such challenges are com-

varied, incentives to promote labor emigration

pounded by the existence of a large number of

such as reducing unemployment and securing

undocumented migrant workers, which has per-

overseas remittances. Reflecting the importance of

sisted due to complex economic and political rea-

overseas employment and remittances to their

sons.

economies, some countries in Southeast Asia have

This study approaches such challenges faced by

developed policies and institutions to promote

Korean immigration policy makers from origin-

labor migration and protect their workers abroad.

country perspectives with a focus on Southeast

The priorities of labor migration in their external

Asia. Southeast Asia is a major region of origin

economic policy as well as government capacity to

for labor migrants in Korea. Understanding the

promote labor migration in bilateral cooperation

“supply side”— the structural forces and policy

with Korea vary from country to country, but

factors that contribute to labor emigration—will

some countries have come to see Korea as a highly

certainly improve bilateral labor cooperation be-

important destination of their labor migration and

tween Korea and origin countries in the region.

to actively pursue the labor mobility agenda with

By doing so, this study also addresses the scarcity

Korea.
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ence education, such as Thailand, the Philip-

ling the influx of low-skilled migrant workers

pines and Vietnam.

and to increase high-skilled worker migration,
this study of Southeast Asian origin countries
suggest a number of policy recommendations.
First, while Korea needs to strengthen its efforts
to reduce the entry of low-skilled workers and
the number of undocumented workers across
the board, it can better achieve such goals by
concentrating on countries with largest potential impact. Bilateral labor flows into Korea are
highly uneven in their distribution among
countries, so improvement with major labor cooperation partners can have disproportionate
effects on overall foreign labor outcomes. In addition, this will also help diversify the labor
flows from the origin countries, which is another important recommendation this study
makes. The reliance on a limited number of origin countries can lead to an inflexible policy environment with adverse implications for
bilateral labor cooperation. Second, Korea needs
to pay more attention to high-skilled workers
from Southeast Asia. Considering fierce global
competition for talent, Korea is most likely to
secure highly-skilled migrant workers in the
form of foreign students. The close relationship
between Korea and Southeast Asia should work
as an advantage, and Korea could design scholarship and employment programs for Southeast
Asian graduate students based on a brain return
platform where after a period of employment in
Korea they should return home to contribute to
the development of human resources in origin
countries. Attracting foreign talent and graduate students from Southeast Asia needs to focus
on countries with relatively good math and sci063
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In view of Korea’s policy challenges in control-
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Economic Cooperation between
India and Selected Asian
Countries: Current Status and
Policy Implications
Choong Jae Cho, Young Chul Song, Yoon Jung Choi, Woong
Lee, and Hye-Won Jung (December 2012)
ISBN 978-89-322-1405-4 / A5 / 320pp. / USD 12

The center of the global economy has been grad-

The study undertakes comparative analysis of the

ually shifting to emerging economies with devel-

current status of economic cooperation including

oped countries hit hard by the global financial

policies and strategies focusing on trade, invest-

crisis that started in the United States in 2008

ment, and the FTA. In recent years, Japan, Sin-

and the recent Eurozone crisis. Since 2012, the

gapore, and China have been stepping up

GDP growth rates of even those emerging

economic cooperation with India, capitalizing on

economies have been declining; yet, at the same

their comparative advantages and strengths. In

time, the role of emerging economies like India

particular, FDI flows from Japan and Singapore

as the pillar of global economic growth is becom-

to India have been increasing at a rapid pace

ing more important, and so is economic cooper-

since the late 2000s; Japan and Singapore are

ation with emerging economies. According to

ranked India’s 4th and 2nd largest foreign in-

Global Insight, the average GDP growth rates

vestors in terms of accumulated FDI for the pe-

of the U.S, EU, and OECD countries for

riod of April 2000~August 2012, while Korea is

2011~2015 are projected to be 2.4%, 0.9%, and

ranked 13th. Apart from FDI, Japan, the only

1.9% respectively, while that of India for the

country from which India receives ODA(Official

same period is estimated to be 6.7%.

Development Assistance) among the three coun-

The present report seeks to examine economic

tries, has also been actively utilizing ODA to par-

cooperation between India and the three selected

ticipate in large-scale infrastructure projects in

Asian countries, and offer policy recommenda-

India. It has also helped build industrial parks ex-

tions for Korea’s economic cooperation with

clusively for Japanese companies operating in

India. Japan, Singapore, and China are selected

India. In the case of Singapore, the country

for purposes of the present research, given their

signed the FTA with India early on, benefiting

high level of economic cooperation with India.

from long-standing historical ties and a large In-
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utilization of certain provisions of CEPA such as

Singapore has been utilizing state-linked com-

the movement of IT professionals, and co-pro-

panies to enter the Indian market, mainly focus-

duction of audio-visual materials. In addition,

ing on sectors wherein it enjoys comparative

with regard to a provision concerning the open-

advantages. In the case of China, while its invest-

ing of bank branches, the allotted time frame

ment in India has lagged, the country has

would have to be extended.

emerged as the largest trading partner for India.

Third, assistance from the government should be

In addition, it has been playing a significant part

scaled up for Korean investors bound for India

in infrastructure development in India.

to help increase their access to the Indian market.

Based on the analysis of the three countries’ eco-

Korean investment in India has been lagging far

nomic cooperation with India, the following pol-

behind that of Japan or Singapore. Korean com-

icy implications/recommendations are offered

panies need to be more aggressive in penetrating

for Korea’s economic cooperation with India.

the Indian market, for which effective policies

First, it is recommended that bilateral coopera-

are needed. In particular, in order to facilitate the

tion mechanisms between Korea and India be

participation of Korean firms in large-scale in-

enhanced. As in the cases of the three countries’

frastructure projects that have been increasing re-

relations with India, regular high-level meetings

cently in India, Korea needs to formulate its own

need be established. Enhancing the Korea-India

strategies, but without tools such as Japan’s ODA

strategic partnership established in 2010 would

or Singapore’s state-linked companies at its dis-

be a good starting point to upgrade bilateral in-

posal.

tergovernmental mechanisms to a summit level.

Lastly, building industrial parks for Korean com-

Cooperation should not be limited to the central

panies in India could help enhance Korea-India

government level, as cooperation with India’s

economic cooperation. As Korea does not have

state governments should also be further pro-

experience in building industrial parks in India,

moted. In addition to intergovernmental coop-

joint efforts with Japan or Singapore should be

eration, ties between private sectors of the two

given consideration. However, should Korea de-

countries should also be expanded.

cide to go in alone, forming joint ventures with

Second, it is necessary to increase the impact of

India’s state governments or development corpo-

Korea-India CEPA (Comprehensive Economic

rations under state governments would prove to

Partnership Agreement). Tariff concessions in

be wise.

both goods and services need to be increased, as
they are currently lower than those of IndiaJapan CEPA, and India-Singapore Comprehensive Economic Cooperation Agreement (CECA).
To that end, the Korea-India CEPA joint committee would have to play a more active role. In
addition, ways should be sought to expedite the
065
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dian community within the country. In addition,
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How to Promote Economic Cooperation with Resource-abundant
Andean Countries: Focus on
Venezuela, Ecuador, and Bolivia
Kisu Kwon, Jin-O Kim, Misook Park, and Siun Yi
(December 2012)
ISBN 978-89-322-1406-1 / A5 / 290pp. / USD 10

The purpose of this study is to provide sugges-

methodologies, literature review, and the future

tions for the enhancement of economic cooper-

work.

ation between Korea and the resource-abundant

In the second chapter, the importance of eco-

Andean countries including Venezuela, Ecuador,

nomic cooperation with the three countries is an-

and Bolivia. These three countries have been

alyzed, along with political and economic aspects

deemed risky due to political unstability and

of the cooperation environment. Here the three

therefore have remained as a major challenge for

‘values’ that underlie the economic importance of

Korean companies in terms of cooperation de-

these three countries are described: one as a rich

spite their great resource potential.

repository of natural resources, another as a mar-

In this sense, this study offers practical ways to

ket, and the last as target countries for develop-

enhance comprehensive economic cooperation

ment cooperation.

with these three countries that are not limited to

Chapter three is an in-depth analysis of the

resource development cooperation. These in-

mid/long-term national development plans of

clude creating a friendly environment for Korean

the three countries and their priority sectors

companies to encourage their entry into the re-

which have great potential to promote and en-

source development sector of the region, and

hance cooperation. The analysis of the national

building a sustainable model for economic coop-

development plan concentrates on “the Govern-

eration. Also additional emphasis is put on find-

ment Plan 2010-2015(Programa de Gobierno

ing measures to minimize the risks of doing

2010-2015 in spanish)” for Bolivia, “the National

business locally.

Well-being Plan(PNDBV 2009-2013)” for

This report details the objectives outlined above

Ecuador, and “the Simon Bolivar National De-

in 6 chapters. The first introductory chapter lays

velopment Plan 2007-2013(PNDSB 2007-

out the necessity and the purpose of this study,

2013)” and “the Second Socialist Plan of the
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ment, resource development, plant construction,

is found that there is high demand from the Bo-

development cooperation, and institutional co-

livian government for support of plans for the

operation. Based on this analysis, this study pro-

development of its natural gasㆍrailroadㆍelec-

poses some agendas for economic cooperation

tricity sectors, and the electricityㆍpetrochemical

that Korea should be looking at. In particular,

plants sector. The Ecuadorian government has

SWOT analysis is conducted in order to review

made higher education, technology transfer, IT,

those three countries’ environments for the eco-

and transportation infrastructure high priorities.

nomic cooperation.

Lastly, with the Venezuelan government, re-

Finally in chapter six, based on analyses in the

source development, oil refiningㆍgasㆍelectric-

previous chapters, several suggestions are made

ity plant, and common fund raising seem to be

for economic cooperation with the three coun-

promising areas for cooperation.

tries. At the government level, △ building and

In chapter four, specific cases of major countries

strengthening the cooperative network △ pro-

such as China, Spain, India, Brazil, Canada and

motion of partnership for industrialization strat-

the US are analyzed in order to find some impli-

egy △ risk management system construction △

cations for Korea. Firstly, in the area of develop-

reinforcement of cooperation with CAF (Devel-

ment cooperation, an introduction is made

opment Bank of Latin America) △ development

regarding Spain’s support for national develop-

of the triangular cooperation model △ public

ment plans, Canada’s “Think Tank Initiatives,”

awareness or the image improvement efforts re-

Brazil’s economic development experience shar-

lated to Korea are suggested. At the corporate

ing. Secondly in industrial technology cooperation,

level △ utilization of government/public chan-

China’s communication satellite development,

nels △ establishment of strategic partnerships

and also China’s information and communica-

with Chinese companies △ enhancement of

tion sector cooperation are described in detail.

CSR activities △ Hub&Spoke strategy, and △

Thirdly, in resource development cooperation,

diversification of financial methods are proposed.

India-based JSB’s worst practices in the mining
sector in Bolivia and US-based Chevron’s case of
successful CSR (Corporate Social Responsibility) activities in Venezuela are introduced. Lastly
in financial cooperation, Brazil, China and Italy’s
electricity generation business, China’s entry to
the natural resource development sector, and
Korea’s oil refinery construction are presented as
good examples.
Chapter five examines the current state of economic cooperation between Korea and the three
Andean countries particularly in trade, invest067
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Nation 2013–2019” for Venezuela. As a result, it
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Cooperation with the Middle
East after the Arab Spring:
Circumstantial Changes and
Implications
Baran Han et al. (December 2012)
ISBN 978-89-322-1407-8 / A5 / 346pp. / USD 12

The year 2011 witnessed unprecedented political

for Korea. More specifically, we look at how

change in the Middle East. Citizens took to the

Saudi Arabia, Egypt and Libya have fared since

streets in mass protest against deepening poverty,

the Arab Spring and how their major economic

high youth unemployment rates, corruption and

partners, the US, China, Japan, and France have

longtime dictatorship. Tunisia, Egypt, Libya and

reacted to circumstantial change. We then exam-

Yemen underwent regime changes, while there is

ine the nature of economic cooperation between

an ongoing full-fledged civil war in Syria.

Korea and each of the three middle eastern

It remains to be seen whether such political

country,

changes in the Middle East will bring about sig-

Four prominent political and economic features

nificant social and economic transformation. The

seen currently in the Middle East as of 2012 are

Arab Spring seem to have shaken the deep-

identified: contention among preexisting and

rooted patriarchal and Islamic authoritarianism

newly emerging political forces, increased public

that has long been rampant in the region. The

spending, strengthened protections for domestic

civilians of the Middle East could too question

labor force and firms, high unemployment and

the legitimacy of the State and demand political

corruption, and rising regionalism. We suggest

change. The governments in turn are actively ad-

that the Korea focuses on strengthening non-

dressing issues causing social discontent, raising

governmental linkages, reevaluate and revise

wages, and increasing investments for social in-

trade and investment agreements with middle

frastructure in the areas of housing, road con-

eastern countries, and reinforce development co-

struction, education and health and medical care.

operation.

This book summarizes the changes in the Middle East since the Arab Spring from an economic
cooperation point of view and draws implications
068
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Trends in the African
Construction and Plant Building
Market and Implication for Korea
Young Ho Park, Sungil Kwak, Hyelin Jeon, Jong-Moon Jang
(December 2012)
ISBN 978-89-322-1408-5 / A5 / 270pp. / USD 10

Africa is the poorest continent in the world in

losses as a consequence.

terms of public infrastructure. In any country

The increasing measure of political stability and

with functioning public infrastructure, roads

signs of significant economic growth in Africa,

form the backbone of transportation, responsible

coupled with activities in resource extraction

for the 80-90% of movements of people and

market and the increasing influx of infrastructure

goods. In Africa, however, only 20% or so of ex-

development funds from the international com-

isting roads have been paved. The vast majority

munity, have led to the explosive growth of the

of existing railways was laid during the colonial

construction industry on the continent. The

era and is now obsolete, unable to function prop-

growth rate of the construction sector in numer-

erly. Much of its port and airport facilities are

ous African countries hovers well above the av-

similarly outdated becoming, in effect, major ob-

erage economic growth rate. This pattern is

stacles to the continent’s economic development.

especially evident in such resource-rich countries

Particularly conspicuous as well is the absence of

as Angola, Sudan, Algeria, and the Democratic

proper electricity infrastructure. Almost 800 mil-

Republic of Congo. The public investment plans

lion Africans live in the sub-Saharan region, but

of these African states, notwithstanding differ-

the aggregate power generation capacity of the

ences in detail, mostly focus on expanding the

region lags behind the capacity of Spain (with a

social overhead capital (SOC), such as the infra-

population of 45 million). If South Africa is not

structure for transportation and electricity. Oil-

counted in with Sub-Saharan Africa, the region’s

producing countries now actively channel the

power capacity is lowered to the level of Ar-

wealth they have gained from the rise in inter-

gentina. Nearly a quarter of the existing power

national oil prices toward expanding their indus-

facilities are out of order and obsolete. Thirty or

trial infrastructure, fueling the growing demand

so African countries, therefore, experience power

for the development of various plants.

outages on a daily basis, and serious economic

The explosive economic growth of Africa is ex069

Policy Analyses I

pected to continue its trajectory for the time

The most aggressive suitor in pursuit of Africa’s

being with the concomitant rise in the demand

abundant natural resources is China, which has

for construction and real estate development.

effectively come to dominate the African infra-

The Economist has speculated that Africa would

structure development market by promising and

soon outdo Asia in terms of economic growth.

delivering massive amounts of aid. European

Seven of the ten countries that the magazine pre-

companies have mainly led construction in

dicted to achieve the fastest rates of economic

Africa in the past, but the power of Chinese cap-

growth over the next five years (2011-2015) are

ital is now rapidly replacing these traditional

African countries.

leaders. The aggregate revenue that Chinese in-

The rapid growth of demand for public infra-

vestors earned from construction in Africa in-

structure also stems from urbanization. The rate

creased 21 times between 2002 and 2011, with

of urbanization in Africa is well ahead of those

their share of the region’s construction market

in other developing regions. By 2040, the conti-

exceeding 40% in 2011.

nent is expected to boast at least 100 cities with

Notwithstanding the impressive accomplish-

a population of over one million. Another major

ments of China, France still continues to exert

source of the rising demand for infrastructure ex-

major influence over Africa, thanks to the polit-

pansion is resource extraction. As the interna-

ical and economic connections that trace their

tional competition over securing access to greater

origins to the French colonial rule over the re-

reservoirs of natural resources continues to ramp

gion. Africa accounted for 13% of the total rev-

up, the resource extraction market in Africa is

enue that French construction companies earned

booming. With the continued influx of foreign

in 2011. This means that Africa, aside from Eu-

capital, Africa may well grow to produce more

rope, is the biggest market for French construc-

than 30% of all petroleum in circulation world-

tion businesses. These French investors are

wide by 2020. The activity of the resource extrac-

actively expanding their share of the African

tion market has consequently led to growing

market by launching consortia and advertising

demand for the expansion of transportation in-

their sector-specific expertise. They have recently

frastructure, including roads, railways, and port

begun to diversify their portfolio, to include

facilities. It is also fueling the rising demand for

clients in such nontraditional markets as South

the development of plants including power

Africa, Nigeria, Angola, and Kenya.

plants, oil refineries, oil pipelines, and offshore

The United States, along with Europe, has tra-

plants. The International Energy Agency proj-

ditionally played a leading role in the African in-

ects that the public infrastructure development

frastructure market. Its market share, however,

market in Africa, formed and sustained by the

fell from 15% to 5% between 2000 and 2011 due

exploitation of petroleum and natural gas in the

to the increasing vigor with which Chinese in-

region, would grow to USD 2.1 trillion (or USD

vestors have been expanding their presence in

83 billion annually) in total value between 2010

Africa. The United States no longer claims lead-

and 2035.

ership in the transportation infrastructure mar-
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mutual trust between investors and investment-

the petrochemical market in order to take better

seeking governments. In particular, the low sov-

advantage of the comparative advantage it has

ereign credit ratings of most African countries

over that area.

also make it quite difficult for investors to secure

The presence of Japanese businesses can barely

the needed financial resources from the interna-

be felt in the African construction market. Nev-

tional financial market. Long-term financing is

ertheless, since the Japanese government intro-

crucial, however, to the success of public infra-

duced a new policy in 2008 for increasing

structure development projects, as these capital-

support for companies entering the African mar-

intensive projects tend to require much

ket, coupled with the sluggish domestic con-

investment and a long time before they begin to

struction industry and effects of the recent major

yield tangible returns. Africa still lacks the struc-

tsunami earthquake that hit Japan, Japanese con-

tural and systemic conditions to support the fi-

struction firms are increasingly eyeing Africa as

nancing projects it requires. Many of these risks

the next major base of their businesses. The

are more or less repeated in other developing

number and volume of orders that Japanese com-

countries. It would be unwise to be blinded by

panies have secured for the development of

these risks and lose sight of the great potential

buildings and plants in Africa are noteworthy in

for success that Africa has. While one must avoid

their rate of growth, increasing by 2.3 times in

overestimating Africa’s potential, one must also

just one year from 2010 to 2011 to USD 4.26

awaken to the waves of hope and expectations

billion in total.

sweeping across the continent and that demand

The construction market in Africa is still in a

us to eschew our biases against the continent’s

nascent stage and lags far behind the counter-

capability for development. Obstacles and risk

parts in other developing regions. Due to the ab-

factors persist, but the potential of emerging

solute shortage of African companies capable of

African construction market is real and warrants

meeting increasing demand on their own, how-

thoughtful appraisal.

ever, much of the rising demand in Africa now

In light of sizable opportunities that Africa pres-

must be satisfied by foreign and international

ents, this study examines the potential that the

businesses. In 2010, Africa represented 16% of

incipient construction and plant development

the international construction demand, well

market in the region has. This study then iden-

ahead of South-Central America (9%) and

tifies directions that Korean businesses, relative

North America (12%). These indicate ample op-

latecomers to the African boom, may take in

portunities for success from the perspective of in-

order to ensure the success of their endeavors.

ternational construction companies. There are,

The findings and conclusions of this study can

nevertheless, still a number of risks complicating

be summarized as follows.

the prospects of success, including political in-

First, Korean investors may seek and find the fi-

stability, pervasive corruption, inconsistent poli-

nancial resources they need from international fi-

cies of African governments, and the lack of

nancial institutions. With the exception of a few
071
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ket. Instead, it has begun to focus increasingly on
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petroleum-producing countries, most African

tinue to exert significant influence over the con-

countries are suffering from extreme fiscal dep-

struction market in Africa by taking advantage

rivation and are unable to fund development

of well-established political and economic “con-

projects on their own. As most African countries

necting” with these established leaders would in-

have low sovereign credit ratings and present se-

deed be an uphill battle. It is thus crucial to seek

rious risks, it is not so easy to secure the financing

strategic alliances with European companies that

they need in the international financial market,

boast extensive historical and financial presence

either. The chronic difficulty of securing financial

in Africa by launching consortia or organizing

means is the major reason that makes investors

other forms of partnership. Such strategic al-

avoid infrastructure development projects in

liances would allow Korean investors effectively

Africa in spite of the high returns they promise.

to overcome their relative lack of information,

The export credit agencies in Korea thus need to

capital, and experience in the region, and signif-

become more proactive, and enhance financial

icantly mitigate the risks facing new market en-

capacity of Korean companies by securing the re-

trants.

quired financial means in the forms of cofinanc-

Forming strategic alliances is also important to

ing projects with multilateral or bilateral

spreading out the multiple, complex risks Africa

development financial institutions (DFIs). Such

presents by virtue of its political and economic

financing partnerships are especially important

circumstances. Partnership with companies

because Korean financial institutions alone can-

backed by the governments of states that hold

not handle the development projects of the size

significant diplomatic sway over African coun-

and scope that Africa needs. Increasing the net-

tries can help Korean investors to lessen their

work and cofinancing opportunities with these

risks, especially associated with unexpected

international DFIs will be also beneficial because

changes or cancellations of their projects. To this

it will allow Korean investors to make use of the

end, partnership with Chinese companies is also

abundant amounts of information, expertise, and

advised. While Korean investors will have to dif-

experience that these institutions can offer with

ferentiate themselves from their Chinese coun-

respect to Africa.

terparts in the long run, they cannot remain

Second, strategic alliances will also be helpful for

blind to the realistic necessity of forming part-

entering the African market. At present, the

nerships with these rising leaders of the African

African construction market is in effect domi-

construction market. An example of effective

nated by Chinese and European companies.

partnership would involve a consortium between

Backed by massive amounts of financial and cap-

Korean and Chinese companies in which differ-

ital assistance from the central Chinese govern-

ent partners handle different aspects of the proj-

ment, Chinese companies almost exclusively in

ect, such as designing and engineering,

their ability to meet the new demand across

technology, financing, and construction. Korean

Africa for construction and development proj-

contractors of construction projects may also

ects. Former European colonial states also con-

consider hiring Chinese subcontractors.
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increasing, among others, the amount of ODA

Africa include major players in resource extrac-

to 0.7% of the gross national income of each con-

tion. Multiple petroleum companies have estab-

tributing state, the World Bank is expected to ex-

lished their presence in oil-producing African

pand the scope and range of the loans it provides

countries. These corporations are in effect the

significantly. Loans from the African Develop-

main source of the rising demand for various

ment Bank (AfDB) may not be comparable to

construction and development projects. Cooper-

the loans from the World Bank in amount, but

ation with these international petroleum compa-

they provide intensive support for the develop-

nies will allow Korean investors to take better

ment of core infrastructure, including power

advantage of the growing demand for the devel-

plants, waterworks, public sanitation, transporta-

opment of petrochemical plants and other com-

tion, and communication. While the number of

ponents of the expanding petroleum infrastructure.

development projects in Africa backed by fund-

Also, Korean investors need to consider securing

ing from multilateral development banks

loans from multilateral development banks. Over

(MDBs) is steadily rising, Korean investors make

the last 12 years, from 2000 through 2011, Africa

almost no use of such increasing financial sup-

was the second-largest regional recipient, after

port. Ever since Korea began to provide ODA

Central-South America, of World Bank loans,

for Africa, it has so far secured only a single proj-

receiving USD 160 billion or 21% of all the loans

ect supported by a World Bank loan for Africa.

provided during the period. In terms of the num-

While Korean investors have secured six loans so

ber of loans provided, Africa claimed triple the

far from the AfDB, the total amount of those

number of loans provided for South Asia or 30%

loans amount is a relatively small USD 137 mil-

of the total number of loans the World Bank

lion. The procedures for securing MDB-backed

provided. The World Bank provides financial

projects tend to be quite complex and time-con-

means for various projects in social infrastructure

suming, and the dearth of records of Korean in-

building for eradicating poverty, funding devel-

vestors working on such projects only adds to the

opment projects in the areas of energy, trans-

difficulty of securing such projects. MDBs, how-

portation, public sanitation, and so forth. Loans

ever, are appealing sources of financing in that

for energy development represent the biggest

success in an MDB-backed project can more or

share (22.5%) of all loans provided, attesting to

less guarantee continued, secure relations with

the poor status of electricity infrastructure in

the given MDB for some time to come. MDB-

Africa. The World Bank will continue to provide

backed projects are also attractive because they

increasing amounts of loans for Africa in the

minimize the risks of corruption. In addition,

coming years, as part of the increasing official de-

MDBs guarantee payments for construction

velopment assistance (ODA) the region will be

projects and carry no foreign exchange risks.

attracting.

Therefore, in order for Korean investors to ben-

With the international society resolved to

efit from MDB loans, it is vital to establish a

achieve the Millennium Development Goals by

comprehensive and integrated service system
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that can systematically collect, analyze, and pro-

is the need to build and maintain an effective

vide information on pertinent MDB projects for

network of human exchange. The African mar-

Korean investors. Furthermore, it may also be

ket entails high levels of uncertainty, unpre-

useful to form a pool of experts on MDBs to en-

dictability, and risks. Close working ties with

courage Korean companies, investors, and partic-

officials of African governments and clients are

ipants in MDB projects to share their experience

therefore vital for securing development projects

and information. In particular, an important pre-

in the region. Most African countries remain un-

condition for effective access to MDB-backed

familiar markets for Korean investors. It is there-

infrastructure project market are: good grasp of

fore strongly recommended that the Korean

MDB inner workings, policy, procedures, and

government facilitate these investors’ activities in

project cycles. This means that Korean investors

the region by forming and fostering active ex-

need to participate as consultants from the very

change with representatives of local governments

beginning of each project they want to secure, in-

and clients.

cluding its preparation. Participation in the
preparatory stage will enable these investors to
contribute to the decision of the project’s purposes, characteristics and the related components, thereby allowing them to develop a
workable blueprint regarding the requirements
of the project, including the services and equipment it needs.
Equally important is the need to form a network
of exchange and information with other countries. The MDB-backed projects involve the submission of development and project plans from
each participating country, MDB approval, and
bidding. Networking with MDBs and recipient
countries from the first phase of this process will
help Korean investors gain greater information,
and thus strengthen their chances of winning the
bids. The bidding information announced on the
Internet is already too public and obsolete according to experts. A well-functioning network
with the officials of MDBs and recipient countries will be crucial to collecting the information
necessary to draft effective project proposals.
Another key factor that must not be overlooked
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The Current Situation of
Marketization in North Korea and
Prospects on a Change of Its
Economic System
Hyung-Gon Jeong, Byung-Yeon Kim, and Suk Lee
(December 2012)
ISBN 978-89-322-1409-2 / A5 / 226pp. / USD 10

The changes taking place in North Korea’s po-

Economic Reform Measures” this year. The ad-

litical, military and economic aspects since Kim

vances in marketization is likely to lead to weak-

Jong-un came to power, are drawing the world’s

ening of state control of North Korean

attention. In particular, as the Kim Jong-un

authorities. In addition, the spread of markets

regime places greater emphasis on the economy,

suggests the high possibility of transition to a

there is growing international interest as to

market economy, which occurred previously in

whether the new economic measures will bring

socialist states in Eastern Europe and China.

about positive changes in North Korea. Current

Most of the existing studies on estimations of

policies of the North bear many startling resem-

market scale in North Korea depended on sur-

blances to reform policies of past socialist coun-

veys, involving North Korean defectors. These

tries. At present, the time might not yet be ripe

surveys can be distorted by the economic and so-

for predicting North Korea’s full transition to a

cial bias of the defectors, or by macroeconomic

market economy. However, the Stalinist state has

data which can be inappropriate to estimate the

been placed in an abnormal situation where a

informal economy of the country. As a result of

planned economy and markets coexist in the

these distortions, there appeared a significant gap

country. As it is not likely that the socialist

between the estimations through surveys and

planned economy would prosper in such a situa-

macroeconomic data. This study utilized the

tion, for North Korea, the transition to a market

“2008 Census of Population of DPR Korea” in

economy is almost inevitable.

an attempt to overcome the limitations of such

This report studies the marketization of North

data.

Korea and seeks to forecast the possibility of

Through an analysis of census questions, the

change in its economic system in commemora-

study found that almost 83 percent of the North

tion of the advent of the new Kim Jong-un

Korean population are involved in household

regime and the tenth anniversary of the “July 1st

economic activities, most related to raising of
075

Policy Analyses I

vegetables, livestock or poultry. This participation

states share similarities in that their former gov-

rate in household economic activities can be

ernments remained unchanged or they retained

deemed the same or very similar, in the least,

a government even after a new system was intro-

with that of informal economic activities. The

duced. North Korea is similar in that it has a po-

study also found that the rate is affected by in-

litical structure unfavorable for reforms, hence,

come and other market-related variables.

the North is likely to follow in the footsteps of

Additionally, this research studies further the re-

the CIS states. Also, North Korea has an unfa-

lationship between the progress of marketization

vorable initial condition in that the level of eco-

and the pace of transition to a market economy.

nomic development at the early stage of transition

According to this study, at the early stage of tran-

is low. However, what is more significant is how

sition, the two factors reveal a positive correla-

the North sets up a favorable environment for re-

tion, but turns into a negative correlation as time

form with given initial conditions and how ac-

passes. In the case were the informal economy is

tively and efficiently it promotes its reform.

small, there tends to be an official institution, ro-

Fortunately, North Korea is situated in the most

bust governance and low corruption in place,

dynamic geoeconomic location in the world,

thus leading to a rapid transition. In contrast, in

where neighboring countries like South Korea,

the case of a large informal economy, households

China and Russia can play a positive role in sup-

or businesses, which benefited from the informal

porting Pyongyang to step forward toward tran-

economy, tend to be at the forefront of introduc-

sition to a market economy. This is a critical

ing a change towards capitalism. In addition, a

moment for Pyongyang, and Seoul, along with

large informal economy facilitates businesses at

the international community, in moving forward

the early stage of transition. These effects, how-

to assist North Korea in a bid to bring about bet-

ever, disappear with time. Therefore, it is impor-

ter and faster reforms.

tant to come up with polices to promote
transition in the early stages.
The study goes on to divide 27 transition countries, including China and Vietnam, into three
groups, into outstanding, fine and poor reform
groups, through discriminant analysis based on
the outcomes of economic reforms over the past
two decades. According to the discriminant
analysis, North Korea fell into the poor reform
group. Most of the countries in the same group
with North Korea belong to the Commonwealth
of Independent States (CIS) which had strong
planned economies and whose states showed a
slow transition to market economies. These
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Searching for a New Way in the
American Economy after the
Crisis
Bokyeong Park et al. (December 2012)
ISBN 978-89-322-1410-8 / A5 / 242pp. / USD 10

The global financial crisis of 2008 prompted the

terests.

United States to reassess its whole economy as

It is certain that after the financial crisis there

well as financial markets. Numerous studies sug-

was a shift in the economic policy stance of the

gest that the reason for the crisis should be found

United States. In summary, the pre-crisis dereg-

not simply at financial malfunction, but more

ulation and strategic-interest-first policy turned

fundamentally at structural elements. This study

into re-regulation and economic-interest-first.

aims at making an assessment on whether the

Specifically, it started to move the focus on the

post-crisis economic policies have been re-

revival of the manufacturing away from the fi-

aligned to remedy its structural flaws and funda-

nancial or service industry, and to consider prac-

mentally reform the economy.

tical benefits such as export and job creation

Until the global financial crisis after the 1980s,

more than geo-political or strategic aspects in the

the economic policies were oriented toward

trade policy. Also, instead of financial deregula-

deregulation, notably at the financial industry.

tion or innovation which was a cause of the fi-

Internally, the growth of the service industry

nancial crisis, it chose tighter regulation and

such as financial services was regarded to be pos-

supervision on risky financial transactions.

itive and natural from the comparative advantage

However, those policy re-alignments should not

perspective. As well, the United States was not

be overstated. The change in the policies is hard

alerted to the loss of competitiveness in stale

to assess as formation of a new paradigm or a

manufacturing industries, and instead paid atten-

fundamental shift. In that sense, the policy

tion only to the rise of knowledge- or innova-

changes after this financial crisis are different in

tion-based industries. Externally, although it

nature from those after the Great Depression

adopted measures such as the FTA to open part-

which were certainly a fundamental shift. One of

ner’s markets more, it tended to put an emphasis

the reasons for this difference is that the recent

on strategic aspects more than its economic in-

crisis was not so destructive as the Great Depres077
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sion of the 1930s. Another reason might be

But now the politics of the United States is char-

found at the difference in political circumstances.

acterized as polarization which means widening

In the wake of the Great Depression, the ideo-

divergence in political ideology. This polarization

logical gap among political parties rapidly nar-

leads to a fierce political confrontation hindering

rowed so that it created a political environment

requisite reforms.

for a comprehensive economic transformation.
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In Search of New Economic
Path of Japan in the Post Global
Financial Crisis
Sung Chun Jung et al. (December 2012)
ISBN 978-89-322-1411-5 / A5 / 378pp. / USD 12

During the seven years from 2002 to 2008, Japan

taneously to attain fiscal sustainability and insti-

had experienced economic boom and expected

tutional soundness in each system. Fourth, we

that it could recover from the so-called “lost two

have analyzed Japan’s trade and FDI policy and

decades”. Japan’s hope, however, was dashed

assessed it. Finally, we have reviewed Japan’s new

when the global financial crisis disrupted the en-

energy policy which is being given form after the

tire global economy in 2008. Since the global fi-

Fukushima nuclear power accident. We espe-

nancial crisis, the Japanese economy has suffered

cially focused on Japan’s nuclear power policy,

from economic downturn and the Japanese gov-

new and renewable energy policy and structural

ernment has been trying to come up with policy

reform in the electric power industry. In the

responses to maintain economic growth. This

paper, we have also suggested some policy impli-

paper provides some information as to the efforts

cations for Korea in each policy issue.

the Japanese government has made to fight
against the economic turmoil caused by the
global financial crisis.
In the paper, we have reviewed Japan’s five urgent
policy issues. First, we examined the continuously diminishing competitive edge in Japan’s
manufacturing sectors. Second, we have surveyed
negative effect of the downsizing domestic market and the government’s efforts to expand domestic demand by developing new growth
industries, such as green and life industries.
Third, we have reviewed Japan’s efforts to reform
the tax system and social security system simul079
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Financial Supervisory and
Regulatory Reform of the
after the Global Financial Crisis
Yoo-Duk Kang, Kyuntae Kim, Tae Hyun Oh, Cheol-Won Lee,
Hyun Jean Lee, and Hee-Yul Chai (December 2012)
ISBN 978-89-322-1412-2 / A5 / 260pp. / USD 10

Financial Regulation and Supervision at the EU

pervisory arrangements should concentrate not

level has been implemented with the formation

only on the prudential of individual firms but

of the European Single Market. In the 1980s,

also on the macro-prudential, and furthermore,

there was a significant increase in the number of

there are increasing need for a more integrated

cross-border financial transactions as free capital

financial supervisory institute as the more effi-

movement within the EU territories, mutual

cient measure to supervise the integrated Euro-

recognition of regulation and the supervisory re-

pean financial market. ESRB (European Systemic

sponsibility of the host country were established

Risk Board) is the product of these considera-

as the principles of the EU internal financial su-

tions, an institution responsible for the macro-

pervision. However, blind spots in financial su-

prudential oversight of the financial system

pervision have been consistently pointed out as

within the EU. Simultaneously, the European

large banks, which operates beyond one member

Supervisory Authorities (ESAs) were estab-

country and set of problems, resulted from mis-

lished, which oversees such areas including bank-

match between the financial integration and ter-

ing, securities, and insurance and pension. In

ritorial boundaries that appeared. Therefore,

other words, even though financial supervision is

there have been increasing need for harmonizing

still in the competence of member states’ author-

different financial regulations among member

ities, ESRB has rights to issue strong recommen-

states.

dations or alerts. In addition, ESRB can participate

Institutional limitations have been made clear on

in the decision-making process in details of reg-

the EU financial regulation and supervision in

ulations at large.

the response to the European sovereign crisis. As

The perception that loose financial regulations

a result, the demands are increasing for reforms

had caused the global financial crisis has been

on financial supervision. In particular, new su-

widespread. Many countries moved towards re-
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on the ECB.

also developing methods for financial regulation

EU’s financial reformation has the following im-

at the EU-level, in order to regulate the credit-

plications for Korea. First, macroprudential su-

rating institutions and to introduce an EU-wide

pervisory activities and policies should be

financial transaction tax. Recognizing the mixed

reinforced. Second, the supervisory authorities

interests among business categories and disso-

should strengthen their cooperation system.

nance within the EU member states clearly

Moreover, Korea should search for a systematic

shows that such financial reform is yet unfin-

framework to protect financial consumers. In

ished. However, the fact that the EU and the

terms of financial regulations, financial stability

member states have developed their agreed-upon

should be considered, while maintaining flexibil-

financial regulations into a global agenda

ity in speed and the level of adoption of the

through G20 meetings should be emphasized.

global trend in financial regulations. Considering

At the EU and national levels, regulatory author-

that EU’s financial regulations tend to develop

ities are implementing or planning reforms of in-

into a global agenda, Korean authorities should

stitutional arrangements for financial supervision.

make their stance and insist on Korea’s position

In spite of integrated supervision and regulation

through international financial consultative bod-

at the EU level, EU Member States still retain

ies such as the G20 or the IMF.

enforceable supervisory power. Recent developments in supervisory structures in the EU Member States are as follows: (i) a tendency towards
further enhancement of the role of national central banks in supervisory activities; (ii) a consolidation of information-related synergies between
central banking and prudential supervisory function in the case of the single supervisory authority.
The euro-area crisis triggered the move towards
a banking union. The ‘doom loop’ linking sovereign and banking credit condition has been correctly identified as a key transmission channel
that needs to be addressed to prevent further deterioration so that eventual improvements can be
envisaged. The creation of a single supervisory
mechanism, deposit insurance system and clearing system is an important move that will complete the creation of a European banking union.
The first step is the creation of the Single Supervisory Mechanism with a central role conferred
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Policy Analyses I

inforcing their financial regulations. The EU is

Policy Analyses I

12-41

Ways to Improve Korea’s ODA
Policy Derived from European
Experience
Deok Ryong Yoon, Bokyeong Park, Yoo-Duk Kang, Yul Kwon,
and Eun Jung Kang (December 2012)
ISBN 978-89-322-1424-5 / A5 / 198pp. / USD 7

In this paper, we try to draw notable implications

general economic and political factor or not. An

and find ways to improve Korea’s ODA policy by

integrated ODA policy that pursues not only a

analyzing the system of European countries, who

simple quantitative increase in ODA but also an

have accumulated experience and knowledge

internal maturity such as enhancing country’s

over a long period of time.

stature, political and economic democracy, and

Chapter 2 examines the variation of EU Mem-

civil society is required.

ber States’ ODA spending and studies the factors

In Chapter 3, we carry out a comparative analysis

that determine the size of ODA. According to

on aid management system of European coun-

the results of the analysis, we were able to con-

tries and find implications for Korea. Through

clude that the impact of temporal changes in po-

studying France, Austria, and Portugal’s case, we

litical and economic state on ODA size is

realized that assistance enforcement integration

insignificant. For this reason, it is likely that the

brings in enhanced ability to enforce and synergy

decline in ODA following recent European re-

effect via improving cost-efficiency, preventing

cession and contraction is temporary. On the

overlapping businesses, and combining similar

other hand, if we take into account that income

ones. Hence, according to such finding, it seems

level and long-term paradigm of government op-

advisable to reform Korea’s ODA policy to “di-

erations are significant factors, the pressure

vision of policy and integration of implementa-

within Europe to achieve 0.7% ODA/GDI tar-

tion” form. This seems to be the most feasible

get ratio can be expected to continue. Thus, it can

and segmentation problem solving measure con-

be said that an increase in Korea’s ODA reflects

sidering Korea’s ODA size, operating system,

country’s economic, political, and social advance-

and characteristics of aid types.

ment. However, we still need to check whether

Chapter 4 is about drawing political direction

abrupt quantitative expansion corresponds to

and improvement method for promoting ODA
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(EU’s support to East Germany, the EBRD ’s as-

ence. European countries’ Country Partnership

sistance for the system transformation of East-

Strategies (CPS) course of actions are closely

European bloc, and the support for East-European

linked in the following order: general plan, en-

bloc to join EU.) Among these cases, support for

forcement plan, and budget plan. And its’ multi-

East-European bloc to join EU, in specific, sug-

year plan is established considering mid- to

gests implications on how South Korea can pro-

long-term characteristics of ODA project.

vide assistance to North Korea in case it

Therefore, in order to increase the effectiveness

ultimately aims for the unification. The most

of ODA as European countries and manage the

fundamental task of unification is to narrow

ODA projects systematically, we need to estab-

down the gap between the two countries’ produc-

lish mid-to long-term ODA rolling plan through

tivities and institutions to a certain level. How-

performance-based budget allocation and we

ever, we should not forget that the satisfying of

should also take a step to allow rolling over resid-

convergence condition does not depend only on

ual budget.

North Korea but that both sides of Korea need

In Chapter 5, we try to find lesson for Korea by

to take a responsibility.

studying the system transformation case of Europe
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European ODA Policy and
Korea-EU Development

Chongsup Kim et al. (December 2012)
ISBN 978-89-322-1425-2 / A5 / 480pp. / USD 15

The purpose of this research is to explore and ex-

development policy. Hence constructing infra-

amine Korea’s future role and direction that

structure and the strategy of development aid

Korea must take with regards to Official Devel-

policy which are related to long-term vision of a

opment Assistance (ODA), at the global level.

nation’s development are presented as the basic

To search for Korea’s development cooperation

task. Moreover Korea should search for improve-

plans, the research commences by clarifying in-

ments of ODA policy from two aspects: a) to es-

ternational trend of ODA Policy; furthermore

tablish ODA policy management system since

the policy and system of EU and experience of

Korea is still at the beginning stage as a donor

major EU donor countries are introduced and

country, and b) to arrange plans to actively coop-

analyzed.

erate with international community.

The amount of ODA for international develop-

The recent international consensus agreed to in-

ment cooperation has gradually increased; the

crease the ratio of ODA/GNI by 0.7% however

ratio of ODA/GNI in 2011 was 0.13%, in 2012

Korea’s current ODA scale does not even reach

the ratio has increased to 0.15%, and the target

the average scale of OECD DAC which is 0.5%.

is to reach 0.25% by 2015. Korea has achieved

Furthermore continuous increase of relatively

the development process in a short period and is

early-planned ODA budget is essential. Thus at

presented as an emerging donor of ODA in in-

this point, the task establishing the basis of policy

ternational arena, though the absolute scale is

and ODA support system as well as enhancing

small.

its efficiency are immediately requested.

Since Korea became a member of OECD DAC

Case studies of advanced donor countries’ devel-

in 2010, Korea is planning to expand the scale of

opment cooperation have already been intro-

ODA as well as to improve ODA both qualita-

duced and organized in many research papers

tively and quantitatively in order to advance the

however this research delves into each different
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phasized. Since Korea is now an emerging donor,

into several groups; moreover it examines the

establishing aid model and policy direction is

joint ODA policy of EU that is shared between

greatly needed. In addition, when we consider

European countries, to show how Korea should

that donor countries have been closely cooperat-

arrange international cooperation plans.

ing with each other through various forms for

Since Europe has many experiences and knowl-

the past ten years, Korea should recognize that

edge gained from vast years of ODA enforce-

developing measures for cooperation with inter-

ment, Europe’s ODA system analysis and policy

national society is vital and urgent.

management will be utilized as a guide for Korea

This book is composed of 11 chapters: 10 chap-

to set up concrete directions of aid policy and im-

ters including introduction and implication for

provements that are necessary. Unlike other con-

Korea as a conclusion. Chapter 1 briefly explains

tinents, Europe had already constructed aid and

the background of research, followed by the

support related network with recipient countries,

scope and structure.

tangible and intangible infrastructure since colo-

Chapter 2 covers the development process of

nial period. Moreover through along history, Eu-

ODA in international society, its’ current status

rope has gone through many trials and errors

and trend analysis as well as individual charac-

which led to continuous effort to make an im-

teristics of donor countries. Aid-related issues

provement and thus built know-hows. As Korea

that are discussed in international organizations

is at a very beginning stage of ODA policy, Eu-

and academic circles are further examined and

rope can provide many issues and answers from

alternatives are proposed, along with direction of

their experience; hence we expect to minimize

ODA policy development in international soci-

trial and error.

ety. Through such analysis, we aim to understand

Another urgent task for Korea is measures for

the position of ODA policy adopted by EU and

cooperation with international aid community.

European countries and implication for Korea

As is generally known, Millennium Develop-

regarding possible policy direction.

ment Goal (UN MDG) –the Millennium Dec-

To a certain extent, Chapter 3 and Chapter 4 are

laration- was adopted by the UN in 2000. The

outlines of European countries’ general aid policy.

Declaration is based on the international consen-

As mentioned before, although EU is the main

sus that rather than one-off or short-term aid

aid agent it also reflects the member countries’

project, a medium and long term master plan

opinion towards aid, which places EU in unique

should be the basis that satisfies the actual needs

position. At the same time EU plays a leading

of recipient countries. In order to achieve such

role along with USA as it suggests ‘standard’ for

goal, systematic and comprehensive aid support

development aid policy, since EU represents the

is asked for instead of independent aid at indi-

standpoint of the member countries.

vidual-level by donor countries; thus the impor-

Furthermore EU is responsible for adjustment of

tance of mutual assistance and cooperation with

joint policy between member countries hence it

international development organizations are em-

is helpful to understand the general flow and di085
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characteristics of European countries, divided
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rection of each different policy. EU is also con-

community’; it reflects common grounds of Eu-

sistently transforming according to the develop-

ropean countries but different views on history,

ment of international aid policy and EU’s

foreign relations, understanding economy, culture

expanding authority due to deepening of eco-

and tradition. The characteristics of aid policy

nomic integration. From this aspect we can say

and its’ operation also differ thus analysis on in-

that EU’s ODA management system and policy

dividual country took place.

direction will have important implications for

To conclude, after having analyzed each coun-

Korea’s ODA policy establishment.

try’s aid policy, advantages and disadvantages of

Chapter 4, EU’s Green ODA Policy is also an-

each aid system, Chapter 11 gives implications

other topic that is related to general European

for Korea and possible policy proposals. As an

donors’ position. Sustainable development is the

emerging donor, Korea does not have enough ex-

new paradigm in international arena and is re-

perience or know-hows in aid; furthermore

cently stated as an important target in relation to

Korea still lacks concrete aid system and has

ODA. When considering aid, EU and member

somewhat abstruse policy direction therefore it

countries are increasing their portion in environ-

is necessary to establish clear and systematic pol-

ment, conservation of nature, actions against cli-

icy as soon as possible. Korea should utilize its’

mate change and protection of living things, etc.

position as a new-comer and adopt advanced

From the recipients’ point of view, although they

donors’ advantages whilst complement their dis-

agree to such principles it is difficult for them to

advantages so that it can be applied to Korea’s

play an active role as they have a fixed idea of

conditions.

trade-off between environment and growth; thus
the recipients show reservations when it comes
to actual operation of policy. Considering such
aspect, Green Growth concept as a strategy in
pursuit of growth proposed by the Korean government appears to be compelling.
From Chapter 5 to Chapter 10, case study analysis of each country chosen by the research team
is presented: Germany, France, UK, Sweden,
Italy and Spain. European donors that are member countries of EU represent 55-60% of international development aid thus Europe is the
most important donor area. The majority of European aid is conducted through seven main
agents (EU and 6 member countries), which are
the subject of this research. The common European acknowledgement is ‘diversity within a
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Economic Development Strategy
in China Coastal Area in
Transition: Challenges and
Implications
Wook Chae and Suyeon No eds. (July 2012, in korean)
ISBN 978-89-322-3060-3 / A5 / 234pp. /USD 10

This volume is a collection of presentations made

dustries in Guangdong, Shandong, and Greater

at the KIEP international seminar, “Economic

Capital Economic Zone that includes Beijing,

development strategy of China’s Eastern Coastal

Tianjin and Hebei province.

Region during the transition period” in Novem-

This latest volume contains analysis of economic

ber, 2011. The first part entitled, ‘Industrial re-

development and current issues involving Chinas

structuring and sophistication’, analyzed today’s

coastal regions, along with appropriate response

shifting industrial structure and concomitant

measures for business people, researchers, and

problems in Liaoning, Jiangsu, and Zhejiang

policy makers. It is expected that this collection

provinces. The second part entitled, ‘New growth

will enhance our understanding and eventually

engines by Regions,’ elaborates on regional eco-

promote greater cooperation with China.

nomic development strategies and strategic in-
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2011 KIEP Visiting Scholars’
Paper Series

Chang Kyu Lee ed. (October 2012)
ISBN 978-89-322-3061-0 / A5 / 426pp. / USD 15

The Korea Institute for International Economic

among internal and external institutions and en-

Policy (KIEP) was founded in 1989 as a govern-

rich competence in regional studies. This pro-

ment-funded economic research institute. It is a

gram cultivates close network and promotes

leading institute focusing on international re-

cooperation through sharing of research out-

gional studies with strong cooperative relation-

comes and information among eminent scholars

ship with the world’s leading research institutes.

and experts of regional studies. ‘KIEP Visiting

The Center for Emerging Economies Research

Scholars’ Paper Series’ is an accomplishment of

(CEER) has been enforcing visiting fellows pro-

this program that enabled higher understanding

gram since 2008 in an effort to vitalize exchange

of international regional studies.
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Korea and East Asia in a
Changing Regional and Global
Environment
Heung Chong Kim, Sung-Hoon Park, and Rudiger Frank eds.
(December 2012)
ISBN 978-89-322-3062-7 / A5 / 228pp. / USD 10

This book is the outcome of the international

enna, 28-29 April 2011. It covers three areas:

conference “Korea and East Asia in a Changing

changes in economic, security and develop-

Regional and Global Environment” held in Vi-

ment/ODA.
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Financing Regional Economic
Integration and Functional
Cooperation for Northeast Asia:
A Multilateral Financial
Institution for Northeast Asia
Lee-Jay Cho and Chang Jae Lee eds. (December 2012)
ISBN 978-89-322-3063-4 / A5 / 185pp. / USD 7

The Northeast Asian region, despite the recent

three major countries of China, Japan and Korea

changes in political leadership in the major coun-

are heavily dependent on energy imports and are

tries of China, Japan, Korea and Russia, is still

highly vulnerable to energy crisis, Northeast

one of the most dynamic economic centers of the

Asian region needs to realize the importance of

world. With its own capital resources and ad-

cross border infrastructure developments. Fi-

vancing technology along with enormous re-

nancing requirements for the necessary cross-

sources in Russia and Mongolia, and productive

border infrastructure are likely to be large, and a

linkages to the Pacific and North America, the

regional financial institution is a key to meeting

region continues to play a pivotal role in the

that financing need.

global economy.

This volume, fourth in the series of proceedings

Even with the phenomenal economic growth in

volumes titled, Financing Regional Economic

the region in recent decades, regional security

Integration and Functional Cooperation for

and stability has been fragile, mainly attributable

Northeast Asia: A Multilateral Financial Insti-

to the geopolitical conditions resulting from the

tution for Northeast Asia, presents the results of

Cold War era. Northeast Asia is one region of

the project implemented in 2012 to develop a re-

the world where a formal regional institutional

gional institutional arrangement for financing

mechanism comparable to the European Union

cross border infrastructure developments and

or ASEAN has yet to be developed.

thereby regional economic integration.

Yet, it is crucial for the Northeast Asian countries
to continue to promote region-wide cooperative
projects. The northeastern part of China, North
Korea, Mongolia, and the Russian Far East together constitute an area that is well-endowed
with natural, energy and human resources. As the
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Key Development Needs in
Southeast Asia and Priority
Sectors of Korean ODA
Yul Kwon, Taeyoon Kim, Jaeho Lee, and Yoomi Kim
(December 2012)
ISBN 978-89-322-1420-7 / A5 / 198pp. / USD 7

The enormous potential for growth possessed by

Diplomacy, the ASEAN - Republic of Korea

Southeast Asia, widely touted as the next rising

Commemorative Summit, and the Korea-

market, has not gone unnoticed by the interna-

Mekong Foreign Ministers Meeting. However,

tional community. Eleven states including ten

an effective utilization of limited developmental

member states of ASEAN (Association of

finances requires a systematic and comprehensive

Southeast Asian Nations) plus East Timor com-

approach to aid; centered on ‘priority countries’

prise the region; with much social, cultural, po-

and areas for cooperation; in order to raise the

litical, and economic diversity; as well as

effectiveness of Korean ODA policy. Accord-

variations in sizes of their respective economies

ingly, this study undertook a quantitative analysis

and levels of development. The region also faces

of developmental needs of Southeast Asia, iden-

challenges regarding development including in-

tifying areas with higher levels of need for devel-

come gaps, human development, industrializa-

opment, and suggests measures for implementing

tion, and expansion of infrastructure. There are

programs for cooperation accordingly.

movements to bolster efforts to achieve eco-

The five Southeast Asian countries analyzed in

nomic integration, with the goal of integrating

connection to development cooperation include

the entire ASEAN community by 2015. There

two countries at the early stage of development

are also challenges most notably on the reduction

(Cambodia, East Timor) and three middle-tier

of the development gap between CLMV coun-

countries (Vietnam, Indonesia, and Philippines).

tries and the others in ASEAN.

These countries were designated as priority

The Korean government has made reduction of

countries for development cooperation, all selected

poverty and development gaps in the region its

on the basis of their high potential for economic

priority, and has worked hard to resolve these is-

growth and developmental needs. Important in-

sues through such channels as the New Asian

dicators such as the Global Competitiveness
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nificant role in boosting agricultural production

ronmental Performance Index, and the FAO

in Southeast Asian countries.

Agricultural Index were utilized in calculating

This paper is largely based on the quantitative

the development gap between the subject coun-

analysis of the countries and areas of assistance;

tries and states in higher levels of development.

and focuses on Korean assistance toward South-

The calculated results were then used to evaluate

east Asia in four areas including agriculture/rural

the needs of the recipient countries and Korea’s

development, infrastructure, education, and cli-

aid capacity.

mate change/environment.

The analysis of development needs by country

In agriculture and rural development, Korea

using the above framework revealed that, any dif-

should formulate a package program for cooper-

ferences between the subject countries were

ation with strong links between different projects,

slight. Instead, the subject countries were in great

within a framework of an overall, mid-to-long-

need of development in economic infrastructure,

term rural development plan. It should be based

education/training, technology and ICT. This

on Korea’s advanced agricultural technology and

had a lot to do with the fact that most pressing

development experience and with active utiliza-

need for development needed was in infrastruc-

tion of regional cooperative bodies in Southeast

ture such as transportation, energy, and commu-

Asia.

nication, which is a common theme that shows

Second, the demand for develop was found to be

up regarding developing countries. Concomi-

the highest in infrastructure and regional devel-

tantly, this means that economic infrastructure

opment, which would require building an oper-

should be given precedence in Korea’s develop-

ational plan based on strategic packaging of

ment projects in the region.

projects. This necessitates policy approach that

Yet construction-heavy projects undertaken at

incorporates dialogue, loans, technology cooper-

the request of recipient states often produces

ation, private sector knowhow and utilization of

negative effects that must be shored up by in-

funds; and creates an urgent need for a feasibility

creasing the number of participants and scope of

study tailored to EDCF projects and a system for

aid; through action such as integration of cred-

follow-up management.

its/grants and public-private partnerships. Assis-

Third, since human resource development has

tance in areas where Korea possesses a comparative

been one of great issues for achieving ASEAN

advantage as education/training, technology and

community by 2015, Korea can contribute to

ICT; should be given serious consideration.

making up for what ASEAN lacks such as train-

Korea could also take advantage of its experience

ing skilled labors and upgrading education sys-

in green growth and green technologies, by pro-

tem, which should be aligned with those by other

viding assistance in climate control and environ-

international donors.

mental protection. In addition, with agriculture

Fourth, climate change/environment represent

being an area where Korea was found to have a

an area where Korean technology and experience

great deal of aid capacity, it could play a very sig-

can come into active play. This can be put to
095
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Index of the World Economic Forum, the Envi-

ODA Regional Studies

good use in increasing assistance to Southeast

quantitative analysis to reflect the characteristics

Asian countries through programs in environ-

of each country and provide a detailed descrip-

mental protection/climate change suited to their

tion of the development capacity of recipient

respective levels of development.

states. The challenge for the future will include

This study is a significant one in that it was able

building a more systematic analytical model by

to identify the main areas for development co-

factoring in analysis of Korea’s comparative ad-

operation by analyzing quantitatively the eco-

vantages that can contribute to the reduction of

nomic circumstances and development gaps in

development gaps with respect to the recipient

Southeast Asia It also revealed the inability of

states.

096

2012 Summaries of Research Report

Policy Analyses I 12-38

ODA Regional Studies

12-02

Key Development Needs of
South Asia and Priority Sectors
of Korean ODA
Choong Jae Cho, Yoon Jung Choi, and Young Chul Song
(December 2012)
ISBN 978-89-322-1421-4 / A5 / 268pp. / USD 10

South Asia, one of the poorest regions of the

education and training, technology and ICT, the

world, is an important partner for Korea in de-

environment, and agriculture; based on the sec-

velopment cooperation. While South Asia is

toral pillars of the Global Competitiveness Index

home to 23% of the world’s population, per

and the Environmental Performance Index

capita GDP of the region stood at a meager US$

(EPI) of the World Economic Forum, and agri-

1,402 as of 2011. As such, the region has been

culture-related data of the Food and Agriculture

receiving increasing amounts of official develop-

Organization (FAO).

ment assistance (ODA) from the international

The report then ranks priority sectors while con-

community including from Korea. Against this

sidering development needs of recipient coun-

background, the present study seeks to identify

tries and Korea’s aid capabilities. For example,

priority sectors for Korea’s ODA to South Asia

sectors in which both the development needs of

through quantitative analysis, and provide policy

recipient countries and Korea’s aid capabilities

recommendations.

are high are ranked “no. 1”, followed by sectors

For purposes of the present study, Pakistan,

in which the development needs of recipient

Bangladesh, Sri Lanka and Nepal which are

countries are high, but Korea’s aid capabilities are

Korea’s main ODA recipients in the region are

relatively low (no.2), and then sectors in which

selected. The study then paired each South Asian

the development needs are low, yet Korea’s aid

country with a comparable country based on in-

capabilities are strong (no.3). Lastly, sectors in

come levels and development stages for compar-

which both the development needs and aid ca-

ative analysis which, in turn, identified development

pabilities are low are placed in the “aid to be de-

needs of recipient countries and Korea’s aid ca-

ferred” category. Priority sectors (no.1) identified

pabilities. The report also identifies 9 priority

for each country are as follows: infrastructure, ed-

sectors, i.e., institutions, health, infrastructure,

ucation and training, health, technology and ICT

market efficiency, financial market development,

for Pakistan; infrastructure, education and train097
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ing, technology and ICT for Bangladesh; infra-

ODA towards South Asia be designed according

structure, technology and ICT, education and

to development stages and needs of each South

training for Sri Lanka; and infrastructure, edu-

Asian country. There are significant differences

cation and training and health for Nepal.

in terms of income level and development chal-

The present report goes on to suggest appropri-

lenges among South Asian countries. For exam-

ate programs by country and sector by applying

ple, while Sri Lanka’s per capita GDP amounts

Korea’s ODA model to the aforementioned pri-

to US$ 3,000, that of Nepal stands at a mere

ority sectors. For Pakistan, the report recom-

US$600. In addition, Korea’s ODA should take

mends programs aimed at building power

into account the growth potential of the region

infrastructure, industrial clusters, and green en-

and countries with high growth rates. The report

ergy for the infrastructure sector; for education

also recommends that emphasis should be laid

and training, training programs for skilled labor,

on maximizing the effectiveness of ODA proj-

and vocational training; and for heath, modern-

ects. To that end, efforts should be made to im-

ization of public hospitals in focal areas of each

prove aid efficiency and sustainability. Also, there

region. For Bangladesh, it has been identified

is a need to reduce fragmentation and increase

that for the infrastructure sector, programs for

linkages among ODA projects, and take a pro-

building industrial clusters, developing light and

gram-based approach. Moreover, it is essential to

heavy industries, and power infrastructure could

increase the ownership of recipient countries and

be explored; for the technology and ICT sector,

improve harmonization with the international

installation of wired and wireless broadband, and

community.

nation-wide computer networks; and for educa-

Lastly, the study recommends that an aid con-

tion and training, training programs for skilled

sultative body for South Asia be established, fo-

labor. For Sri Lanka, suggested programs include

cusing on Korea’s main development partners in

those relating to the building of free economic

the region such as Pakistan, Bangladesh, Sri

zones, green cities, and green industries in the in-

Lanka and Nepal. Such a mechanism would pro-

frastructure sector; and in technology and ICT,

vide opportunities for Korea not only to partici-

waste treatment and management, and green

pate in the SASEC (South Asia Sub-regional

R&D infrastructure. For Nepal, the report rec-

Economic Cooperation) program, a sub-regional

ommends programs for building multi-purpose

initiative for development cooperation in South

dams, airports, historical and cultural cities in the

Asia, but also to make it possible for Korea to en-

infrastructure sector; training programs for

gage with India which does not receive ODA

skilled labor in education and training; and the

from Korea on development cooperation with

establishment of emergency medical care systems

other South Asian countries.

in the health sector.
The present study offers the following recommendations for Korea’s ODA policy towards
South Asia. First, it recommends that Korea’s
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Analysis on Latin America’s Aid
Demand and Suggestions for the
Priority Sectors
Kisu Kwon, Jin-O Kim, Misook Park, Ju Young Lee, and Siun Yi
(December 2012)
ISBN 978-89-322-1442-1 / A5 / 298pp. / USD 10

In recent years, the relatively high incomes

aid demand of the region. Out of thirty-three

achieved by countries in Latin America have

Latin American countries, seven countries are se-

ruled them out as partners for development co-

lected as priority countries for cooperation in-

operation. However, 30% of its population still

cluding El Salvador, Honduras, Paraguay, Bolivia,

lives under the poverty level, while both income

Ecuador, Peru, and Colombia. Among these

disparity and rural-urban disparity remain high,

seven countries, four of them(El Salvador, Hon-

which point to a high demand for development

duras, Paraguay, Bolivia) are lower-middle income

cooperation. Therefore this study conducted a

countries and the other three countries(Ecuador,

quantitative analysis to identify priority sectors

Peru, Colombia) belong to upper-middle income

and suggest sectoral plans for the official devel-

category. Major development indicators of the

opment aid (ODA) toward Latin American

seven countries are compared with those of

countries.

higher-income countries and this gap is defined

This study is composed of six chapters. Follow-

as aid demand. Also the indicator gap between

ing the introductory chapter, chapter two ana-

Korea and the said countries are accounted for

lyzes

development

in order to assess the feasibility of the develop-

cooperation of the Latin American region. For

ment aid. Based on these demands and feasibility,

more effective analysis, we take into considera-

priority sectors selected are infrastructure, envi-

tion the region’s political and economic situation,

ronment, education and ICT. Among these four

progress in MDG(Millenium Development

sectors, sectoral analysis is conducted in the fol-

Goals) and related achievements, and possible

lowing chapter for three sectors with the excep-

benefits for the region. Lastly, based on this

tion of infrastructure, as the infrastructure sector

analysis, environment of the development coop-

requires huge capital and it is sometimes not ap-

eration of the region.

propriate for the development aid as it involves

In chapter three is a quantitative analysis of the

complex economic interests. In education, voca-

the

environment

for
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tional training is selected as the priority sector as

ICT Convergence ④ taking the initiative in the

demand for this sector is relatively high within

Forum for East Asia-Latin American Coopera-

the region.

tion (FEALAC) ICT cooperation program are

In chapter four, three priority sectors out of the

proposed.

four mentioned in chapter three were examined
in detail in terms of its cooperation status and its
implications. In particular, this chapter probes
the national development plans of the seven
countries in order to examine their demand for
development cooperation in environment, vocational training, and ICT sector and thereby proposes some policy implications for Korea.
Chapter five scrutinizes the major projects that
Korea worked on in the priority sectors, including performance and the problems.
Finally, chapter six makes some suggestions in
environment, vocational training, and ICT sectors in order to promote development cooperation.
In the environmental sector: ① enhancement of
the country’s image in environment ODA ② educational programs for environment protection
and the diversification of supporting areas ③ expansion of cooperation with the regional development banks ④ triangular cooperation are
suggested. As for the vocational training sector:
① more active vocational training in the donor
country’s strategic industries ② foundation of
Korea-Chile industrial technology training center ③ empowerment of the teachers in vocational
training ④ cooperation between companies and
aid agencies ⑤ collaboration with the regional
development banks of the region are suggested.
Lastly, in the ICT sector: ① foundation of
Korea-Latin America ICT cooperation forum
and fund raising ② establishment of ICT R&D
Think Tank Initiative in Latin America ③
Korea-Latin America industrial cooperation on
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Analysis on Africa’s
Development Needs and
Korea’s Sectorial Plan for ODA
Young Ho Park, Sungil Kwak, Jisun Jeong, Jong-Moon Jang,
and Hyelin Jeon (December 2012)
ISBN 978-89-322-1423-8 / A5 / 234pp. / USD 10

The total amount of official development assis-

aid alone. Rather, it requires such “software” com-

tance (ODA) that South Korea has made to

ponents of support for the development of

Africa, including grants and loans, exceeded

Africans’ own capabilities, which is just as im-

USD 450 million as of 2010. Despite the impres-

portant.

sive growth in the quantity of ODA funding, not

Another important agricultural issue that war-

much detailed analysis has been done on the

rants attention is food processing technology.

quality of Korean ODA projects in Africa. The

Most countries in Africa presently lack adequate

quality of Korea’s ODA for Africa can be en-

processing facilities and are thus compelled to

hanced once we identify which areas or sectors

export raw crops, relying heavily on imports for

of development cooperation Korea should focus

highly processed food products with higher

on in providing them.

added value. It is thus necessary to support and

In recognition of this growing need, this study

foster the growth of an agricultural processing

identifies the four core areas of development co-

industry in Africa, by providing help in develop-

operation between South Korea and Africa in

ing requisite training centers and processing in-

light of Africa’s needs and Korea’s capacity to

dustry clusters. This will lead to more jobs and

provide. It also makes a series of proposals on

higher incomes for Africans and an increasing

how to increase and execute ODA for each area.

volume of exports from the continent.

First, in agriculture, Korea should focus primarily

Increasing support for the expansion of agricul-

on enhancing technical cooperation and capabil-

tural infrastructure, including microirrigation fa-

ity development in Africa given the state of agri-

cilities, also needs to be considered. The vast

cultural development on the continent and

majority of farms in Africa still rely solely on nat-

Korea’s assistance capacity. We must heed the

ural rainfall for irrigation and thus are extremely

historical lesson that agricultural advancement in

vulnerable to droughts. In order to ensure the

Africa will simply not happen through material

stability of agricultural production, it is of para101
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mount importance to develop facilities and sys-

environmental policy control. Most African

tems of reliable water supplies. Otherwise, at-

states not only lack adequate capability for envi-

tempts to introduce enhanced varieties or new

ronmental management, but are also far less

agricultural techniques would end in vain. Given

aware of the critical nature of environmental

the present conditions of agriculture in Africa

problems than countries in the developed world.

and the limited development assistance that

Korea may provide not only material support but

Korea can provide, Korea should concentrate on

also such “software” forms of support as consult-

supporting the expansion of microirrigation fa-

ing on policy, systems, and organizations; in ad-

cilities that can be achieved at a relatively smaller

dition to transfer of technology. The Korea

cost.

International Cooperation Agency (KOICA)

This approach will require Korea first and fore-

and the ministry of environment now provide a

most to make a precise and scientific assessment

human resources development program that in-

of farming conditions in Africa. The status of ir-

vites officials and participants from developing

rigation varies greatly in Africa from country to

countries to Korea to learn about Korea’s experi-

country or region to region. Some regions boast

ence with environmental policy and technology.

rich reservoirs of water resources, such as lakes

It is thus important to recognize the comprehen-

and rivers, and can easily benefit from installation

sive nature of impacts that environmental prob-

of irrigation facilities. Others, however, lack the

lems can have on poverty, and expand the range

requisite natural conditions to make the expan-

and scope of assistance accordingly.

sion of irrigation systems effective or feasible.

At the same time, it is equally important to pro-

Another important factor accountable for

vide aid for the development of potable water

chronic shortages of food supplies in Africa in-

supplies by digging more wells and installing

volves postharvest losses (PHLs). The lack of fa-

more waterworks. Being deprived of these facil-

cilities to store harvested crops forces African

ities, Africans are forced to drink polluted water,

farmers to sell their crops at very low prices im-

which leaves them more vulnerable to various

mediately after harvesting, and to purchase food

waterborne diseases. Koreans have so far actively

supplies at much higher prices during hard times.

supported digging communal wells, developing

In addition, because much of the crops in Africa

master plans for water resources development,

are harvested when their water content reaches

and implementing systems for monitoring water

20-30%, they are especially susceptible to vermin

quality. These projects have yielded significant

prevalent amid heavy rainfalls during the harvest

results. Korea now needs to take the success of

season. In order to minimize these postharvest

these projects to the next level and expand the

losses, it is crucial to provide a greater number of

range of assistance to include the development

storage facilities for African farmers.

of waterworks and other such facilities. As a ma-

Second, Korea can also benefit Africa by direct-

jority of Africans have difficulty finding clean

ing its ODA toward enhancing the continent’s

sources of potable water near their neighbor-

capability for environmental management through

hoods, it is urgent to develop waterworks that
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essential for the support of pro-poor and sustain-

their communities and workplaces.

able growth, as it would contribute greatly to

The accelerated pace of population influx into

economic and social development by cutting the

urban and surrounding areas has led to the for-

costs of production and logistics. Lacking these

mation of mass slums. It is impossible to provide

crucial public goods, Africa has struggled for

residents of these slums with reliable supplies of

decades with the elusive goal of development.

water without expanding the existing network of

The problem is made worse because almost 40%

waterworks and without expansion of systems for

of the entire population of Africa is concentrated

treating wastewater and garbage. The rapid pace

in the fifteen or so inland countries. While nu-

of urbanization in Africa has led to frequent

merous governments in Africa have sought to

flooding of populated areas by wastewater and

promote the development of public infrastruc-

refuse. The absolute shortage of facilities for

ture, their attempts have come up short so far due

treating wastewater and waste materials compels

to overwhelming financial difficulties. While

residents to discharge trash into nearby river sys-

these governments desperately try to secure

tems or leave them on the street. These, in turn,

greater amounts of private capital and invest-

have directly led to deterioration of public sani-

ments, their efforts have not been successful ex-

tation and health. The accumulating piles of

cept in telecommunications, due to relatively

trash in the streets create ripe conditions for the

shorter payback periods and higher return rates.

spread of numerous contagious diseases. Korea

Projects for developing roads, railways, harbors,

boasts advanced technologies for the disposal of

airports, and power facilities tend to entail longer

waste materials. In particular, Korea is well

payback periods and greater risks, and thus do

known for its technologies and systems for in-

not have as much appeal to foreign investors.

cineration, solid waste disposal, and waste mate-

With the exception of a handful of countries,

rial recycling. The quality of Korea’s wastewater

most countries in Africa have low sovereign

treatment facilities and filters is on par with that

credit ratings, which makes it all the more diffi-

of systems found in other advanced countries.

cult for their governments to secure adequate

Moreover, Korea has experience of successfully

funding in the international financial market.

undertaking wastewater and material treatment

Given these grim obstacles facing Africa today,

projects in Southeast Asia, China, and the Mid-

it is unreasonable to expect the Korean export

dle East, providing these countries with conces-

credit agency to single-handedly handle public

sional loans from its Economic Development

infrastructure development on that continent. It

Cooperation Fund (EDCF).

would be wiser to expand the range of financial

Third, Korea can also channel its ODA toward

assistance for public infrastructure development

developing and expanding public infrastructure

in Africa through co-financing with other insti-

in Africa. Public infrastructure is almost nonex-

tutions worldwide with ample experience and ex-

istent in Africa, and figures directly into continuing

pertise, such as the multilateral development

poverty on the continent. Public infrastructure is

banks (MDBs), bilateral development finance in103
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can bring clean water from faraway locations into
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stitutions (DFIs), and the like.

schools and industries, and a curriculum that re-

Another key issue is overcoming the chronic

flects actual demands of their society. Up until

shortage of electricity by developing new and re-

now, the assistance that Korea provided for

newable energy and expanding transmission net-

human resources development in developing re-

works. Of the sources of new and renewable

gions was mostly confined to “hardware” support,

energy, the most feasible for development in

involving the provision of building materials and

Africa at present is solar energy. Solar energy is

learning equipment required to establish training

preferred because, once installed, it incurs little

centers. In order to achieve sustainable and par-

additional or overhead costs. The Korean gov-

ticipatory economic growth in Africa, however,

ernment has recently provided EDCF loans for

it is more important to ensure that human re-

the development of sunlight power plants in

sources in the region are developed in a way that

Mozambique and Ethiopia. Korea needs to build

actually serves local needs. To this end, it is nec-

upon its experience of successful ODA for en-

essary to provide training programs and employ-

ergy in Africa by extending the benefits to other

ment services based on an accurate measurement

African states. Assistance for energy develop-

of demand in the local labor market.

ment should also include support for the expan-

Another important issue in this regard is the

sion of transmission networks. Not only does

need to develop and train instructors with suit-

Africa lack proper power plants, but it also suf-

able qualifications. While assistance for the con-

fers from an absolute shortage of infrastructure

struction of job training centers is very important

that can reliably deliver electricity to households.

to improving Africans’ access to quality career

Korea has so far provided EDCF loans for the

education, assistance for the development and

development and expansion of transmission net-

training of well-qualified instructors forms the

works in Tanzania, Ghana, and Ethiopia.

basic foundation that is key to ensuring sustain-

Last, but not the least important, is the need to

able and autonomous growth of the region’s

provide increasing support for the development

economy. In the same token, while the provision

of human resources, which is crucial in ensuring

of financial and other forms of support for the

economic growth and the end of poverty in

training of instructors at individual job training

Africa. The essentials for the sustainable and

centers is important; a more effective solution

comprehensive development of a society include

will be achieved only by developing a system for

not only the quantitative expansion of its work-

training of instructors at the national level.

force, but also the enhancement of the quality of

Interuniversity partnerships will also help

its labor. Korea can help Africa by providing

strengthen African countries’ capacity for higher

need-based job training programs and support

education. Leading institutions of higher learn-

through academic-industrial collaboration. In

ing in Africa, such as Addis Ababa University of

order for graduates of such training programs to

Ethiopia, the National University of Rwanda,

find suitable work, it is vital to provide them with

and the University of Lagos of Nigeria, may be

opportunities through close collaboration of

partnered with universities in Korea for strength-
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as part of their corporate social responsibility

conducting joint research on agriculture, science

(CSR) campaigns. The status of PPPs over

and technology, information and communication

ODA projects in Korea, however, still lags far be-

technology, and environmental protection. Joint

hind that of PPPs in other developed countries.

research will not only enhance the capabilities of

Diversifying and strengthening mechanisms of

African universities, but can also help improve

PPPs over ODA projects in Africa will bear

regional expertise and sustainability of Korea’s

fruitful results for the public and private sectors

ODA system in the long run. In other words,

alike, helping companies find new markets in

Korea can gain greater information and knowl-

Africa on the one hand, and helping Africa

edge for dispatching specialists, providing policy

achieve meaningful development on the other.

consulting, and making other ODA-related de-

As ODA projects are mostly funded from public

cisions through partnerships with local universi-

coffers with taxpayer money, it will be crucial to

ties in Africa.

ensure that participating companies and busi-

As discussed so far, this study identifies four core

nesses do not use these projects for mere profit-

areas of development cooperation between Korea

making purposes. In other words, it is necessary

and Africa. In order to support all the projects

to introduce systematic performance monitoring

demanded as a result of the analysis of this study,

mechanisms so as to make sure that PPPs in

it is crucial to foster effective public-private part-

ODA projects help fulfill overarching goals of

nerships (PPPs) by encouraging active participa-

ending poverty and ensuring sustainable devel-

tion of the private sector in public development

opment.

projects. It is impossible to meet the develop-

Another important factor that must not be neg-

ment needs of Africa and ensure its sustainable

lected is the need to avoid or minimize the over-

development with governmental ODA alone.

lapping of support for the same projects, or the

Advanced donor states have been diversifying the

fragmentation of assistance, by keeping record of

channels of PPPs since the early 1990s to pro-

not only the recipient states’ needs and Korea’s

vide more effective and advanced solutions for

ODA capability, but also the forms and details

the problems of Africa. Having become a donor

of assistance from other bilateral or multilateral

country relatively late, Korea still relies largely on

aid organizations. In addition to avoiding con-

governmental funding and initiatives for its

centration of assistance in certain projects or sec-

ODA projects. In order to strengthen the effec-

tors, it will also be important to maximize the

tiveness of aid, secure new sources of funding for

effectiveness of assistance by providing budget

development, and spread out risks, the Korean

support, or forming silent partnerships with

government needs to make greater efforts to en-

other contributing organizations or states, in

list private sector participation - in terms of cap-

light of the division of roles among the donors

ital and expertise - in its ODA projects.

and recipients involved.

Inspiringly, an increasing number of Korean

To this end, Korea should no longer rely exclu-

companies are taking interest in ODA projects

sively on bilateral, project-type assistance, but di105
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ening postsecondary education in Africa and

ODA Regional Studies

versify the modalities of the aid it provides, to in-

established, Korea may provide EDCF loans

clude budget support, programs, and other effi-

through its Export-Import Bank for the devel-

cient forms of assistance. The Paris Declaration

opment of waterworks and offer free grants for

and the Accra Action Plan, motivated by the

technical cooperation geared to developing req-

need to increase the effectiveness of ODA, also

uisite human and organizational resources in the

stress the necessity of aligning the modalities of

recipient states.

aid with the needs and systems of recipient coun-

This study takes a sector-by-sector approach in

tries. The specific projects that this study sug-

recognition of the pressing need to improve the

gests in the four core areas of cooperation -

quality of the ODA Korea provides. Its motive

agriculture, environmental protection, infrastruc-

and aim notwithstanding, this study is limited in

ture development, and human resources devel-

terms of the methodology, as it has limited to

opment - can be arranged and combined so that

identifying the core areas of cooperation and due

the required support may be provided not only

to its failure to prioritize areas of cooperation re-

as projects, but also as programs. For instance, in

quired for each African state. Follow-up research

the area of waterworks development, Korea may

will therefore be necessary to provide in-depth

help African states develop master plans by pro-

analysis of each African state’s needs for devel-

viding policy consulting through knowledge

opment cooperation.

sharing programs (KSP). Based on the plans thus
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A Study on Priority Areas and
Programs for Korea’s Aid for
Trade
Hosaeng Rhee, Insoo Kang, and Siwook Lee (December 2012)
ISBN 978-89-322-2316-2 / A5 / 194pp. / USD 7

Korea, the first OECD DAC member who had

not result from Korea’s well-established AfT

prior experience of the benefits of ODA, also

policies and strategies. Korea’s AfT has not been

witnessed the dramatic effects of trade on eco-

in line with the Aid Effectiveness Principles in

nomic growth and poverty reduction. In other

many respects. The first challenge for Korea in

words, Korea is the only official donor country

enhancing the effectiveness of its AfT, is to es-

that experienced the impact of ODA’s from a re-

tablish frameworks and strategies for its AfT

cipient’s perspective as well as the effects of trade

policy .

on poverty reduction. Such experience sets Korea

This study draws out priority areas and programs

apart from other advanced donor countries, and

for Korea’s AfT in formulating Korea’s AfT

an increasing number of less developed countries

strategy paper. A survey of Korean experts in in-

regard Korea’s experiences as an attractive bench-

ternational economic issues was carried out, and

mark in their efforts for economic development

‘building private production capacity’ and ‘trade

and poverty reduction. However, it should be

development’ were identified as Korea’s AfT pri-

kept in mind that Korea’s experiences do not

ority areas, while 8 AfT programs were marked

necessarily guarantee the effectiveness of Korea’s

out as Korea’s priority programs. Out of the 8

aid for trade (AfT). Up to now, it is hard to say

AfT programs, this study looked at 4 programs

that Korea’s AfT has met the needs and expec-

in detail including: ① Special economic zone for

tations of partner countries and the international

export promotion ② Trade promotion organiza-

aid community.

tion ③ Trade finance system and ④ Customs

In the 2000s, Korea’s AfT has increased very rap-

system. How to design and implement each pro-

idly, and the AfT/ODA ratio has turned out to

gram is investigated in this study. Great emphasis

be very high compared with those of other donor

was put on program-based approaches and the

countries. However, these accomplishments do

program as a ‘package’ of related projects.
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12-02

International Cooperation for
Industrial Development: Issues,
Challenges and Future Directions
Jongil Kim and Mikyung Yun (December 2012)
ISBN 978-89-322-2317-9 / A5 / 302pp. / USD 12

Industrial development is crucial for sustainable

scope and issues in terms of development coop-

growth of developing countries. However, it has

eration for industrial capacity building and ex-

been neglected in development cooperation due

plores the current activities of international

to experiences of failed development policies

organizations and major donor countries. Based

after the World War II and a critical stance to-

on these discussions, the current status of Korea’s

ward industrial policy in the academia. However,

assistance related to industrial areas is evaluated.

the rapid growth of emerging industrialized

The study

countries has rekindled interest in the role of

concludes by recommending promising pro-

government in industrial development. Recently,

grammes related to industrial capacity building

the G20 Seoul Summit recognized the impor-

and suggests the direction and tasks for develop-

tance of effective development and strengthening

ment cooperation.

industrial capacities of poor countries to combat

This study recommends that Korea invest more

poverty in the long run. As a country that

effort in developing concrete programmes at the

achieved rapid development based on industrial

intermediate level of industrial capacity building,

competitiveness, Korea may possess comparative

such as technology, human resources, financial

advantage in building industrial capacity of de-

system, and trade facilitation. Korea should focus

veloping countries in various areas of develop-

on building technical and managerial capability

ment cooperation.

of the manufacturing sector in lower middle-in-

This study investigates the issues in development

come countries in Asia and Latin America. The

cooperation for building industrial capacity to

promising programmes could be found in the

elucidate promising areas for Korea. In addition,

area of promoting global value chain participa-

it proposes the direction of ODA in industries

tion, which could stimulate increased trade

and challenges in assistance, to ensure their ef-

among recipient countries and also foreign direct

fectiveness. In particular, this study discusses the

investment into those countries.
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To make cooperation more effective, first, the in-

needed to resolve the fragmentation of assistance.

dustrial capacity building programmes should be

Therefore, cooperation in this area should ac-

planned at the inception/designing stage of CPS,

tively utilize the currently available policy re-

which will enhance the alignment of pro-

sources in public and private organizations. Fifth,

grammes with industrial development strategies

the programmes should be designed so as to in-

of recipient countries. Second, Korea should se-

duce the participation of the private sector, par-

lect promising programmes to focus on, to assure

ticularly the business sector. It will enhance the

a significant and sustained impact. Third, closer

overseas CSR activities of firms and elicit expert

cooperation between industrial policy consulta-

inputs from firms into ODA programmes. Fi-

tion, capacity-building programmes, and hard-

nally, greater effort should be devoted to

ware construction projects is required. Fourth, a

strengthening the effectiveness of training and

more systematic and specialized cooperation is

consulting activities.
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12-03

International Cooperation for
Financial Sector Development

Jaiwon Ryou, Sangyong Joo, and Hongyul Han
(December 2012)
ISBN 978-89-322-2318-6 / A5 / 222pp. / USD 10

Financial development is a necessary condition

plains much less of the variation in financial ac-

for economic development. However, the cur-

cess for low and lower middle income countries.

rent state of financial development in most de-

At a given income level and financial depth, use

veloping countries is rather striking. Over half

of financial services varies significantly across

of the world’s adult population do not use for-

countries. This suggests a potentially important

mal financial services to save or borrow. This is

policy challenge. That is, ODA in finance must

especially true for those who live at the poverty

be directed towards improvements in financial

level, and without access to formal financial

access in poor countries.

services, their ability to build wealth, increase in-

Economic stability and effective contractual and

come and manage uncertainty is seriously re-

informational frameworks are crucial for an in-

stricted.

clusive financial system. To create a deep, effi-

Well-functioning financial systems provide sav-

cient and stable financial system, however, the

ings, credit, payment, and risk management.

government’s role is very important. Govern-

Without inclusive financial systems, poor people

ments have an important role in building long-

must rely on their limited savings to invest in

term financial institutions and making financial

things like education or setting up small busi-

markets function properly. In this respect, it is

nesses. Therefore inclusive financial systems that

worth exploring how the financial system has

help poor people and other disadvantaged

evolved in Korea, which achieved surprisingly

groups in this regard do would be very beneficial,

rapid industrial development with strong gov-

contributing to improvement of income distri-

ernment support.

bution and economic growth. As expected, the

Korea’s experience in financial development can-

degree of financial access is higher in economies

not be separated from the government. It is

with higher national income as measured by

well-known that, since the early 1960s, the Ko-

GDP per capita. However, national income ex-

rean government was directly involved in allo111
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cating credit for the purpose of fostering rapid

lyzed. Based on those analyses together with

industrialization and export expansion. From the

Korea’s own experiences, a uniquely Korean fi-

early 1980s to the currency crisis of 1997, how-

nancial ODA strategy can be derived. Strategies

ever, various attempts were made towards finan-

should also reflect what recipient countries

cial liberalization. Even if the government did

wants from Korea. Also, it is important to find

not completely abstain from interventions in the

where Korea’s comparative advantage lies.

financial markets, many attempts were made to

This report examined potential strategies for

lift government control over financial institu-

Korea’s financial ODA and provide three main

tions. But deregulation in the absence of appro-

areas for ODA; fostering financial markets, sup-

priate laws and institutions essential to a truly

porting development finance, and building fi-

liberal financial system would serve as an impor-

nancial infrastructure. First, fostering financial

tant cause of the 1997 currency crisis. At that

markets is the most basic step, especially for

time, the necessary institutional infrastructure

poor economies. Sub-areas in this category in-

was not firmly in place. The post-crisis period

clude enhancing financial accessibility, increas-

has seen a series of reforms based upon so-called

ing savings, and developing capital markets.

‘global standard.’ The key lesson from Korea’s

Second, supporting the development finance

experiences was that institutions simply trans-

will probably be the most wanted area for recip-

planted from abroad may not function as expected

ient countries who wish to share with the expe-

due to differences in stages of development and

riences related to Korea’s development strategies.

local specificity. This lesson also applies to many

The sub-areas include development finance, ex-

developing economies.

port finance, SME finance, microfinance pro-

In principle, the financial ODA to developing

grams. Third, programs related to building

countries should be designed to fit the circum-

financial infrastructure could be focused on the

stances of the recipient country. Policy alterna-

education of financial experts, the establishment

tives should be differentiated in accordance with

of a financial supervision system, and the coop-

recipient countries’ demands. For example, pol-

eration with international organizations.

icy options should reflect whether the recipient

Overall. this report presents a total of 10 chal-

country wants enhancement of basic financial

lenges which are potentially important for

access, fostering development finance, or open-

Korea’s financial ODA strategy. Proposed action

ing financial markets. It is necessary to develop

plans and initiatives can be organized, depend-

step-by-step ODA programs based on the de-

ing on the development stages and demands of

mands of respective recipient countries in dif-

recipient countries. For example, for the country

ferent stages of financial development.

whose per capita income is very low and with a

Another consideration is that Korea is taking its

wide range of people not served by financial in-

first steps in the financial ODA program. First

stitutions, improving financial access will be a

of all, international norms and guidelines as well

priority. Meanwhile, for the (middle income)

as the existing ODA practices need to be ana-

country wishing to develop the manufacturing
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combine institutional/technical support with di-

on development finance and export finance

rect funding, and putting them into practice ef-

might be more effective.

fectively.

In fact, the ODA to developing countries is generally of a diverse nature. The ODA program is
typically divided into institutional/technical
support and direct funding. Institutional/technical support includes building financial infrastructure,

financial

sector

reforms,

and

step-by-step financial development plans. Direct
funding is a form that is closer to the original
aim of the ODA. Because extensive and complex financial issues are interconnected, however,
direct funding may have only limited impact.
Nevertheless, the focus of financial ODA should
not be limited just to consulting, training and
education. There is a need to select diverse programs for enhancing financial access, microfinance, development finance, export finance, via
small but direct funding. In this case, it is recommended to follow a more practical approach,
through cooperation with recipient country governments and local NGOs.
This report examined comprehensively the financial circumstances of developing countries
and ODA-related challenges in light of Korea’s
experiences. However, there are smaller systematic studies on financial ODA strategies and in
fact, this report listed several menus on programs simultaneously. In the future, it is necessary to review closely individual programs
conducted by other countries and international
organizations, and sort out selective programs
suited to the characteristics and development
stages of recipient countries. In other words, the
focus of Korea’s financial ODA will be on how
to select country-specific programs and how to
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12-04

International Cooperation for
Agricultural Development

Yoocheul Song and Jeongbin Im (December 2012)
ISBN 978-89-322-2319-3 / A5 / 218pp. / USD 10

Development assistance of international society

Especially, Korea’s advanced agricultural tech-

in the agricultural sector and rural areas plays a

niques and experience in successful rural devel-

vital role in the economic development process

opment in the process of its overall economic

of developing counties. The alleviation of poverty

development provide a successful role model that

and starvation through agricultural and rural de-

most developing countries want to learn from. So

velopment is an important policy challenge that

international cooperation and development as-

has to be resolved in most developing countries.

sistance in the field of agriculture should be ac-

It is mainly because three-fourths of the total

tively pursued, as they have higher possibility of

population are rural residents and two-thirds of

success than any other areas. In this regard, Korea

their total population is engaged in agriculture.

has to reinforce development assistance in the

Based on these facts, the United Nations (UN),

agricultural sector in efforts to enhance its posi-

Organization for Economic Cooperation and

tion globally.

Development (OECD) and other international

The active pursuit of development assistance to-

organizations are emphasizing the importance of

ward developing countries with effective policy

development assistance in the agricultural sector

tools and strategies could ultimately be the most

of developing countries. Major developed coun-

important direction in enhancing national recog-

tries as donors of Official Development Aid

nition and stature in the international society.

(ODA) have recently focused on supporting the

Top donors of ODA like the United States, Ger-

developing countries in terms of development as-

many, France and Japan are improving their na-

sistance for improving the quality of life of rural

tional recognition and stature by strengthening

residents, by enhancing the agricultural produc-

various agricultural and rural development coop-

tivity and promoting rural development rather

eration programs, to meet the demand of ODA

than providing simple food aids.

in the agricultural sector of developing countries
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agricultural productivity and grain self-suffi-

However, current agricultural development co-

ciency, technology distribution system, technical

operation of Korea through ODA has several

support for after the harvest, Rice Processing

problems in terms of scale, method and systems

Centers (RPC); installation of community-

of aid. First, the scale of support by ODA in the

based, small processing facilities and food pro-

agricultural sector is still very small even though

cessing factories. Third, promising cooperation

it is a growing trend. In particular, the grant-type

programs in the livestocks industry are as follows:

aid for international agriculture cooperation has

support for milk production facilities, slaughter

focused on short-term projects such as invita-

and fresh meat facilities, Livestock Processing

tion/training and seminars because of its small

Center (LPC) and installation of daily process-

scale of operations. Also, the effectiveness of de-

ing facilities. In addition, the Saemaeul Move-

velopment assistance in the agricultural sector is

ment, which was a vital part of the Korean

often diminished because of the various agents

experience in agricultural and rural development,

involved in agriculture development cooperation;

can be a very useful role model for developing

as well as lack of systematic coordination among

countries.

projects and developing countries in develop-

However, the most import point in achieving

ment assistance. In other words, Korea’s current

successful cooperation for agricultural develop-

development assistance system in the agricultural

ment assistance is to discover the promising co-

sector has the same problems as other areas such

operation programs which are suited to specific

as the disjointed nature of performing authorities

circumstances in the recipient countries. To do

for development assistance, lack of sustainability

so, we need to examine thoroughly the charac-

and linkage of projects, and aid oriented towards

teristics of a recipient country and the status of

one-off or short-term projects.

its agricultural infrastructure such as the degree

The main objective of this research is to find

of economic development, character of the re-

promising development cooperation programs

gion and population, characteristics of agriculture

for the agricultural sector in developing coun-

and rural areas, climate or water management sit-

tries. First, aid projects for developing countries

uations, and agriculture development demands

in which Korea has comparative advantages in-

of that country. The efforts for localization of de-

clude: support for installation of greenhouses,

velopment cooperation programs increase the

improvement of seeds and soil fertility, agricul-

possiblity of success in individual aid projects for

tural water management, diversification of agri-

a recipient country.

cultural export crops, improvement of agricultural
marketing channels, and organization of producer cooperatives. Second, there are also a number of promising cooperation programs in crops
such as: support for establishing agricultural research and extension systems in order to improve
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12-05

The Educational Development
and Cooperation Plan

Jae-Eun Chae and Myung-Suk Woo (December 2012)
ISBN 978-89-322-2320-9 / A5 / 274pp. / USD 10

Education is key to development and coopera-

cation ODA related institutions such as KOICA

tion. It is the very basis of human development

and EDCF; not to mention a shortage of Korean

and critical to social and economic development.

experts in education ODA.

Education is also a powerful driver for Mille-

This study aims to present the goals and strate-

nium Development Goals such as poverty reduc-

gies of Korea’s educational development and co-

tion and sustainable economic development.

operation plan. For this purpose, it has first

Accordingly, there have been concerted efforts to

reviewed the relationship between education and

support the Education for All Initiative by the

development and also investigated the role edu-

international community over the last two

cation has played in development. In addition,

decades.

the study has analyzed the strengths and weak-

Following this international trend, the Korean

nesses of the education ODA programs in Korea.

government has put greater emphasis on educa-

It has also examined the best practices of major

tion ODA than other types of ODA. As of 2012,

OECD/DAC member countries (USA, Japan,

aid for education is the second largest (17.9%)

Australia, and Germany) and multilateral donor

among various types of ODA financed by the

organizations such as the World Bank and Asian

government. As Korea increased the amount of

Development Bank.

its ODA upon becoming a member of the

Based on the findings of the study, it set forward

OECD Development Assistance Committee in

an educational development and cooperation

2010, the amount of education ODA has been

plan of Korea. The idea is that the Korean gov-

rising rapidly. Unfortunately, there are some

ernment would help developing countries im-

problems that prevent the government from

prove its developmental capacity through

maximizing the increase of education ODA. For

effective education ODA strategies. To realize

instance, there is little coordination among edu-

this vision, the government should emphasize
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Korea and multi-donor agencies or develop-

education ODA policies. In addition, it should

ment-related private sectors. The programs se-

reform education ODA-related policies in the

lected based on these criteria include: 1) The

following way. First, the government should de-

GPE(Global Partnership for Education) trust

termine the target region and priorities of edu-

fund program; 2) Employment-linked Public

cation ODA programs strategically, based on its

Private Partnership Vocational Education and

education ODA policy-related experiences and

Training Program; 3) Korea Development

strengths. Second, it should make the implemen-

Scholarship Program, 4) Korea-UNESCO

tation of education ODA programs efficient

IICBA ICT Training Program; and 5) Korea-

with following strategies: 1) systematic investi-

ADB Education ODA Expert Program.

gation of the demand of developing countries for
education ODA; 2) the combined education
hardware and software support program; and 3)
integrated support of education ODA grants and
loans. Third, the government should strengthen
the partnership with international development
agencies and also increase public-private partnership programs. Fourth, it should build the infrastructure for education ODA by 1) establishing
an Educational Development and Cooperation
Committee; 2) increasing the budget for education ODA; and 3) creating the HRD programs
for education ODA. Lastly, the government
should enhance the outcomes of education ODA
programs by 1) building the database of education ODA; and 2) improving the monitoring and
evaluating process of ODA programs.
Based on these findings, the study presents five
new education ODA programs. Three criteria
are chosen in developing these programs. First,
the program should address the educational
needs which have not been met so far in spite of
concerted efforts by international communities
since the 1990s. Second, it should help maximize
the strength of Korea’s education ODA capacity
and help minimize its weakness. Third, the program should promote cooperation between
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Environment and Development:
Implications for Korea’s ODA
Policy
Jione Jung, Taehyun Oh, and Jihei Song (December 2012)
ISBN 978-89-322-2321-6 / A5 / 120pp. / USD 7

During the past decade, soaring population and

throughout the 1980s and the 1990s. In recent

rapid progress in economic and social develop-

decades, people have come to realize that human

ment led to detrimental impacts on the global

development is unattainable without direct in-

environment. The world has experienced much

tervention on environmental issues, namely

environmental destruction, climate change, as

global climate change. At the Rio Summit on

well as loss in biodiversity. Environmental issues

June 2012, countries around the world have reaf-

have significant impact especially on developing

firmed that sustainable development is a com-

countries since a majority of the population de-

mon goal for all of humanity. Thus, policy trends

pend largely on natural resources. As has been

such as environmental “mainstreaming” and “in-

witnessed in recent natural catastrophes caused

tegrating the environment and development” are

by climate change, people in less developed

being highlighted. Such transition in develop-

countries are often hit harder than those in

ment and environmental issues suggest that en-

wealthier nations. Such facts has promoted un-

vironmental considerations must be included in

derstanding on the relationship between devel-

setting the policy and making decisions regarding

opment and environment among stakeholders in

development. It also seeks to promote resource ef-

international development. More people are con-

ficiency, avoid environmental destruction, and

centrating on the intimate link between sustain-

protect impoverished populations against nega-

able development and the environment.

tive environmental impacts caused by develop-

The importance of the environment in develop-

ment. It emphasizes a close correlation between

ment was first brought to attention at the UN

all regimes regarding development and environ-

Conference on Human Environment in 1972.

ment.

Since then, the focus of discussions has been on

While environmental ODA is one of its core in-

sustainable development which continued

ternational development topics, the approach
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international trend and standards. For instance,

on quantitative increases. It is a matter of fact

while individual agencies in development imple-

that there is room to improve in terms of envi-

mentation promote integrating issues in environ-

ronmental mainstreaming or integration of en-

ment and development through guidelines,

vironment and development. In other words,

safeguard systems and so on; even a holistic con-

policy improvement is necessary for the compre-

sideration of the environment and development

hensive pursuit of environmental issues in devel-

is indeed insufficient at the general ODA policy-

opment programs. This study first examines

making level. Consequently, the study suggests a

previous discussions on development and the en-

revised role of the Green ODA Committee, so

vironment, then reviews the efforts made by aid

that it could serve as the core environmental con-

organizations making efforts to incorporate en-

sideration in all development assistance pro-

vironmental considerations into development

grams. Also, it proposes establishing an

work, and finally, the study suggests areas for pol-

integrated system for development and environ-

icy improvement.

ment, approach methods specified by stage, im-

Chapter 2 begins by reviewing past discussions

proved cooperation between the central bureau

on development and environment at the inter-

and the department of environment, and in-

national level. The chapter also outlines efforts

creased support for recipient countries’ capacity

made by OECD DAC in order to support sus-

building.

tainable development in developing countries. By
utilizing the DAC policy marker system, we look
at the progress and characteristics of “environmental aid” - ODA projects with environmental
considerations - promoted by DAC members in
chapter 3. In chapter 4, the study observes the
cases of Australia, Canada, the World Bank and
UNDP. Australia and Canada were chosen as examples, as they are non-EU members similar in
the amount of environment-related assistance
compared to Korea. Chapter 4 also provides case
studies of the World Bank, known for its environmental strategies and safeguard system, and
UNDP which emphasizes environmental capacity building for the recipient country. Finally in
chapter 5, the study reviews environmental considerations in Korea’s ODA policy. Based on the
findings, the study draws practical policy improvement suggestions which correspond with
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Green Economy and Sustainable
Development: Issues and
Implications for Korea’s ODA
Policy
Jione Jung and Sung Jin Kang (December 2012)
ISBN 978-89-322-2322-3 / A5 / 84pp. / USD 5

The advent of the mass production system in the

quality of life by achieving environment friendly

process of economic development has enabled

economic growth via utilization of renewable en-

humanity to improved the quality of life after the

ergy and green technology. Furthermore, Korea

industrial revolution. During the process, how-

aims to become a role model for green growth

ever, the consumption of fossil fuels soared and

worldwide, by supporting developing countries’

the accumulation of greenhouse gases has led to

response to climate change.

global warming. Moreover, the rapid depletion

The objective of the study is to present Korea’s

of fossil fuels also brought with it the problem of

ODA policy direction for its steady support to

resource scarcity.

developing countries’ response to climate change

The confirmation of the purpose of sustainable

and green growth, by examining the relationship

development in recent Rio+20 and green econ-

between sustainable development and green

omy has encouraged every country in the world

growth policy. Also, this study analyzes the dif-

to make an appropriate effort to solve the chal-

ference between ‘green economy’ and ‘green

lenges common to all of humanity. As green

growth’ which are very similar as concepts. More-

economy is a concept centered on environment

over, this study introduces a concept of so-called

friendly economic growth, the very public em-

‘green growth ODA’, which reflects the value of

phasis given to the idea implies movement in a

green growth that Korea pursues and compares

desirable direction.

the ‘aid to environment’ as defined by OECD

In 2008, Korea has proposed green growth as a

Development Assistance.

new economic development strategy for the future

The policy suggestions of the study are as fol-

and has been participating in related international

lows: first of all, the government should establish

activities. As a socio-economic development strat-

a specific objective, for trailblazing in green

egy, the green growth policy seeks to improve the

growth ODA. It is also necessary to promote
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government. The enhancement of our own

development. In this regard, it is important to

human capital to facilitate green growth ODA

share with developing countries Korea’s experi-

policy is crucial. Lastly, the green growth ODA

ence with promoting green growth as a national

policy should consider environmental integrity

policy. To develop policy and implement projects

as well as economic growth of developing coun-

related to green growth, the creation of a control

tries.

tower is recommended at the highest level of
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Benefit-Cost Analysis of
ODA Projects

Sungil Kwak, Hyelin Jeon, and Min Hee Kim (December 2012)
ISBN 978-89-322-2323-0 / A5 / 148pp. / USD 7

This study focuses on the economic feasibility of

sibility study is performed. At the same time, we

ODA projects using benefit-cost analysis.

have to note both the uniqueness of ODA proj-

Within a short period, the surge in the number

ects in distinction from other domestic public

and scale of ODA projects has presented diffi-

projects and the constraints that can occur when

culty in the project management and the evalu-

applying a benefit-cost analysis. For this purpose,

ation of the performance. Therefore, it is time to

the present study deals with the procedures and

require the tool that enhances accountability by

evaluation criteria of benefit-cost analysis, benefit

rigorously analyzing economic efficiency.

and cost items, and existing practices.

In addition, previous studies on the benefit-cost
analysis of ODA projects are very rare. The purpose of this study is to present how to apply a
benefit-cost analysis to ODA projects. As the
procedures for the analysis are devised to reflect
both the perspective of the recipient and donor
countries to the extent possible, the application
of the procedures enables ODA projects to be executed efficiently.
This study argues that the benefit-cost analysis
of ODA projects should be more aggressively
utilized. For example, the benefit-cost analysis
can be applied to a preliminary investigation
and/or a pre-feasibility study to verify the efficient enforcement of ODA projects before a fea122
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Co-petition Strategy through
Comparative Studies on the
Korean and Indian
Pharmaceutical Industries
Woong Lee and Young Chul Song (December 2012)
ISBN 978-89-322-2324-7 / A5 / 180pp. / USD 7

The pharmaceutical industry in India is the

Korean pharmaceutical industry. We provide cur-

world’s 12th-largest in terms of sales, approxi-

rent market situation, structure, institutions as

mately 16 billion dollars in 2011. It has shown

well as its history since the 1950s.

double-digit growth in the last ten years and this

In chapter 2, we present a brief summary of the

exceeds the Indian economy’s growth as a whole.

pharmaceutical market in microeconomics per-

Compared to the Korean pharmaceutical indus-

spective before introducing the Indian market

try, its size was smaller until 2008 but became

because the pharmaceutical industry has several

larger and the gap between Korea and India

distinct characteristics that are different from

keeps increasing.

other industries. Next, we provide recent trends

India has been in trade deficit with Korea, espe-

of the world pharmaceutical market.

cially in the manufacturing sector but in surplus

In chapter 3, we show the history, market situa-

in the pharmaceuticals since 2000. In terms of

tion, characteristics, government policies and in-

generic drugs, India holds 20% share in the

stitutions of the Indian pharmaceutical industry

world and has the highest number of the U.S.

since the 20th century. We expecially pay atten-

FDA approved manufacturing plants except the

tion to the differences before and after the en-

U.S., which implies high competitiveness in the

forcement of TRIPs in India (The Agreement

world pharmaceutical market. India’s high com-

on Trade Related Aspects of Intellectual Prop-

petitiveness causes constant trade surplus with

erty Rights).

Korea and Japan in the pharmaceuticals and this

In chapter 4, we study trade pattern of the phar-

led to opposition of Korean and Japanese phar-

maceutical sector between Korea and India, ana-

maceutical firms against FTA with India.

lyze the chapters and clauses of the pharmaceutical

In this report, we analyze and evaluate the Indian

sector in the agreement of the Korea-India

pharmaceutical industry and compare it with the

CEPA, and show the differences in the contents
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co-petition strategies for both countries in order

India and the Japan-India CEPA.

to achieve win-win outcome.

In chapter 5, we analyze the competitiveness be-

In chapter 6, we provide the case studies on Ko-

tween the Korean and Indian pharmaceutical in-

rean firms that have entered the Indian market

dustries with various trade related indices as well

and Indian pharmaceutical firms that are inter-

as a simulation method. In the simulation, we

ested in the Korean market.

test a situation of no tariff after the Korea-India

Lastly, in chapter 7, we summarize the previous

CEPA. Moreover, we perform the SWOT analy-

chapters and provide policy implications for the

sis for both markets and compare the results to

Korean pharmaceutical firms as well as the Ko-

see how these two markets share common or dif-

rean government in relation to the Indian phar-

ferent factors. Through these analyses, we suggest

maceutical market.
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Myanmar’s Transformation:
International Responses and
Implications for Korea
Yoon Ah Oh, Jaewan Cheong, and Nari Park (December 2012)
ISBN 978-89-322-2325-4 / A5 / 162pp. / USD 7

This study analyzes Myanmar’s external eco-

restored should reforms in Myanmar backslide

nomic relations that has been changing rapidly

or a major political catastrophe occurs. The US

since the new government came into power in

used to maintain a comprehensive sanctions

2011. It specifically considers two topics. The

regime on Myanmar but now it is moving to-

first is the easing of Western sanctions on Myan-

ward a targeted sanctions regime based on Spe-

mar and the second examines how major countries

cially

have responded to Myanmar’s unexpectedeco-

maintained by the US Treasury’s Office of For-

nomic and political reforms. By systematically

eign Assets Control. As SDN is emerging as an

analyzing the fast-changing external economic

important framework for economic cooperation

environment of Myanmar, a country now con-

with Myanmar, governments and businesses will

sidered the last frontier of Asia, this study aims

need serious risk assessments when engaging in

to provide detailed information and policy im-

bilateral cooperation or business transactions in-

plications on Myanmar’s transition.

volving the country. The suspension of the im-

US sanctions on Myanmar have been eased sub-

port ban and investment restrictions by the US

stantially as a response to Myanmar’s political

presents an unprecedented economic opportu-

liberalization and as an inducement for further

nity for Myanmar and foreign investors, but the

reform. Sanctions in most sectors, except GSP

nuances and technical details of the new sanc-

withdrawal and arms embargo, have been eased

tions regime call for attention to its remaining

or suspended to a great extent. Yet the current

restrictions and related business risks. For its part,

easing of sanctions is the result of presidential

EU has suspended all the sanctions except the

waivers all basic legislations on sanctions on

arms embargo on Myanmar and offered devel-

Myanmar remain intact. Therefore, there is a

opment assistance with focus on health, educa-

technical possibility that sanctions can be swiftly

tion and peace.
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donors for the country. Moving to ASEAN

Myanmar has been challenged, China is and will

countries, neighboring Thailand has been ag-

continue to be one of its most important trade

gressively pursuing joint development projects

partners, investors and aid donors. China is ex-

and investment with Myanmar along its border.

pected to continue its numerous infrastructure

Singapore, Myanmar’s important regional ally,

and development projects across the country al-

has proposed government capacity and human

though its modus operandi will have to adapt to

capital development as its area of specialization

new political sensitivities of the Myanmar gov-

for assistance.

ernment as well as public scrutiny. It will also

Korean government and businesses need to adapt

have to face international competitionin natural

to the new US sanctions regime. It also needs to

resource development, infrastructural develop-

find ways to partner with China and Japan in

ment, foreign aid, and market share for consumer

large-scale infrastructure development projects

goods. Japan, on the other, has been engaging

and in the energy sector. For development assis-

Myanmar most aggressively since the reform,

tance, Korea will need to identify sectors and

with offers of sizable debt relief and foreign aid.

methods for concentration to best serve Myan-

It has already achieved early successes in securing

mar’s pressing development goals while not

infrastructure development deals with Myanmar

straining Myanmar’s scarce human and govern-

and is emerging as one of the most significant

ment resources.
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The Myanmar’s Foreign
Relations and Correlation with
Principle Countries
Jun Young Jang (December 2012)
ISBN 978-89-322-2326-1 / A5 / 182pp. / USD 7

This study aims to explore some specific charac-

dragged into the Western and the Eastern sides

ters based on the involution of diplomatic rela-

but accepted outer assistance in order to national

tions comparing each regime after independence

reconstruction and economic development. But

in Myanmar. Furthermore, it needs to seek some

super powers like the U.S., USSR and China as-

probabilities in the previous and present diplo-

sisted various physical aid and exported political

macy each. Finally, it prospects future and its fea-

ideology in order to put Myanmar under their

tures of foreign policy which has been propelling

influence.

by the new government. This study is based on

As China, which is the most important state to-

the three crucial diplomatic policy factors, such

ward Myanmar’s foreign policy, had expanded

as individual level by ideas and norms of political

Cultural Revolution to Myanmar in 1960’s, ten-

leader, inter-state level composed with sociocul-

sion was building up between two countries.

tural factors, and intra-state level which deals

USSR had took advantage of confusion so that

with international order.

she realized the expanding strategy into Myan-

The basis of foreign policy of Myanmar is non-

mar. There was a lot of competition among the

align neutralism, which has been decide from the

super powers surrounding Myanmar in the Cold

individual and intra-state level, including politi-

War era. On the contrary, Myanmar responded

cal idea of independentista, geopolitical situation

to strengthen nonalign strategy, withdrawing the

surrounding independent Myanmar. Especially,

Nonalign Movement in 1971.

political ideas of leaders, such as Buddhism, hu-

After the end of the Cold War, the U.S. and the

manitarianism, socialism had absorbed inter-

EU clearly declared against the neo-military

level.

regime and started the comprehensive sanction

Before the end of the Cold War, Myanmar had

to Myanmar since 1993. The neo-military,

pushed ahead a bandwagon strategy, not to be

setting up a taking political power as their first
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pursuit national interest, trying to balance of

penetrate to pressure from western countries. On

power between two power countries, the U.S. and

other side, the neo-military pursued a loose sol-

China under the uncertain regional circum-

idarity establishing or reestablishing diplomatic

stance. The U.S. will check China’s power,

relations with non liberal countries which might

strengthening engagement to Myanmar, while

stand on the side of Myanmar.

China will also keep the U.S.’s power, keeping

Regardless of diplomatic scope expanding,

her original policy toward Myanmar.

Myanmar’s dependency toward China intensified. ASEAN which agreed to Myanmar as a
member country with Constructive Engagement
in 1997 dispersed on the case of Myanmar take
ASEAN chairmanship in 2006. On the other
side, China always protected Myanmar whenever
Myanmar’s problems stood in the international
stage, then Myanmar gave lots of natural resource to China as returning thanks for favors.
Therefore China could make a structure her sustainable economic development with policy for
separating politics from economics.
However, there happened some different views
including bring up the Myanmar problems into
UNSC led by the U.S., China’s tepid response
and the visit to China of Maung Aye who was
an ex vice-chairman of military council. Those
factors could changed Myanmar’s standing toward China. In other words, China has taken
priority in economic benefit than internal problem of Myanmar, also has been changing to tepid
stand on pressure and criticism from western
countries against Myanmar.
It made changing of ruling strategy of junta that
they felt piled fatigue from long lasting military
rule and crisis of regime setback, which succeeded into unpreceded reform and opening
when the new government launched. As one of
reform programs, foreign policy changed from
bandwagon to hedging strategy. Myanmar will
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Industrial Cooperation between
Korea and Indonesia in Java
Economic Corridor
In Soo Kang, Hongyul Han, Hosaeng Rhee, and Yoocheul Song
(December 2012)
ISBN 978-89-322-1413-9 / A5 / 276pp. / USD 10

Indonesia government announced 「Acceleration

ation fund, there is not enough room for infra-

and Expansion of Indonesia Economic Devel-

structure supporting cooperation between Korea

opment (2011-2025): MP3EI」 in 2011 and has

and Indonesia. The economic cooperation be-

actively implemented this plan. The implemen-

tween these two countries should focus on in-

tation strategy of MP3EI integrates 3 main ele-

vestment and trade.

ments: ① Developing the regional economic

Unlike Korea, Japan has supported the construc-

potential in 6 Indonesia Economic Corridors, ②

tion of Indonesian infrastructure through mas-

Strengthening national connectivity locally and

sive amount of official development assistance

internationally, ③ Strengthening human re-

(ODA). Many Japanese firms have involved in

source capacity and national science & technology

this process, hence the assistance of Japanese

to support the development of main programs in

government is rather indirect support for invest-

every economic corridor.

ment. Japan has established long-term and com-

Among 6 economic corridors the GDP share of

prehensive cooperations with Indonesia, which

Java corridor was 57.6% in 2010. The portion of

is hard to catch up in the short run. Korea needs

manufacturing sector of Java is much higher than

to take a different approach from Japan. It is nec-

GDP share. Food and beverages, textile, trans-

essary that Korea should consider the alignment

portation equipment, shipping, ICT and defense

with Indonesia’s national development plan for

equipment are selected as the key industries of

manufacturing sector. Also, cooperation area

Java corridor in MP3EI. Java is regarded as a

needs to be consistent with the areas in which

driver for national industry and service provision.

Korea has comparative advantages.

However, the infrastructure and electricity supply

This study suggests specific industrial coopera-

of Java is poor even though it is better than the

tion areas and directions based on the analysis

other corridors. Considering the size of cooper-

of Indonesian economy and her national devel-
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assistance of government is to provide proper fi-

lected because most of the Indonesian manufac-

nancing to investing companies. MOU between

turing sectors are located in Java. Among the

Industrial and Commercial Bank of China

strategic manufacturing sectors of Java corridor

(ICBC) and Indonesian Ministry of Industry

in MP3EI, textile, automobile, shipping, and

(MOI) could be a benchmark for this purpose.

ICT sectors are comprehensively analyzed. The

Korea EXIM bank needs to provide more active

possible cooperation areas of these 4 sectors are

financing to Korean investing companies. It is

as follows.

also needed that Korean government provide ac-

For textile industry ① Korea needs to cooperate

curate informations about FDI procedures and

with Indonesia to establish textile cluster in Cen-

investment incentives of Indonesian government.

tral Java through technical assistance and FDI,
and ② Korea needs to cooperate with Indonesia
to upgrade/replace textile machineries. For shipbuilding industry ① Korea should increase trade
of shipbuilding equipments and ship parts, ②
large shipbuilding companies of Korea need to
increase joint venture with Indonesian companies and provide technical assistance, and ③
medium sized Korean shipbuilding companies
need to move shipbuilding facilities to Indonesia
for structural adjustment. For automobile industry Korean companies has great chances to cooperate through ① LCGC(Low Cost Green
Car) program and ② Converter Kit expansion
policy of Indonesia. For ICT and electronics industries ① Korean investing companies need to
upgrade the products, ② Korean IT parts companies need to increase FDI into Indonesia, ③
mould and die technologies of Korean companies need to be fully utilized, and ④ Korean
companies need to increase FDI of ICT service.
This study focuses on the cooperations of private
sector, however government assistance and cooperations are also important to promote trade and
investment. The most important duty of government is to provide institutional basis and environment to private sector. One of the important
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Current State of Foreign Aid in
HRD in Lao PDR and Korea’s
Assistance Strategy
Yohan LEE (December 2012)
ISBN 978-89-322-2327-8 / A5 / 120pp. / USD 7

The objective of the study proposes new strate-

ternational organizations in the field of Laos’

gies and concrete action plans of Korea’s assis-

HRD. The World Bank (WB) and the Asian

tance, looking at the Official Development

Development Bank (ADB) have presented de-

Assistance (ODA) status of the major donor

tailed goals for the targeted area and specific as-

countries and international organizations for Lao

sessment methods, emphasizing the continuity

Human Resource Development (HRD), most

and linkages between ODA programs. And these

important area for socio-economic of Laos,

organizations have also stressed the partnership

which is least developed country.

with other donor countries in the field of Lao

The study describes Laos strategies in the na-

HRD. Japan has set the strategic area for pro-

tional development goals to find out the HRD

moting the effectiveness of ODA by emphasiz-

demand. The analysis of the study includes not

ing the linkages between their HRD projects in

only the Government of Laos’ own goals but also

Laos. And Japan has dispatched a training per-

Lao socio-economic status and trends to get an

sonnel dedicating to HRD in Laos and also sup-

accurate demand for HRD assistance, prioritiz-

ported to establish a permanent institution for

ing the relatively weak and urgent field in local

the field of Lao higher education development.

circumstances. It provides Laos socio-economic

Australia has made mid to long-term strategies

indicators and objective statistics relevant with

for Lao HRD and the annual report for the eval-

HRD status. It explains that Lao HRD develop-

uation and inspection of the strategies. Australia

ment has suffered from the imbalance of re-

has also focused on the support of Lao local and

gional, ethnic, gender in addition to Lao

overseas scholarship for the higher education

governance issues.

that it may maximize the effect within a small

This study also reviews ODA strategies and ac-

development assistance budget.

tion plans of major donor countries and the in-

Korea has been a key partner in Laos’ develop-
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should be concentrate on a specific region, sector,

Laos has ever increasing, the greatest proportion

support measures in Laos. Thus, it is necessary

of it has been provided for Lao HRD. By far

for Korea’s ODA to focus all of efforts, selecting

Korea’s existing programs has been obvious

the most underdeveloped and isolated area par-

somewhat for improving Laos HRD infrastruc-

ticularly in poor educational circumstance.

ture. However, without a strategic approach and

Secondly the dispatching of educational advisor

long-term planning, these programs have been

and the establishment of permanent institution

shown to undermine its effects.

in Laos should be actively examined to enhance

The study recommends within a limited budget

consistency and continuity in the program of

Korea’s ODA for Lao HRD is required new

Korea ODA.

strategies as followings in order to maximize the
effectiveness. At first, Korea’s ODA for HRD
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Mongolia’s Investment
Environment and Measures to
Expand the Market Entry of
Korean Businesses
Jae-Young Lee,Sung Hoon Jeh,Hong-Jin Kim,and
Munkhnasan Gantumur (December 2012)
ISBN 978-89-322-1414-6 / A5 / 278pp. / USD 10

The whole world has been keeping its eye on

ment environment, and identifies management

Mongolia’s economic growth. Although Mongo-

situation and difficulties of Korean firms in

lia has experienced considerable socio-economic

Mongolia, in order to elicit ideas for specific

instability during the process of the regime tran-

measures and policy implications in order to ex-

sition in the early 1990s, it has managed to es-

pand market entry by Korean businesses. In par-

tablish the market economy in a relatively short

ticular, this research tries to provide detailed

period of time and reached an annual average

information and analysis through a survey re-

growth of 9% in the mid 2000s. Despite the

search on 59 Korean firms in Mongolia, along

rapid fall in the growth rate due to a global fi-

with in-depth interviews of local professionals

nancial crises, Mongolia has quickly recovered its

and company representatives.

trend to accomplish astonishing 17.4% in 2011.

Chapter 1 forms an ‘introduction’ that includes

For such reasons, the international assessment on

the significance and objective of this research, lit-

Mongolia has undergone noticeable changes.

erature review to emphasize the contribution of

Leading international organizations and assess-

this research, research methodology and the

ment institutions are presenting optimistic

overall structure of this research.

prospects for Mongolia’s economic growth, while

Chapter 2 describes ‘Mongolia’s economic situ-

foreign investments into Mongolia continue to

ation and mid to long-term prospects,’ providing

increase. With such changes in Mongolia’s in-

an overview of Mongolia’s current economic

vestment environment, expanding opportunities

state, its main policy objectives, and mid to long-

for market entry has become an urgent issue for

term prospects for growth. Mongolia’s major in-

Korean businesses.

dustries include mining, agriculture and

Given such background, this research provides a

stock-farming, manufacturing (cashmere and

systematic analysis of Mongolia’s overall invest-

textile processing), wholesale and retail, and
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investment in infrastructure for railway and road

gine of growth. Mining represents about 20% of

expansion, expansion of airway services, securing

the GDP, about 60% of the total industrial pro-

energy supply, information and communication

duction, and about 80% of total exports. The

technology development according to its mid-

share of agriculture and stock-farming is decreas-

term national development strategy.

ing, but still holds the largest number of employ-

Labor market of Mongolia is characterized by its

ees. The share of manufacturing is under 10%,

small labor population in comparison to other

but helped by aggressive industrial policy initi-

Asian countries. Particularly apparent is the im-

ated by the Mongolian government, it is showing

balance between the demand and supply in the

a growing trend. The wholesale and retail, and

labor market, with high levels of unemployment

the real estate business sector is consistently in-

despite increasing job openings due to rapid eco-

creasing their respective shares due to economic

nomic development. It is explained by the lack

growth (driven the mining industry), or the so-

of skilled workers and low wages causing move-

called spending effects.

ment of local labor to foreign markets.

Presently, the main economic policy objectives of

For its part, the Mongolian government has been

Mongolia include the development and diversi-

improving its legal and institutional structures to

fication of industries to fully implement the ben-

promote foreign investment. It has established

efits of its resource-based economy, along with

several laws on foreign investment to assure that

price stabilization, reduction in unemployment

foreign and domestic investors have equal rights

rate and poverty eradication, effective application

in production, sales, and investment. The govern-

of economic policies, industrial policy realization,

ment has also concluded the Stability Agreement

and control of the macroeconomy, among others.

for foreign investors, including provisons on free

The Mongolian government hopes to provide

trade areas, approved the use of land, applied low

and meet the mid-term national development

levels of tariff along with other incentives.

strategy and realization plans in accordance with

Chapter four, ‘Foreign investments to Mongolia

abovementioned policy objectives. Successful im-

and their strategies’ discuss the current circum-

plementation of these policy goals is likely to

stances and trends in FDI to Mongolia. The

shed a light of optimism to Mongolian mid-term

chapter provides a comparative analysis of the in-

economic outlook.

vestments and entry strategies of China, Russia,

The third chapter, ‘Mongolian investment envi-

Japan, Canada, United States, and the EU coun-

ronment,’ analyzes in detail the overall invest-

tries. Currently, China is first in foreign direct in-

ment environment of Mongolia, along with its

vestment to Mongolia, which can be explained

infrastructure, labor system, and legal and insti-

by the increase in China’s demand for Mongolian

tutional structures. Despite its vast territory,

mineral resources and the relatively good condi-

Mongolia is a country with a small population

tion of railways and transportation routes be-

and generally poor infrastructure. For such rea-

tween China and Mongolia. Chinese businesses

sons, the Mongolian government is increasing its

concentrate on various types of mineral resource
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development, while avoiding overlapping invest-

According to the survey results, Korean busi-

ments with other businesses.

nesses focus primarily on mining, services,

Russian investments in Mongolia generally in-

wholesale and retail, lodging and foodservice in-

volve mines, mineral processing factories, and in-

dustries, while manufacturing has a very low

frastructure already built during the past Soviet

share. The businesses are mostly small scale with

era. Unlike their Chinese counterparts, Russian

less than 10 employees, but their sales volume

businesses prefer joint investment, which is the

vary accordingly, and a large number of them

traditional method of cooperation between

have entered the market in the end of 2000s

Mongolia and Russia. On the other hand, Japan-

when optimistic prospects on Mongolian econ-

ese investment is relatively low primarily due to

omy were dominant.

geographical reasons, but is increasing nonethe-

It turns out that most Korean businesses in

less. Japanese businesses have been cooperating

Mongolia had experienced a lot of difficulties

with local Mongolian businesses and investing

due to complex administrative structures, invest-

in manufacturing, foodservice, and information

ment approving institutions, and frequently

and communication industries, but recently

changing behavior of their local partners. They

turned its attention to mining as well. Canada is

were also forced to procure their resources and

another leader in investment, with the 6th largest

operating funds in Korea due to Mongolia’s un-

total investment volume among foreign investors.

derdeveloped manufacturing system and poor

Because mining industries require large volumes

banking infrastructure. The goods and services

of capital, investment by Canadian businesses oc-

of the local Korean businesses were mostly sold

curs in various ways, including individual invest-

in local markets, with the quality of those goods

ment, joint

Mongolian

and services being above the average, and garner-

businesses, and joint investment with a third-

ing high brand awareness. Also, because of the

party. United States, which is 8th in terms of its

poor distribution network in Mongolia, local

total investment volume, has been also investing

sales were occurring either directly by Korean

primarily on mineral resources, but recently ex-

businesses or indirectly through local partners.

panded into other industries such as trade, food-

The greatest obstacles included difficulties in

service, and banking.

collecting loans and payments due to poor bank-

Chapter five, ‘Investment to Mongolia by Korean

ing infrastructure, and price competition with

businesses and their management evaluation,’ in-

cheap goods from China. Greatest difficulties in

troduces the current state of Korea’s investment

wage and employee management were rapid in-

to Mongolia, analyzes the motives for investment

crease in wages and the high employee turnover

motivation, obstacles in local management, and

rate. Overall, the business environment in Mon-

their achievements based on a survey research on

golia is characterized by particularly poor infra-

59 Korean businesses in Mongolia. The research

structure; and while there are some problems in

also provides a basis for policy implications for

procurement of raw materials and resources, em-

future business entry included in this chapter.

ployment, and management of the personnel;
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manufacturing sectors for Korean businesses.

agement conflicts, surtax refund, or the local ad-

Korean government needs to provide structured

ministration interference.

investment information, come to an agreement

The net profits of local Korean businesses appear

on visa waivers, reinforce consular services, place

to have increased continuously over the last three

greater efforts to improve the image of Korea,

years, which has led businesses to consider ex-

and reinforce the local human networks.

pansion or at least maintenance of status quo

In conclusion, considering the overall prospects

rather than withdrawal or volume reduction.

of Mongolia’s economic growth and market ex-

Also, these businesses are aiming to strengthen

pansion, Mongolian government’s efforts to sta-

their marketing strategies and expand their entry

bilize its laws and institutions concerning the

in local markets, while trying to bestow the im-

economy and investment, the quantitative invest-

pression of good quality on their anchor prod-

ment growth to Mongolia, the entry expansion

ucts. In observing the overall business obstacles

and diversification of Korean businesses consti-

experienced by these enterprises, there are readily

tutes urgent policy priorities

noticeable problems in employment, wage, and
taxes; while the problems are not as apparent in
terms of banking, foreign-exchange, and investment barriers. Looking into concerns raised to
Korean government and public agencies, the
businesses were most in need of stronger consular functions, investment information services,
and banking support. On the other hand, concerns raised to the Mongolian government include issues regarding visa services and
long-term visas, freedom of economic activities
for foreigners, and improvements in the distribution sector.
Based on these findings, chapter six, ‘Measures
to expand Korea’s investment to Mongolia’ reconfirms the need for investment expansion, introduces the promising sectors for entry
expansion of Korean businesses, and provides
policy suggestions for the Korean government in
establishing an active support system.
In sum, Mongolia’s investment environment
holds potential in mining, plant industries, infrastructure development, tourism, banking, and
137
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The Characteristics and
Implications of Sovereign
Wealth Funds in Central Asian
Countries: Kazakhstan and
Azerbaijan
Young Kwan Jo (December 2012)
ISBN 978-89-322-2328-5 / A5 / 118pp. / USD 7

In Central Asian countries, the volume and role

In addition, the global economic situation is

of SWFs (sovereign wealth funds) have gradually

often unpredictable. If for no other purpose than

increased. SWFs in Kazakhstan (NFRK, Na-

for overcoming unpredictable economic crises,

tional Fund of the Republic of Kazakhstan) and

energy exporters like Kazakhstan and Azerbaijan

Azerbaijan (SOFAZ, The State Oil Fund of

need to prepare stabilization funds.

Azerbaijan) have increased notably in recent

Second, SWFs can assist mid-term or long-term

years because of growing incomes from energy

strategy for diversification of national economies.

exports. They were founded around same time:

The proportion of energy in total exports of the

NFRK was established in 1999 and SOFAZ was

two countries are high: 72% in Kazakhstan and

established in 2000. They were also established

95% in Azerbaijan. It is vitally urgent that both

in a similar manner, by presidential decrees. As

countries develop industries in non-energy sec-

of July 2012, total assets for NFRK is at 58.2 bil-

tors; and the two countries have made various ef-

lion dollars and while the figure for SOFAZ is

forts for the purpose of diversifying their

32.6 billion dollars.

economies. In Kazakhstan, Samruk-Kazyna

There are some similarities in the role and man-

wealth fund was established to manage the prin-

agement strategies of SWFs in two countries.

cipal government corporation. And in Azerbai-

SWFs of two countries have the following sim-

jan, SWF is helping the AIC (Azerbaijan

ilarities in terms of the roles.

Investment Company) establish new companies

First, SWFs serve stabilization functions for na-

in non-energy sectors.

tional economies, especially in the periods of cri-

Therefore, we can conclude that SWFs of the

sis. The economies of the both Kazakhstan and

two countries have definite roles in short term

Azerbaijan is very vulnerable because energy ex-

stabilization programs and long term develop-

port depends on the global economic situation.

ment strategies.
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tral Asian countries. Although these countries

both countries have the following similarities.

made efforts to diversify their economies, indus-

First, their investment strategies tend to be con-

try diversification has yet to be accomplished.

servative. Most of their investment is concen-

Accordingly, there could be many projects with

trated in fixed assets of developed countries,

respect to the development of infrastructure and

while the volume of investment to shares is rela-

promoting the non-energy sector.

tively low. As a result, the impacts on SWFs of

Also Korean companies can cooperate with

Kazakhstan and Azerbaijan from crashes in eq-

SWFs for investment in another country. For

uity prices during the global financial crisis were

this purpose, it is possible to combine technique,

low.

experience of Korean companies, and capital of

Second, SWFs of both countries are problematic

SWFs of Central Asian countries.

in terms of transparency. In particular, SWF of
Kazakhstan provides little information on its operations to the public. There is no published annual report or other documentation on
investment strategy or performance. Unlike
SWF of Azerbaijan, the SWF of Kazakhstan did
not accept the Santiago Principles, which was established for accountability and transparency of
SWFs in 2008.
In terms of the role of the President, Presidents
in both countries have a critical role in decisionmaking processes of SWFs. Although there are
committees within the SWFs, the presidents
have the final say in all major issues.
In the future, the assets of the two Central Asian
countries will likely increase further. At the same
time, the assets’ roles in their respective national
economies will be increased gradually, which
means Korea will need to cooperate with SWFs
of these countries. SWFs of Kazakhstan and
Azerbaijan are willing to diversify their investment to financial sectors of developing countries,
such as Korea. Therefore we need to attract investment of SWFs to the Korean financial sector.
On the other hand it is necessary for Korean
companies to take part in SWF projects in Cen139
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The Study about Kazakhstan’s
Industrial Diversification Policy
and Korea’s Strategy for Green
Growth Partnership with Kazakhstan
Jinhong Joo (December 2012)
ISBN 978-89-322-2329-2 / A5 / 150pp. / USD 7

The Green Growth policy, which is the policy to

energy efficiency and the development of renew-

improve the environment and to foster economic

able energies appropriate for their individual cir-

growth of a country, has earned general accept-

cumstances, than the reduction of greenhouse

ance as a policy not only for advanced economies

gases. In addition, developing countries must uti-

but also among developing economies. Advanced

lize fully the opportunity for industrialization

economies have greater opportunities for the de-

through the green growth policy. To this end,

velopment of green industries based on their

they must establish their master plans for basic

high technology and large energy consumption.

infrastructure such as electrical grid installation,

However, developing countries, which have

reflected in demands of green industries. It will

much energy resources, are paying increasing at-

be the ground for industrialization by green in-

tention to green growth. The reason being that

dustries.

changing their energy dependent economies to

Kazakhstan, an energy-rich developing country,

industrialized ones with accumulated wealth by

has yet to enact an economic growth policy that

energy resource export is one of their economic

includes green growth. However, the industrial

policy key goals. Green growth policy is being

diversification program of Kazakhstan, named as

considered as one of the better options for sus-

‘the State Program of Forced Industrial and In-

tainable growth and economic diversification.

novative Development 2010~2014,’ does have el-

Green growth policy is an industrial policy ap-

ements of green growth policy. It is written in the

plicable under the WTO regime. However, the

basic principles of this program that the intro-

green growth policy of developing countries as

duction of a green economy represents the fun-

an industrial policy would be different from that

damental direction of Kazakhstan’s economic

of advanced countries. Developing countries

growth. And the program includes policies for

would rather focus on the improvement of their

energy efficiency improvement and for renew-
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seas expansion of Korean green industries should

is for industrialization but not exclusively green

be linked strategically. Seventh, it is necessary to

growth. So it does not have sufficient instru-

cooperate for the nurturing of green technology

ments for the green growth of Kazakhstan. To

manpower and for green R&D. Eighth, Korea

stimulate the green growth of Kazakhstan, Kaza-

and Kazakhstan need to make joint efforts to re-

khstan has to make the promotion plans for the

store ‘Non-actionable Subsidies’ in the WTO

industries related to green industries and the in-

regime for the development of the green indus-

frastructure construction plans to create the de-

tries.

mand of green industries. The prospective green

At the industry level, both countries need to co-

industries in Kazakhstan include energy saving

operate in the industries like wind power, LED

and efficiency, wind power, and power grid in-

and smart grids. These industries are the

cluding the smart grid industry.

prospective industries for Kazakhstan and among

To reinforce the economic partnership for green

Korea’s strategic industries for green growth. In

growth between Korea and Kazakhstan, cooper-

addition, R&D and training of engineers for

ation among both governments and both indus-

green industries, the establishment of joint ven-

tries is necessary. First, at the government level,

tures and investment in Kazakhstan, and the de-

Korea needs to designate Kazakhstan, which has

velopment of Kazakhstan as the strategic base for

a relatively free business environment, as the core

CIS regions’ green markets should become the

partner country for green growth in the CIS re-

cooperation agenda regarding industries of the

gion. Second, Korean government should give

two countries. Also, other related industries are

support to the diplomatic efforts of Kazakh gov-

to be developed together in wind power, LED

ernment to take the lead of green economy in-

and smart grid industries to expand the eco-

ternationally. Third, the Korean government

nomic effects of green growth policy. And ‘the

should combine the green growth cooperation

growth-together strategy’ should be used to over-

policy with Kazakhstan with the Knowledge

come the disadvantages of Korean green indus-

Sharing Program of Korea. It will heighten the

tries by the advantages of its other related

effectiveness of Korea’s green growth cooperation

industries for the cooperation with Kazakhstan.

with Kazakhstan. Fourth, Kazakhstan’s govern-

The other related industries include shipbuild-

ment partner for green growth should be the

ing, materials industry, semi-conductor industry,

Ministry of Industry and New Technology,

solar power industry, IT industry and etc.

which oversees the industries of Kazakhstan.

Finally, this case study about Kazakhstan’s green

Fifth, Korea should earn the designation as a

growth identifies implications for the future di-

prior partner country in the energy efficiency im-

rection of cooperation with developing countries

provement section of ‘the State Program of

for green growth. First, potential green markets

Forced Industrial and Innovative Development

do exist in energy rich developing countries and

2010~2014’ like EU. Sixth, the loans for encour-

these markets need to be developed. Second, the

aging Kazakhstan’s green growth and the over-

green growth cooperation policy for developing
141
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countries may be used as the diplomatic leverage

ing countries that pursue green growth. Fourth,

for improving Korea’s global position. Also, the

Korea’s economic cooperation with energy rich

green growth cooperation policy needs to be

developing countries should drive the transition

combined with Korea’s Knowledge Sharing Pro-

from energy resource development to green in-

gram for the effectiveness. Third, it is necessary

dustry development for reciprocal economic

for Korea to build an effective WTO regime to

growth.

grow green industries together with the develop-
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Development of CAREC and
Implications for Korea

Young Kwan Jo et al. (December 2012)
ISBN 978-89-322-1415-3 / A5 / 212pp. / USD 10

All Central Asian countries have the distinction

countries dependent on adjacent major powers

of being landlocked. This twist of geographical

economically and politically, as they can conduct

fate, unfortunately, has become the source of the

trade with other countries only through their

many regional political, social, and economic

powerful neighbors and cannot help but be in-

problems facing the region. In particular, the eco-

fluenced by them. Central Asian countries, pre-

nomic problems have become significant obsta-

viously dependent economically on Russia

cles to the development of Central Asian

during the Soviet era, are now dependent on

countries and the economic activities of their

China. This trend will likely continue in the

populations. For example, land transportation

medium term.

must be made via roads and rails through the ter-

This implies that Central Asian countries must

ritory of neighboring countries. The stable sup-

cooperate among themselves because they will

ply of energy, which is essential for economic

not be able to overcome the problems of being

development and people’s survival, often depends

landlocked without mutual cooperation. There-

on the good will and cooperation of adjacent

fore, various regional organizations for economic

countries through which pipelines that supply

and political cooperation were established among

the oil and natural gas pass through. Generally,

Central Asian countries.

construction of these pipelines require much in-

For example, there is the Shanghai Cooperation

vestment and long-term planning. However,

Organization (SCO), the Central Asian Coop-

these underdeveloped economies often do not

eration Organization (CACO), Eurasian Eco-

have enough money to invest in infrastructures

nomic Community (EurAsEC) and the Central

and energy transportation routes. In this respect,

Asian

they are suffering from geoeconomic problems

(CAREC), among others. These organizations

as a result of being landlocked.

have various purposes and forms. However, their

In addition, being landlocked makes these inland

common goal is to solve their immediate prob-

Regional

Economic

Cooperation

143

Studies in Comprehensive Regional Strategies

lems and to overcome common obstacles in re-

currently being implemented, but the targeted

gional cooperation.

goals of CAREC can be achieved only if relevant

This study focuses on the Central Asian Re-

institutional and administrative problems are re-

gional Economic Cooperation (CAREC) in par-

solved, and the quality of economic life for the

ticular. CAREC works is arguably the most

people of Central Asia would be greatly im-

active among the regional cooperation organiza-

proved. Until now, the most important outcome

tions in Central Asia. CAREC, established in

institutionally is the establishment of regular

1997, is made up of 10 member states and 6 mul-

meetings of the related officials of CAREC

tilateral organizations. The 10 member states in-

member states. These regular meetings allow the

clude Central Asian states like Azerbaijan,

related officials to engage in earnest discussion

Kazakhstan, the Kyrgyz Republic, Tajikistan,

of their common problems, not to mention rein-

Uzbekistan, Turkmenistan: along with China,

force cooperation.

Mongolia, Afghanistan, and Pakistan. Six mul-

Several Korean companies have already partici-

tilateral organizations are: the Asian Develop-

pated in CAREC projects for road construction,

ment Bank (ADB), European Bank for

construction inspection and etc. For the future,

Reconstruction and Development (EBRD), the

prospective CAREC projects include power grid

International Monetary Fund (IMF), Islamic

construction, renewable energy, and energy effi-

Development Bank (IsDB), UNDP and World

ciency in the energy sector. In trade facilitation,

Bank. The ADB works as the secretariat of

it is necessary to utilize the Official Development

CAREC. The number and scale of CAREC

Aid as a participation strategy, or participate to-

projects increased very much during the 10 years

gether with other multilateral organizations in

from 2001 to 2011. There were only six CAREC

CAREC projects.

projects involving about USD 200 million in
2001, but the figures increased to about 100 projects and USD 17 billion by 2011.
The dominant sectors in CAREC projects include transport, energy, and trade facilitation sectors. These sectors represent an urgent necessity
not only for the development of individual
CAREC members but also for the development
of Central Asia as a whole. The main portion of
CAREC projects are in the transport sector.
Among the total investment amount of USD 17
billion, 12 billion went to the transport sector,
whereas the energy and trade facilitation sectors
received only USD 3.2 billion and USD 2.2 billion, respectively. Various CAREC projects are
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The Strategic Connotation and
Implications of the Strategic
Triangle of Russia, China and
India
Jun Kee BAEK et al. (December 2012)
ISBN 978-89-322-1416-0 / A5 / 292pp. / USD 10

It is noted that the formation of the Strategic

aspects of conflict and cooperation since the

Triangle of Russia, China and India is one of the

Cold War era. Secondly, it gives special focus to

most significant political events in the rearrange-

several cooperative and competing factors that

ment of world order after the Cold War. After

exercised great influence on the development of

President Yeltsin defined the situation after the

relations between China and Russia in the post-

end of the Cold War as a ‘cold peace’ and pro-

Cold War era. Third, considering that American

posed the idea of strategic co-operation among

forces have played an overwhelming role in

the three nations in 1993, the initiative was taken

maintaining US hegemony in the Asia-Pacific,

in 1996 by Yevgeny Primakov, then Russian for-

it examines how the RIC regime as a burgeoning

eign minister, who supported the idea of

strategic triangle might go on to establish a

‘eurasianism.’

multi-polar system for power balancing, under

Since 2006, after their declaration of the Year of

closer cooperation between China and Russia.

Russia, Year of China and Year of India, the three

Regarding factors of cooperation between the

nations have endeavored not only to enhance po-

two nations, we can summarize some factors

litical-economic cooperation but also to build

briefly. These include: settlement of the Sino-

common values by taking a cultural approach.

Russian border dispute, exclusion of the ‘three

The Strategic Triangle of Russia, China and

evils’, comprehensive economic cooperation, mil-

India, which can be interpreted as an ‘Entente

itary cooperation such as holding joint military

Cordiale,’ can be defined as a ‘political alliance’

exercises, arms imports from Russia, and mutual

or ‘quasi-alliance’ closer to a network alliance

exchange of revolution in military affairs (RMA),

rather than a military alliance.

etc. As part of a search for a multi-polar system

This paper is composed of three main parts.

to counter US hegemony, this would involve re-

First, this paper outlines a brief history of Sino-

inforcing a multilateral or regional cooperation

Russian relations which has demonstrated dual

system including SCO, RIC, BRICs, Six party
145
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talks, etc. On the other hand, there are also some

ies factors for cooperation and conflict at the

conflicts which not only prevented the two na-

same time. The cooperative factors are in eco-

tions from establishing full-fledged ties, but ac-

nomics and security - more specifically, in mili-

tually pose a greater long-term threat to each

tary, science and technology. There are even

other. There are still some factors hindering the

cooperative factors in regional conflicts and ter-

development of closer relations between the two

ritorial disputes. The fact that India imports 60%

nations and enhancing their mutual confidence,

of the Army’s military hardware, 70% of its naval

such as engagement of the US in Asia, emer-

vessels and 80% of aircrafts for the Indian Air

gence of a G-2 system, the ‘China threat’ derived

Force from Russia clearly illustrates the level of

from the Rise of China, and competition for

the military cooperation between the two na-

SCO leadership.

tions.

Although Sino-Russian relations has recently

Russia and India share common interests in the

been defined as a ‘comprehensive strategic coop-

issue of regional conflicts and territorial disputes.

erative relationship’ which has characteristics of

For Russia, the handling of issues related to the

coexistence simultaneous with those for cooper-

Chechen secession and regional conflicts in Cen-

ation and conflict, what is certain is that they are

tral Asia are critical for the maintenance of na-

the most important stakeholders as well as core

tional/territorial integration and stabilization of

actors among SCO members in the course of es-

the post-Soviet space. To India, a territorial dis-

tablishing RIC as a strategic triangle.

putes with Pakistan such as Kashmir and the Is-

From a viewpoint of strategic pragmatism, be-

lamic secessionist movements stand out as

cause cooperative factors are more influential

recognized risk factors.

than factors for competition in Sino-Russian re-

On the other hand, there are conflict factors be-

lations, it is anticipated that these two nations

tween Russia and India like those involving the

could maximize mutual interest by not only min-

US and China. Russia does not necessarily op-

imizing influence of competition, but engage in

pose the reinforcement of cooperative relation-

diplomacy for selective cooperation based on

ship between the US and India; however, it

‘seeking common ground while reserving differ-

would be unbearable for Russia if the strategic

ences (literally chinese expression is qiutongcun-

interests which Russia has historically possessed

yin).’

in Asia were damaged as a consequence. It is pos-

After all, given that the US made a decision to

sible that the enhancement of military collabo-

promote re-engagement and re-balancing in the

ration between the US and India can cause the

Asia-Pacific through the new policy of ‘Pivot to

strategic erosion for Russia in Asia, such as in

Asia’ in 2011, it would be critical for China and

Central Asia, in the long term perspective.

Russia to effectively deal with conflict factors in

The most important issues in the conflict factors

order to establish and develop a firm RIC triad

between India and China are territorial disputes,

in the future.

energy and resources, settlement of the sphere of

The relations between Russia and India embod-

influence in South Asia, and the ‘asymmetric
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Russia a stronger global actor. At the same time,

tions. Sino-Indian relations were switched to a

India can strengthen its position on global issues

cooperative one with Russia as the strategic ad-

by establishing a strategic connection with Rus-

hesive, and the conflict factors between China

sia. In this regard, India is able to resolve security

and India, for example, territorial disputes, have

concerns over China and contain the emergence

been institutionally resolved. However, if ele-

of China as the sole hegemon in Asia.

ments of the Sino-Indian conflicts are not struc-

The competition and conflict between the two

turally resolved, it is possible that cleavages in

groups, the Continental Triangle of Russia,

Russo-Indian relations will come to the surface.

China and India (which includes a Russo-Indian

While the Russo-Chinese relations is a ‘strong

connection); and the Maritime Triple Alliance of

link’ and Sino-Indian relation is the ‘weak link’

the US, Japan and Australia led by the US, can

in terms of the formation of the Strategic Trian-

lead South Korea into a strategic dilemma. The

gle of Russia, China and India; the Russo-Indian

Strategic Triangle is related to the Lesser North-

relations can be deemed an ‘initial point’ of the

ern Triangle of North Korea, China and Russia

link. At the time of the formation of the Strate-

which is based on the treaty of amity and friend-

gic Triangle, Russo-Indian relations were not

ship. For South Korea which is linked to the

deemed as vital in comparison to Sino-Russian

Maritime Triple Alliance through the Korea-US

relations; however, it would have been difficult to

mutual defense agreement, it is desirable to avoid

form the Strategic Triangle if the strategic rela-

entrapment in the conflict structure and mini-

tions between Russia and India had not been re-

mize the ‘alliance dilemma’, and to establish a

stored and strengthened.

peace regime in the region.

The Russo-Indian relations which complements

In order to establish the East Asia peace regime,

the Sino-Indian relations in the formation of the

the Helsinki Process is regarded as one of the

Strategic Triangle functions serves as a ‘facilitat-

most convincing alternative models. Given that

ing’ factor in the structural evolution of the Tri-

the Helsinki Process aims to institutionalize se-

angle. Russia and India agreed to the formation

curity and peace in Europe by recognition of the

of a multipolar system as all three countries op-

status quo of borders and territories, it is clear

posed the unipolar global order, as Russia pursues

that the East Asian version of the Helsinki

the restoration of its status as a great power and

Process should start from the resolution of terri-

defence of the sphere of its influence, while India

torial disputes and the recognition of status quo

also wishes to be a global power in the region and

of borders. Russia, China and India are deeply

world. As long as the US strengthens its Asian

involved in territorial disputes in Asia as parties

policy such as the ‘Asia shift’ or ‘pivot to Asia’,

of interest. Considering the situation that the US

and intensifies the strategic encirclement of

uses military ‘exercises’ to impact territorial dis-

China, China will continue to strengthen strate-

putes in East Asia, it is possible that the Strategic

gic links with Russia and india.

Triangle of Russia, China and India will also be-

It is clear that the strategic link with India make

come actively involved in the territorial disputes
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in the region and influence issues such as Dokdo.

negative factors are (1) unsettled territorial dis-

The relationship between China and India is the

putes and the rise of nationalism which hinder

weakest link in the “China-India-Russia trian-

(the) two countries from resolving the said dis-

gular cooperation regime”. The India-Russia re-

pute (2) competition for dominance in Asia

lation has been the facilitator in this triangular

where the spheres of influence of two countries

regime, and the China-Russia relation has served

overlap (3) economic conflicts caused by the

as the driving force. But because of mutual

trade deficit of India in bilateral trade.

strategic distrust, China and India could not

Considering these factors, we can lay out four

overcome the conflicts in various spheres and this

different scenarios for this bilateral relationship

has created a ‘drag’ in terms of the development

for the middle term: strategic cooperation, coop-

of the triangular cooperation regime.

erative relations, competitive relations and strate-

The 1962 war between China and India was a

gic rivalry. Because of geopolitical competition

turning point in contemporary China-India re-

and territorial disputes, we cannot expect the ad-

lations and had a deep and negative impact on

vent of strategic cooperation in the near future.

relations between the two countries, especially on

Yet considering the huge political and economic

India’s China policy. Though China-India rela-

costs, it is difficult for two countries to go back

tions have improved substantially since Rajiv

to confrontation reminiscent of the Cold War.

Gandhi’s visit to Beijing in 1988, and also the

The most likely possibility is a combination of

agreement to establish a strategic and cooperative

competition and cooperation. If the positive fac-

partnership for peace and prosperity in 2005, dis-

tors play a leading role in the bilateral relation-

trust and conflict have not gone away. On the

ship and two countries succeed in separating the

other hand, it means that improvements in

cooperative elements from strategic conflicts like

China-India relations could take the triangular

territorial disputes, the two sides could continue

cooperation regime to a new level.

to develop a cooperative relationship. If the neg-

At present, there are both of positive and nega-

ative factors play a leading role but the two sides

tive factors in China-India relations. The positive

do manage to avoid military conflict, a competi-

factors are (1) China and India desire a peaceful

tive relationship will emerge instead.

security environment to concentrate on eco-

In the latter instance, a triangular cooperation

nomic and social development instead (2) two

regime cannot develop smoothly. But in the for-

states need the other’s collaboration in resolving

mer instance, it could be transformed into a

domestic political problems such as Tibet for

meaningful multilateral cooperation forum with

China and Kashmir for India, (3) as developing

robust civilian exchanges and impact on the in-

countries, they share a common interest in inter-

ternational order (due to China and India’s rapid

national climate change negotiations and multi-

growth and huge potential). In that case, it could

lateral trade negotiations (4) they provide

offer both opportunities and challenges to Korea.

diversity as a diplomatic asset that ensures flexi-

The main challenges include further multi-

bility and autonomy in foreign relations. The

polarization of world politics which demand
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angle system based on the SCO. Of course, Cen-

the threat of increased economic competitiveness

tral Asian states regard US as a main outside

of China and India could pose to the Korean

player in the region and as the only country ca-

economy, especially in the manufacturing indus-

pable of projecting power all over the world. The

try. But there could also be opportunities such as

Central Asian states recognize the importance of

the increased chances of controlling China’s rise

America’s global role in maintaining their inde-

through multilateral cooperation and a new large

pendence, diplomacy, expansion of security au-

market which China and India’s economic

tonomy and sustainable economic development.

growth could provide to Korea.

Furthermore, these states have to maintain

Despite the existence of conflict factors, the Tri-

friendly relations with the US which can hold

angle System led by Russia-China-India in co-

the fierce Sino-Russian competition/expansion-

operation with Central Asian states within the

ism with respect to Central Asia. However, the

Shanghai Cooperation Organization(hereafter,

Central Asian states will try to cooperate with

SCO) has raised the status of the SCO and the

the US in a manner that does not impact the tri-

triangle system itself both in Asia and the

angle system and Russia-China alliance.

Eurasian Continent.

The cooperation with the triangle system within

Furthermore such condition has also resulted in

the SCO has provided Central Asian states with

Russia maintaining an position of superiority,

a chance to establish their own foreign policies

with China extending its influence in a practical

and test them. The SCO could provide institu-

and gradual way, and India making rapid and ef-

tional leverage where those states could promote

ficient advances within a short period and dis-

various diplomatic options against China, Russia

playing itself under the sun; all the while

and India in order to achieve their interests and

checking increases in American unilateralism

also a balance the power dynamic so that no one

initiated by the Bush administration in 2000. On

power attains too much influence. The triangle

the contrary, US has seen its position erode al-

system, in the context of mutually horizontal re-

though it is constantly engaged in Asia politi-

lations and multilateral cooperation, has been a

cally, militarily and economically. Ever since the

platform for newly independent states to proceed

2008 Georgia War has exposed US inability in

with state-building and system transition in a

that area, it is likely to say that Russia’s status be-

stable manner. Therefore, we can conclude that

came stronger while US influence was slightly

the relations to the triangle system within the

reduced. The Georgian War also proved the via-

SCO has been somewhat beneficial for Central

bility of the Russian military and its firm political

Asian states, in terms of enhancing their status

will, while demonstrating Russian power to

as sovereign states, securing respect for their sov-

countries of Central Asia, the SCO, and the tri-

ereignty and common security, extension of

angle. One of the key reasons that the US was

diplomatic autonomy, economic development,

not able to extend its influence in Central Asia

and mediation of regional conflicts and disputes.

is, more likely than not, the existence of the tri-

The relation between Central Asian States and
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the triangle system within the SCO has impli-

ritory among member states have been brought

cations for Korea as follows: first, the multilateral

under control. The region’s history contain its

organization where powerful states participate

share of upheavals and events such as the Andi-

could lead to remarkable reduction in the level of

jan uprising, but they are unlikely to characterize

uncertainty in terms of security for weak states.

events at the international level. Therefore, it of-

The experience of Central Asia clearly shows

fers a useful reference for Korea, who has its own

that conflicts and disputes among the region’s

issues and conflicts such as six-party talks, relax-

small countries and also between the major pow-

ation of tensions between North and South

ers and small states could be efficiently mediated

Korea, territorial conflicts in East Asia, disputes

and managed. For instance, since 2000 when the

regarding history and so on.

SCO has been fully activated, conflicts over ter-
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The Study of Land Issues in
South Africa

Yongkyu Chang, Kyudeug Hwang, Byung-Soo Seol,
Kyoung Hwa Kang, and Bethel Ghebru (December 2012)
ISBN 978-89-322-1417-7 / A5 / 234pp. / USD 10

Within the context of historical and socio-eco-

in South Africa has been marred by the domina-

nomic complexities and implications, this study

tion and exploitation caused by the white settlers.

aims to deal with land issues in South Africa,

This implies that the history of colonial rule and

which have been a major point of debate since the

land dispossession should become a focal point of

middle of the 17th century when the white set-

land issues in South Africa.

tlers’ contact with indigenous peoples was formally

Once the National Party (NP) supported by the

initiated. Against this background, first, the cur-

Dutch origins was at the helm of South African

rent study focused on examining the perceptions

government in 1948, the white regime institution-

and practices of peoples concerning the land uses

ally installed land private tenure rights, which cre-

and values in South Africa. Second, it covered the

ated a fundamental transformation of relationships

land tenure system during the pre-colonial period

between the indigenous Bantu peoples and the

as well as the processes of European settlers’ land

whites with causing the destructive and harmful

plunder since the middle of the 17th century.

situations for the black societies. The Apartheid

Third, it examined a number of negative aspects

regime established and implemented legislation

of land policy during the Apartheid era (1948-

for denying the ownership rights of black people.

1993). Since the demise of Apartheid system, fi-

As a result of the enactment of the Native’s Land

nally, it explored the ANC-led government land

Act of 1913, the black had to move from their

policy from the onset of the post-Apartheid epoch

land to the reserved area called Bantustan. More-

to the present.

over, this caused the distorted land situations in

Since the 17th century, South Africa was placed

which the white minority only accounting for less

into the influence of white minority settlers and

than 15% occupied more than 70% of the entire

the British imperialists, who made the indigenous

land in South Africa.

peoples dominated and degraded with being de-

After the end of the Apartheid period, the new

prived of land rights. As noted, the history of land

South African government facilitated the market151
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led land reform programs. Given the programs

tures as well as economic ones in dealing with the

sought to correct the injustice of land redistribu-

land policy. Additionally, the government should

tion, reduce the poverty, contribute to the sustain-

provide farmers a substantial access to land which

able uses and development of land and economy

is mainly approached by them for the purpose of

and set up a balanced and equitable land tenure

making a living. Moreover, some government

rights, they were initially treated as an ambitious

policies for the future are supposed to protect and

and proper approach to the land problems in

enhance the flexibility and freedom of choice for

South Africa. However, the post-Apartheid gov-

the individual.

ernment has been confronted with a number of

Under the circumstances, the main purpose of

difficulties while protecting the legacy of tradi-

land reform in South Africa should be highlighted

tional land system. In this context, the various land

within the equitable land rights and redistribution.

policies of the post-Apartheid era can be charac-

The problem is that the South African citizens,

terized by failure, ambivalence, ambiguity,

particularly Afrikaners who are the large-scale

dilemma and inconsistency. This shows that

farmers and the Bantu people who are mostly

South Africa has failed to eradicate the old and

peasant proprietors, tend to have a strong attach-

deep-rooted Apartheid legacy.

ment for land. In the post-Apartheid era, South

Livelihood based on land remains the significant

Africa has implemented a multi-faceted program

matter for people in both rural and urban areas. In

of land reform to address problems of historical

the midst of high rate of unemployment and un-

dispossession and rural poverty, relying heavily on

stable income conditions, many people in South

the principle of ‘willing buyer, willing seller.’ This

Africa are placed to rely on land for guaranteeing

version of market-led agrarian reform has been in-

food security and their sources of income through

fluenced by the World Bank but enjoys support

the agrarian productivity. This means that the

from landowners and elements within the ruling

government’s land policies and programs for re-

ANC committed to maintaining the structure of

ducing poverty should be treated as one of the pri-

large-scale, capital-intensive farming.

mary goals in socioeconomic terms in the

The focal point of the slow pace of land reform is

post-Apartheid epoch.

considered as the potential element of conflict in

Currently, meanwhile, the land reform issues have

South Africa. In fact, 18 years since apartheid

become more prominent than ever. The issues re-

ended, a derisory 4% of white-owned farmland

tain always emotional and symbolical aspects in

has been redistributed, mainly bought from white

the national debate for the past and the future.

landowners willing to sell at prevailing market

Similarly, some proponents supporting and pro-

prices. The rate of land transfer remains far below

tecting the indigenous land system have asserted

official targets which would be expected to take

that the system has intrinsically ecological and

about 60 years to resolve the land disputes. This

cultural values beyond the economic benefits.

suggests that it has a potential conflict to be ex-

Thus, the government has been demanded of re-

ploded with making little positive impact on liveli-

considering the meaning and value of cultural fea-

hoods or on the wider rural economy.
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The Social and Economic
Development Capacity Building in
Ethiopia and Kenya: Strategies for
Korean International Development
and Cooperation
Jin-Sang Lee and Oung Byun (December 2012)
ISBN 978-89-322-1418-4 / A5 / 172pp. / USD 7

This study is to investigate the issues of socio-

performing well during the last five decades due

economic development in Ethiopia and Kenya

to political instability, corruption and mal-man-

and to propose how Korea can improve ODA to

agement. Kenya provided a long term develop-

these countries. Ethiopia and Kenya are major

ment plan ‘Vision 2030’ in 2007, and has given

economic powers in the Horn of Africa. There

priorities to promote key industries. The key in-

are a few countries with unstable government in

dustries were encouraged foreign direct invest-

the region causing problems to neighbouring

ment and government support. Nevertheless,

countries. During the last 20 years, Somalia, as

their economic record has not been successful

neighboring both countries, has been unstable

and Korean ODA could be beneficiary to im-

and created problems in the continent and in the

prove social and economic environment.

off shore.

This study suggests how Korean ODA can en-

Ethiopia has a long history and suffered from 17

hance socio-economic capacity of the two coun-

years of socialism in the 1970s and 1980s. After

tries. By promoting these two economies and

a new government was established in 1991, the

social development, the Horn of Africa will be

country has been trying to promote her economy

stabilized.

with a market driven economic system. Since
year 2000, the Ethiopian economy has been
achieved one of the highest economic growth in
Africa. However, there are many issues that could
be improved socio-economic development for
the country.
Kenya was a British colony until 1963 and had
some economic infrastructure inherited from the
colonial rule. However, the economy was not
153
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Korea’s International Development
Cooperation for the
Promotion of Ethiopian Small and
Medium Enterprises (SMEs)
Sungil Kwak, Hyelin Jeon, and Seukhoon Baik
(December 2012)
ISBN 978-89-322-2330-8 / A5 / 156pp. / USD 7

The promotion of small and medium enterprises

affect each other.

(SMEs) is an effective policy measure to facili-

To remove those interlocking constraints hinder-

tate the functioning of markets by increasing the

ing the development of SMEs, this study pres-

number of market participants. Moreover, the in-

ents two policy suggestions. The first is the use

crease in the market participants expands the

of micro-finance. The constraint to access credit

sources of tax to increase tax revenue. The ma-

causes the lack of capital to block the accumula-

jority of recipient countries with aid dependency

tion of human capital and technology so that the

experience difficulty achieving self-sustaining

SMEs cannot grow. Korea can provide ODA to

growth and development due to the shortage of

the micro-finance institutes as a form of public-

revenue. Therefore, the expansion of sources of

private partnership (PPP) projects to support the

tax through the development of SMEs is a nec-

development of SMEs in Ethiopia.

essary condition in order for developing coun-

Since most micro-finance institutions (MFIs) are

tries to move toward a better future. Thus, the

owned by a local or central government, The Ko-

nurturing of SMEs is important for developing

rean government can provide a provincial or cen-

countries.

tral government with either a grant or credit

The purpose of this study is to analyze the roles

assistance to improve the financial status of

of Korea in the promotion of SMEs in Ethiopia

MFIs. They provide financial services to SMEs.

as a means of development cooperation. SMEs

Private partners of Korean government also do-

in Ethiopia are experiencing the following bar-

nate expertise and technology to MFIs. Since

riers: low infrastructure, business-related policies

MFIs provide small businesses with non-finan-

and regulations, constraints to access credit, and

cial services such as management counseling or

the lack of government-led technical supports.

technology, private partners in Korea and small

We show that those constraints are linked and

businesses in Ethiopia are naturally co-operated
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quests. Instead, Korea in consultation with major

creases the likelihood that SMEs in Ethiopia buy

donor countries should select proper projects.

raw materials or equipment from firms who

Through this consultation process, we can clearly

transfer technology to them. By doing so, this

identify effective aid areas and achieve the har-

program can work as a strategic expansion plan

monization of aid. First, each donor country pro-

for Korean SMEs.

poses projects in the sectors of comparative

The second policy suggestion is to provide a

advantage. Combining the proposed projects in

comprehensive aid program. Before establishing

consultation with other donors establishes a

the program, Korea must join the Development

comprehensive program. This program could

Assistance Group (DAG) in Ethiopia. Korea has

provide a means to untangle the tangled con-

to avoid making the decision that Korea alone

straints. That is to say, interlocked constraints

will support the project the recipient country re-

could be overcome through this program.
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The Northeast Region of Brazil:
Its Investment Environment and
Ways to Expand Korea’s
Participation
Ki-Su Kwon, Misook Park, and Siun Yi (December 2012)
ISBN 978-89-322-2331-5 / A5 / 186pp. / USD 7

The purpose of this study is to analyze the in-

Chapter five introduces promising businesses

vestment environment of Brazil’s northeast re-

with good prospects for success. These businesses

gion which has received a great deal of attention

were discovered after an in-depth analysis of the

recently for its potential. Suggestions are made

diverse development plans for the region, such as

for Korean companies seeking to expand invest-

the Regional Development Plan for the North-

ment.

east Region (PRDN), PAC-2(Growth Acceler-

This report consists of six chapters as follows:

ation Program 2), and those plans related to the

The study begins with an introductory chapter,

2014 World Cup.

followed by chapter two that provides an outline

Lastly, in chapter six, analyses in previous chap-

of the economy of the northeast region of Brazil

ters are combined and provides suggestions for

from four different perspectives: geographic, eco-

Korean companies seeking to make inroads into

nomic, industrial and trade structure.

Brazil’s northeast region. This chapter develops

In chapter three, the investment environment of

a SWOT analysis on the investment environ-

the region is closely analyzed, with focus on the

ment of this region after examining the state of

government’s investment promotion policy and

Korean investment in Brazil and investor per-

its system, labor market, infrastructure, and mar-

formance. Some practical measures are also sug-

ket potential.

gested at the corporate and government level.

Chapter four looks into the current situation re-

Suggestions at the corporate level include: ①

garding the expansion of foreign companies into

entry strategy based on classification of invest-

this region and their strategy. In particular, com-

ment purposes ② active participation in govern-

panies from China, Japan, and France are closely

ment projects ③ diversification of investment

examined; eliciting implications for Korean com-

regions ④ expansion strategy tailored to regional

panies.

characteristics and ⑤ collaboration with local
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③ establishment of the Korea-Brazil economic

level, they include: ① enhancement of institu-

cooperation center ④creation of exclusive indus-

tional cooperation with local governments ② ex-

trial complex for Korean companies.

pansion of Knowledge Sharing Programs (KSP)
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A Study on the Characteristics of
Latin American Elites

Ki Hyun Kim, Yun Joo Park, Young Chul Kim, and Sang Hyun Yi
(December 2012)
ISBN 978-89-322-1419-1 / A5 / 366pp. / USD 12

This study explores the formation and the char-

elite studies literature which focuses on analyzing

acteristics of Latin American elites focusing on

the impact of conflicts or cooperation among the

Mexico, Brazil, Peru and Chile. The reason why

elites on democratization process.

these four countries have been chosen for the

Each case study shares the following structure.

study is not because they represent the region but

First, it analyzes the elite formation process. In

because they are relatively the most significant

order to comprehend the characteristics of the

countries in terms of their relation with Korea.

elites, the elite formation process is an important

Therefore, what we found in this study regarding

element to look at. The elite formation process

the formation and the characteristics of the elites

is not just a simple historical fact yet it proves to

are not duplicable to the other Latin American

determine the characteristics of today’s elites.

countries. Considering the importance of the

Various historical factors such as the strength of

topic as well as the diverse context of Latin

colonial power, the role of local elites in inde-

America, the further research on elites in other

pendence, the existence of powerful regional

Latin American countries will be important to

elites in the process of nation building, the power

foster more complex and comprehensive under-

of rural elites, the degree of diversification of

standing of the elites in Latin America.

elites result in different characteristics of elites in

This study does not aim at establishing a new

each country. Therefore, looking at the elite for-

theory on Latin American elites. Rather, it prac-

mation with emphasis on significant historical

tically approaches to the subject of elites in order

events, we tried to deepen our understanding of

to contribute to better relations between Latin

the characteristics of elites in each case.

America and Korea since the elites are such an

Second, we examine various sectors of the elite

important social actors. As a result, this study

structure. As mentioned before, due to different

turns out to differ from recent development of

historical formation, different sector of the elite
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their interests. We analyzed Chilean case, which

example, in Chile and Peru, economic elites have

seems to have unified elites, in terms of how the

stronger power among others, while political

unity could be maintains by looking at their re-

elites are relatively more predominant in Mexico

cruiting methods, their religious conservatism,

and Brazil. Furthermore, when Mexico and

and their strategy of alliance. In Peruvian case,

Brazil, whose size is rather big among Latin

this study scrutinizes the power relations among

American countries, tend to have stronger local

principal elite groups such as economic elites, po-

elites such as governors, relatively smaller coun-

litical elites and military elites. In addition, the

tries in this study such as Peru and Chile turn

interactions among the elites were carefully ana-

out to form stronger elite concentration around

lyzed in order to verify their style of governing.

each capital, Lima and Santiago, respectively. In

Meanwhile, Brazilian case, where we can find

Peru, the military elite maintains its power to

rather more diversified elites, gave us insights on

some extent while in Mexico the military does

how power has been shared among different sec-

not form a part of power elite because of institu-

tors of elites. Mexico, which also appears to have

tionalization of social conflicts. Chile, which ap-

a more diversified elites, elucidates how different

pears to have a strongly unified elites, tends to

sectors of elites could acquire governance by in-

have powerful media elites which play a major

ternal integration.

role in national politics with its economic as well

As a result, this study contributes to more com-

as political power. However, Peruvian as well as

prehensive understanding of Latin American

Brazilian media did not grow into such power.

elites by looking at their historical formation

In case of religious elites, Peru and Chile where

process, their characteristics as well as current

the society in general is socially conservative

status of their power structure. Therefore, this

posses relatively more powerful religious elites

study offers a base for future researches on Latin

than Mexico and Brazil.

American elites as well as politics of the region

Such diversity in Latin American elites led us to

in general. It also provides a practical knowledge

focus this study on specific elite groups depend-

on the elites in Latin America who play a signif-

ing on each country’s context instead of research-

icant role in the relation between Korea and

ing same groups in each case. Political elites and

Latin America.

economic elites were commonly discussed in
each case while military elites, media elites and
religious elites were chosen depending on its significance in the case. This approach is appropriate for the study because its purpose is to explore
the characteristics of those who have power in
the policy making process from power elite perspective.
Finally, this study surveys how elites act to realize
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Structures and Risk Factors of
Islamic Project Finance

Kwon Hyung Lee and Sung Hyun Son (December 2012)
ISBN 978-89-322-2332-2 / A5 / 118pp. / USD 7

Islamic project finance is a project finance using

For the policy implications, it is necessary to es-

Shariah compliant Islamic finance scheme. Re-

tablish a research center specialized in compre-

cently, the role of Islamic project finance has

hensive research on new products or schemes in

been increased with the growth of Islamic finan-

Islamic finance, Islamic law or regulation in var-

cial industry based on high oil price, in particular,

ious countries of the world. Second, a large num-

after the break of global financial crisis. The aim

ber of professional manpower related to Islamic

of the study is to analyze structures, trends and

finance should be trained through short term

risk factors of Islamic project finance and to draw

training courses or graduate-level academic

some policy implications from the analyses.

courses on Islamic finance, shariah and area stud-

First of all, this study reviews the definition and

ies in the long term. Third, governmental sup-

features of Islamic project finance and explains

portive system should be established to help

basic structures of Islamic finance utilized in

Korean companies and financial institutions to

project finance with market trends examined.

cope with lack of experiences, knowledge or ex-

Chapter three analyzes specific structures and

perts. Fourth, it is needed to build institutional

characteristics of Islamic project finance in the

and legal infrastructure to introduce Islamic fi-

GCC countries through five case studies. Chap-

nance scheme to Korea.

ter four looks through potential risk factors in Islamic project finance that might occur. In chapter
five, we suggest several policy implications that
need to consider when the Islamic project finance scheme is applied to project finance involved with Korean companies and financial
institutions.
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Political Structure and Economic
Policy in Iran

Kwon Hyung Lee, Jaeeun Park, and Hyondo Park
(December 2012)
ISBN 978-89-322-2333-9 / A5 / 136pp. / USD 7

The aim of this working paper is to examine eco-

lutionary spirit. The Rafsanjani administration

nomic policies of Iran’s leading political factions

attempted to win traditional merchant-elite

around from Mousavi to Ahmadinejad, which

classes (bazaari) and industrial capitalists, as well

are based on characteristics of political and fac-

as to improve foreign relations with the West in

tional structures of the country, suggesting some

order to promote post-war reconstruction. The

policy implications for South Korea.

Khatami administration continued Rafsanjani’s

A hybrid political structure combining Republican and

pragmatic economic policies, but put greater em-

Islamic institutions was established after the 1979 Is-

phases on foreign direct investment than the

lamic Revolution. Guardianship of the Islamic Jurists,

predecessor. Contrary to Khatami’s economic re-

a core ideology of Iran, has forced political factions to

form program, the Ahmadinejad administration

devote themselves to the Supreme Leader and values

has increased government involvement to reduce

of the Revolution such as Islamic governance under

social inequality, providing subsidies for food and

Sharia and economic independence from foreign pow-

fuel.

ers.This unique system has constrained Iran from mov-

Despite current political uncertainties and eco-

ing into the global economy from current economic

nomic sanctions, Iran has huge potential for eco-

isolation imposed by international sanctions.

nomic growth with large construction sectors,

As a republican state, however, Iran has experi-

huge consumer market of 75 million people and

enced political coalitions and conflicts through

abundant hydrocarbon resources. Given its

presidential as well as parliamentary elections by

strategic significances, U.S., EU, and Japan can

the direct vote of the people every four years. Pol-

expand economic relations with Iran in the long

icy differences by major political leader are as fol-

term. Thus Korea also should prepare for more

lows. During the Iran-Iraq war in 1980s, the

cooperative economic relations, which will be

Mousavi administration controlled economy

necessary in the post-sanctions period of Iran.

with austerity policy and highlighted the Revo161
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Major Industries in Singapore:
MICE, Medical Trism Industry

Jaeho Lee and Nari Park (December 2012)
ISBN 978-89-322-2334-6 / A5 / 114pp. / USD 7

Singapore has achieved a high level of economic

Travel + MICE) department, Singapore Tourism

growth in spite of disadvantages which come

Board has been implementing a series of MICE

from the limitations of city state, limited land

promotion policies. In addition, SECB(Singa-

space, natural resources, and population. On the

pore Exhibition and Convention Bureau) has

base of advantages in the field of service industry,

played important roles like supporting to hold

Singapore could develop to be a representative

conventions, meetings, exhibitions, conferences

hub-state in Asia. Service industry accounts for

and to develop the business Tourism.

over 70% in GDP, and retails, finance & insur-

Building the strategic cluster is also one of the

ance, business service sectors are occupying the

major MICE promotions policies. The strategic

large share of the industry. Recently, the growth

cluster means the strategic grouping among the

engine of Singapore have extended its field from

business partners in the field of national core in-

the traditional service industries, finance and lo-

dustry. Singapore has been trying to improve the

gistics, to convergence and integration like

national image by holding conferences in the

MICE and medical tourism.

high-tech and value added industry. Lastly, Sin-

Singapore has emerged as world top MICE

gapore has promoted its MICE industry by

country by the rapidly growing number of hold-

opening the giantic integrated resorts, Resort

ing international meetings. According to the sta-

World Sentosa and Marina Bay Sands.

tistics of UIA(Union of international associations),

Accoring to the SWOT analysis about MICE

Singapore ranked on top in 2011 by holding 919

industry of Singapore, superior infrastructure and

international meetings. The MICE promotion

the aggressive MICE industry promotion policy

policy of the government took a great role to de-

shall be the srengths. On the other way, the high

velop as the world leading country in the field of

price level, lack of the asian traditional image

MICE. By establishing a BTMICE(Business

would be the weaknesses. The sustainable eco-
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tourists by aggressive marketing.

demand of china region shall be the opportuni-

According to the SWOT analysis about the

ties. The threats shall include the rising cost for

medical tourism of Singapore, diversified mar-

luxury facilities and the excessive competition

keting activities of for profit hospitals and one-

against neighboring countries would be the

stop service of SingaporeMedicine shall be the

threats.

strength. High cost and lack of native medical

Medical tourism industry has achieved a sus-

work force would be the weakness. The oppor-

tained growth as one of the major growth en-

tunities would include the increasing demand

gines of Singapore. The arrivals of medical

and high-income class in southeast asia which

tourists to Singapore has increased 730 thou-

maintain strong economic growth even during

sands in 2010 from 200 thousands in 2002. By

the global financial crisis. Synergy effect from the

this rapid growth, Singapore government ex-

development of bio-medical industry also can be

pected that Singapore shall achieve one million

utilized as the opportunities. However, the level

medical tourism arrivals and 3 billion dollar in

of medical service in the neighboring countries

revenue in 2012. In order to promote medical

has been improving. Thus, Singapore has to cope

tourism industry, Singapore has implemented a

with the threats like the concern on the demand

policy called ‘Medical Hub in Asia’, which in-

decrease from the fierce competition.

clude seven policy recommendations as the policy

A few implications for Korean government can

framework. For the 1st policy recommendation,

be found as follows; Korea can benchmark the

Singapore has launched a native brand, Singa-

aggressive MICE promotion policy and govern-

poreMedicine, and founded an integrated organ-

ment organization of Singapore. MICE related

ization. In addition, Singapore simplified the

organizations in Korea should break out of their

immigration procedures and hosted international

general PR and convenience function and extend

medical conferences for the internationalization

their function to mid-long term marketing under

policy. Singapore has also encouraged greater

the public-private cooperations. Integrated resort

transparency on pricing and clinical practice

with symbolic image like Marina Bay Sands also

norms as the second policy recommendation, and

shall be good point to benchmark. Korea also has

on reducing rigidities in the supply of doctors,

to improve the level of medical workforce by

nurses and paramedical manpower as the third

building the education and training institutions.

policy recommendation. For the fifth policy rec-

In addition, case study on Singapore MICE in-

ommendation, Singapore has supported clinical

dustry also provides good sources to benchmark,

research in healthcare institutions.

for example, internationalization of mutual mar-

Major hospitals in Singapore has tried to attract

keting system, inter-industry clustering strategy,

the medical tourists by operating the interna-

connectivity with other type of tourism, etc. In

tional patient center. For profit hospitals,

the case of medical tourism, Korea has to build

Glen Eagles and Raffles, providing the cus-

the integrated organization like SingaporeMed-

tomized and best service to the medical

icine, and to improve the education and training
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nomic growth of east asia and abundant potential
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institutions for the higher medical serve quality.

lic-private marketing and detailed information

Korean government needs to consider limited

system for better medical tourism marketing

approval of for profit hospital. In addition, pub-

shall be additional points to be considered.
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12-19

Major Industries in Georgia:
Transport Infrastructure and ICT

Jiyoung Min and Boogyun Kang (December 2012)
ISBN 978-89-322-2335-3 / A5 / 162pp. / USD 7

Georgia is a small country with a population of

This study seeks to analyze Georgia’s two major

4.47 million and 69,700㎢ of territory (1/3 of the

industries - transport infrastructure and ICT.

Korean Peninsula). However, its location on the

The transport industry is significant in order for

ancient Silk Road, mid-way between Europe and

Georgia to become the center of transport and

Asia and along energy transit routes, increases

logistics among neighboring economies. Re-

the value of the country. Now surrounded by

cently, the Georgian government undertook a

major economic blocs such as the European

number of projects for modernization and ex-

Union (EU), Black Sea Economic Cooperation

pansion of railways, roads, ports and airports.

(BSEC), Gulf Cooperation Council (GCC), and

However, difficulties arose with respect to fi-

the Commonwealth of Independent States

nancing the projects. One way to improve the

(CIS), Georgia holds great potential to become

current situation would be to prepare relevant

a foothold for Korea in entering those markets.

regulations and laws, perhaps through a revision

After its independence from the Soviet Union,

of the concession law.

Georgia suffered through years of economic

One of Georgia’s major goals is to realize a “dig-

hardship. The Rose Revolution in 2003, however,

ital modernization” through introduction of dig-

provided a catalyst for change. The country im-

ital technology. The government plans to adopt

mediately implemented massive reforms includ-

related laws, narrow the digital divide between

ing tax reforms and anti-corruption measures,

cities and rural areas, and train IT specialists. In

which lead to astounding economic success. Its

addition, it is recommended that the government

annual economic growth rate in 2004-2008 ex-

design and implement industrial policies through

ceeded 10%. Although hit by the global financial

cooperation with international organizations and

crisis and the “Five-day War” with Russia, the

other countries, and provide institutional and fi-

economy recovered quickly and continued to

nancial support.

grow at a fast rate.
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12-20

Major Industries in Mexico:
Petrochemical and Renewable
Energy Industry
Jino Kim and Si Un Yi (December 2012)
ISBN 978-89-322-1336-0 / A5 / 160pp. / USD 7

This research, the follow-up to ‘the Mexico’s In-

Meanwhile, in order to strengthen the coopera-

dustrial Research’ published by KIEP in 2007,

tion in the renewable energy industry sector, the

provides some suggestions for Korean govern-

basic government policy suggestions are not so

ment and private sector in order to enhance co-

much different from those from petrochemical

operation and advance in Mexican petrochemical

industry: improvement of the communication

and renewable energy industry after in-depth

channel. In the private sector, encouraging entry

analysis of the industries.

into the self-generation business, establishment

At the government level, strengthening of com-

of renewable energy parts factory, winning a

munication channel such as summit meetings,

power plant construction contract, and lastly co-

interchange of industry cooperation delegation,

operation with Mexican companies and existing

and resume of FTA negotiation with the recently

foreign companies in Mexico are suggested.

inaugurating administration are proposed as the
policy direction for petrochemical industries. At
the private level, this research suggests the followings: foothold strategy that considers Mexico
as a center for advancing in the Latin American
petrochemical market, the small and medium
sized companies centered investment, high-tech
fine chemistry sector investment, petrochemical
plant market entry, the import market entry with
the specialization in high value-added products,
and the enhancement of technical cooperation in
petrochemical field.
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12-21

Major Industries in Jordan:
Electric Power and Healthcare

Seo-Young Yun and Jaeeun Park (December 2012)
ISBN 978-89-322-2337-7 / A5 / 140pp. / USD 7

This working paper has several objectives: to ex-

more stable sources of energy, and to increase the

amine current economic situations and industrial

energy self-sufficiency rate. In order to achieve

structures in Jordan, to analyze significant and

those

promising industries in Jordan and to provide

(GOJ)launched new power plant projects includ-

some suggestions for Korean companies. Specif-

ing wind power, solar energy, oil shale, and nu-

ically, this paper concentrates on electric power

clear energy. The GOJ is also making efforts to

and healthcare, respectively the foundation for

attract foreign and private investment in inde-

economic growth and one of the most rapidly

pendent power producers and private power

growing industries in Jordan.

plants. It is necessary for Korea’s electric power

Jordan is perhaps the best location to establish a

and construction companies to build business

foothold for entering the Levant region that in-

strategies on the basis of their award-winning ex-

cludes Iraq, Israel, Lebanon, Palestine, and Syria.

periences and to examine thoroughly the market

As a crossroad between the Gulf, North Africa,

trend in Jordan as well as economic and political

and the eastern Mediterranean, Jordan serves as

uncertainties in the region.

the logistics hub for the regions. Jordan is ranked

Medical tourism is the most promising sector in

the 3rd freest out of 15 Middle Eastern and

Jordan’s healthcare industry. Socio-political sta-

North African countries, behind only Bahrain

bility as well as high quality of doctors and nurses

and Qatar in 2012 by virtue of its economic

attracted 180,000 international patients and the

openness and socio-political stability. Moreover,

medical tourism revenue exceeded 750 million

as the income of Levant countries grow, the im-

dollars in 2011. In order to attract more interna-

port demand in the region, in particular for ap-

tional patients, the GOJ reformed immigration

pliances and used cars, also increase.

procedures for international patients, established

These are core goals of the electric power indus-

a medical tourism directorate in the Ministry of

try in Jordan, an oil-importing country: to secure

Health, and launched projects for hospital con-

goals, the

government

of

Jordan
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struction and renovation. In addition, domestic

ments for medical devices and vice versa, it is a

demand for medical services and institutions in-

chance for Korea’s companies not only to con-

creased as both the population and life ex-

struct medical institutions but also to export

pectancy increased in Jordan. Given that medical

medical devices, particularly dental devices.

institution construction gives rise to arrange-
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12-22

Major Industries in Mozambique:
Electric Power and Agribusiness
Industries
Hyelin Jeon and Jong- Moon Jang (December 2012)
ISBN 978-89-322-2338-4 / A5 / 132pp. / USD 7

Mozambique is one of the fastest growing country

operation between Korea and Mozambique in fill-

in Africa, with the average annual growth rate of

ing Mozambique’s energy and food gap to the ex-

7.7% since 2000. The country’s recent economic

tent that Korea has extensive experience in building

growth has mainly been fueled by the improvement

electric power infrastructure and increasing agricul-

in political stability and the discovery of vast reser-

tural productivity. Hence, the purpose of this study

voirs of mineral resources, which in turn have at-

is to analyze Mozambique’s two major industries -

tracted a huge influx of foreign investment and thus

electric power and agribusiness industries, and to

developed extractive industries.

provide suggestions for Korean investors on doing

However, Mozambique’s gross domestic product per

business in Mozambique. The suggestions for

capita ($586 in 2011) is low and poverty rates re-

strengthening bilateral industrial cooperation in

main still high (54.7% in 2009). The country also

these sectors are as follows.

suffers from the insufficient infrastructure and low

First, harnessing Public-Private Partnership (PPP)

agricultural productivity. The Mozambican govern-

arrangement would be an option for Korean in-

ment has recently undertaken a number of infra-

vestors since Mozambique’s agribusiness is one of

structure projects including power plant and power grid

the major sectors to promote bilateral cooperation,

construction, in order to generate sufficient electricity

selected by the Korean government. Second, form-

not only for its homeland but also for its neighbours

ing consortium with multinational firms might

(Southern African Power Pool). With regard to agri-

allow Korean investors to share the burden and risk

cultural development, the government has intensively

while compensating for their lack of capital and

focused on improving extension service, agricultural fi-

technology. Finally, this study concludes by suggest-

nance support facilities, and rural infrastructure so as to

ing promising sub-sectors of the industries: con-

increase agricultural productivity.

struction of power plant and power grid as well as

Given the above, this study is initiated by the idea

agricultural market entry with the specialization in

that there would be great potential for industrial co-

high value-added rice and poultry products.
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12-01

Spillover Effect of Inward
Foreign Direct Investment in
Korea by FDI Mode
Hyuk Hwang Kim and Jungu Kang (May 2012)
ISBN 978-89-322-2305-6 / A5 / 76pp. / USD 5

This study aims to analyze the productivity

inter-industry linkage effects, while M&A-type

spillover effect of inward foreign directive invest-

FDI does not.

ment in Korea by FDI mode and present some

Based on this analysis, we draw out implications

policy implications to improve the policy in order

for FDI policies of the Korean Government.

to increase FDI into Korea. To overcome the

First, Korea’s FDI policy needs to remain active

limitations of previous studies on this subject, a

in order to continuously improve the productivity

dynamic panel model is set up in this study using

of the domestic industry. Second, The effort to

the System Generalized Method of Moment

improve the investment environment in Korea

(System GMM) with the aggregated FDI data

will have to focus on increasing Greenfield-type

by industry and by mode, i.e. Greenfield-type

FDI in terms of productivity spillover effects.

and M&A-type FDI.

Last, it is necessary to take further liberalization

This study shows that inward FDI in Korea has

actions for FDI, as well as improve the invest-

a significantly positive productivity spillover ef-

ment incentive system related to service indus-

fects, with the effects of Greenfield-type FDI

tries in light of the direct and indirect linkage

being greater in terms of productivity than

effects upon productivity by FDI.

M&A-type FDI, considering the overall effect
including intra-industry and inter-industry effects. It also shows that total inward FDI as well
as each mode of that investment causes significant intra-industry spillover effects. In particular,
the effect is greater when FDI for upstream and
downstream industries includes service industries. Moreover, Greenfield-type FDI leads to
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12-02

A Study on Systemic Issues of
WTO Governance and Korea’s
Policy Options
Dukgeun Ahn (December 2012)
ISBN 978-89-322-2342-1 / A5 / 122pp. / USD 7

The issues on WTO governance have drawn

government to develop its strategies for reshap-

much attention recently, particularly when an

ing and strengthening its status.

ambitiously launched Doha negotiation turns

One of the ways to improve the role and status

out to be almost a hopeless failure, or at least a

in the WTO system is to host a ministerial con-

dormant stalemate. In addition to Members’ dis-

ference of the WTO which is held every two

agreements on numerous agenda, the systemic

years. Since the accession to GATT in 1967,

problems and drawbacks in the WTO gover-

Korea has never hosted a ministerial conference

nance itself have been pointed out as important

of GATT or WTO although other countries re-

contributing factors for delaying and stalling

gard Korea as the most prominent beneficiary of

multilateral trade negotiations. These problems

trade

include a wide range of issues such as dispute set-

GATT/WTO system. It is true that the WTO

tlement system, accession process, and roles of

ministerial conference has the risk to be abused

civil society.

as the opportunity to provoke various protests,

Despite significant roles in the world trade,

anti-globalization or anti-government. Never-

Korea has hardly played a role in the WTO sys-

theless, given that Korea is now a G20 member

tem in building new trade rules or deepening

to lead the global efforts to help developing

trade liberalization. The major concern for agri-

countries and recover from global financial crisis,

cultural market liberalization has led the Korean

the Korean government should take the respon-

government to become very defensive and pas-

sibility as a leading exemplary model in the world

sive in participating in the WTO system. Con-

trading system.

sidering the fact that potentially very influential

Secondly, the Korean government should pro-

new Members such as China and Russia begin

mote more nationals to directly contribute to the

to assert their economic rights more forcefully in

works of the WTO, especially at the high level

the WTO system, it is imperative for the Korean

secretariat or at a chair level of the committees.

liberalization

initiatives

under

the
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Although the Korean nationals working at the

icant dimensions of North Korea’s accession. In

WTO secretariat may not favor the Korean gov-

other words, political, diplomatic, social, even

ernment’s interest, such people will be able to

cultural as well as economic aspects of North

able to contribute to the general capacity of

Korea’s WTO accession should be carefully as-

Korea. One practical way to promote such cases

sessed and thereby any necessary work plans

is to allow special advisor positions in the per-

must be implemented as early as possible.

manent mission at Geneva, which can be filled
by researchers in government funded research institutes or academics who specialize in relevant
fields. In fact, more important tasks will be to
make a Korean Director-General or Deputy Director-General in the WTO. Heads of international organizations need broad supports from all
aspects of membership, which definitely requires
government assistance. Therefore, government
policies to nurture a leader at an international organization level should be pursued deliberately
with a long term vision. This policy may be more
rewarding in the future when Korea is regarded
politically more neutral between developed and
developing countries.
Finally, the government needs to address increasingly complicated accession process of the
WTO. As illustrated in the case of China and
Russia, WTO accession for non-market economy can be very controversial since it takes
sometimes fundamental restructuring of the economic systems. In that regard, the Korean government needs to prepare for the WTO
accession by North Korea, which will be the essential element of North Korea’s economic reform policies. Since the whole process of WTO
accession will take a substantial period of time
and it will take even more time for North Korea
to be prepared for any serious discussion related
to WTO accession, it would be better to start any
preliminary works addressing potentially signif174
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12-03

Investigation of China-Korea and
Japan-Korea FTA Preferences
and Policy Implications
Shi Young Lee, Daeyoung Kim, and Sung Hee Jun
(December 2012)
ISBN 978-89-322-2343-8 / A5 / 148pp. / USD 7

This year, Korea started FTA negotiation with

The survey had been conducted by Korea Re-

China and reconsidering Japan-Korea FTA at

search Inc. from May 30 thru June 12 of 2012.

the same time. Unlike unilateral trade liberaliza-

According to the survey result, approximately

tion, the public resistance to FTA often depends

60% of respondents oppose to China-Korea

on its (potential) partners. Due to the historical

FTA while 45% of respondents oppose to Japan-

background with China and Japan, non-eco-

Korea FTA. Respondents are more likely to op-

nomic factors may strongly influence the FTA

pose to China-Korea FTA because their

preferences and outcomes.

concerns for unemployment tend to be higher for

Under democracy, any policy cannot be success-

China-Korea FTA than Japan-Korea FTA. As

fully pursued without public support. FTAs

expected, potentially injured (agriculture and

often entail injured industries and individual spe-

fishery, small and medium-sized) industries tend

cific uncertainty. Therefore, the public resistance

to oppose more.

to FTAs tends to be strong. In order to reduce

Our findings indicate that the perception about

political transaction cost involving FTAs ex-ante,

how the overall Korean economy is affected is

we must find out the reasons why the public re-

important in determining the FTA preference:

sist to FTAs and then deliver effective commu-

sociotropic concerns. Self interest is not as im-

nication and promotion policies to the public.

portant as sociotropic concerns in determining

The purpose of this monograph is to investigate

the opposition. Respondents who oppose to

both China-Korea and Japan-Korea FTA pref-

FTAs tend to show correlated thinking while

erences. In order to analyze factors for FTA pref-

those who support for FTAs tend to show focus

erences, we consider political, economic, social

thinking (preference for single factor determines

and behavioral determinants that may influence

the FTA preference). This finding implies that

the public opinion for FTAs. Moreover, we pro-

anchoring and frame effects may be important

vide policy implications based on our analysis.

in determining the FTA preference. Low educa175
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tion background and young age groups are more

tional pride stemmed from historical back-

likely to oppose because they tend to concern

ground.

more for unemployment than other groups. In

Finally, this monograph draws differentiated pol-

case of China-Korea FTA, the respondents are

icy implications for China-Korea and Japan-

more sensitive to the unemployment issue while,

Korea FTAs. Accurate information regarding

in case of Japan-Korea FTA, the respondents are

FTAs should be provided in order to reduce un-

more sensitive to the issues involved with na-

necessary anxiety about FTAs beforehand.
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12-01

Lessons from Mexico under
NAFTA

Chankwon Bae, Hyeyoon Keum, and Jin-O Kim
(September 2012)
ISBN 978-89-322-2306-3 / A5 / 98pp. / USD 5

This study reviews Mexico’s economic perform-

expansion of economic activity and employment

ance under NAFTA, focusing on the changes in

during the post-NAFTA era. We find a source

major economic indicators, and particularly, em-

of Mexico’s economic problems today in a lack

ployment and income before and after the incep-

of its appropriate domestic development policy.

tion of NAFTA. There have been a significant

We also draw some implications for Korea’s fu-

improvement in inflation, budget deficits, and

ture trade policy from the experience of Mexico

exports and FDI, but not as successful as in the

under NAFTA.
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12-02

The Structure and Policy
Implications of Islamic Finance:
Focused on Sukuk
Daechang Kang (October 2012)
ISBN 978-89-322-2307-0 / A5 / 132pp. / USD 7

This policy paper analyzes the structure of Is-

Shari'ah(the Islamic law system) which intends

lamic finance based on recent literature. It fo-

to enhance public welfare. Based on Islamic prin-

cuses on Islamic banks, the most important

ciples, Islamic finance rejects debt financing and

financial institution and the sukuk, which are

encourages equity financing.

crucial instruments of the Islamic financial mar-

The structure of Islamic banking and sukuk is

ket.

founded upon practices related to Islamic con-

Chapter 2 reviews the overall characteristics and

tracts. The Islamic contracts can be categorized

structure of Islamic finance. It describes the basic

into (1) transactional contracts, (2) financing

principles of Islamic finance and analyzes the

contracts, and (3) intermediation contracts.

practice and structure of Islamic finance in ac-

Transactional contracts are for facilitating trans-

cordance with Islamic principles. It examines the

actions and form the core of economic relation-

practice of Islamic contracts in terms of financial

ships in real activities. Financing contracts are for

intermediation and discusses the features of Is-

creating and extending credits, accumulating

lamic banking.

capital, and facilitating financing. Intermediation

The Islamic economic principles aim at just fi-

contracts are for providing the means to imple-

nancial interaction which are realized by Islamic

ment and promote transactional contracts and fi-

finance. Islam tries to establish a financial system

nancing contracts efficiently. Intermediation

that makes the parties to a transaction share the

contracts includes intermediation through part-

risks and information in order to achieve fairness

nership, trust, and guarantee.

between the parties. Islamic prohibition of

The murabahah contract is cost-plus for credit

riba(interest) and exclusion of gharar(uncer-

transaction. It is also a standout contract related

tainty) represent the key principles of Islamic fi-

to trade in terms of financing contract. While the

nance. Islam tries to support and regulate the

istisna' and ijarah are both contracts for assets

structure and transactions of Islamic finance with

based on financing, the istisna' is for make-to179
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order and the ijarah concerns lease with respect

properties on which their issuance is based. The

to transactional contracts. The mudarabah and

principal-agent relationship between the origi-

musharakah contracts started as financing con-

nator and the special purpose vehicle (SPV) is

tracts and have been developed as important in-

established for all sukuk. In the process of secu-

termediation contracts by which Islamic banks

ritization for sukuk creation, the originator is the

are established and operated. The mudarabah

principal who owns the underlying assets initially

and musharakah contracts are similar in that they

and the SPV is the agent who issues sukuk. The

are operated like a partnership in terms of fi-

SPV takes the underlying assets from the origi-

nancing and intermediation contracts, yet are dif-

nator and issues sukuk based on those assets. The

ferent as intermediation contracts in that the

SPV also plays the role of the agent for sukuk

mudarabah is operated by trust and the

holders who own the right to share in underlying

musharakah by joint investment.

assets. As underlying assets are transferred from

Islamic banking can be characterized as raising

the originator to the SPV, the underlying assets

of funds through investment deposit based on

are removed from the balance sheet of the orig-

the mudarabah contract, trust deposit based on

inator who demands the funds and are recorded

the amanah contract, and agency base on the

on the balance sheet of the SPV. Therefore, the

wikala contract, and invest funds into real sectors.

underlying assets become bankruptcy remote,

Islamic banking by investment deposit, trust de-

from the potential bankruptcy of the originator.

posit, and agency implies that Islamic banks do

We then compare sukuk with bonds, equities and

not create money in the process of financial in-

other asset-backed securities. Bonds are not is-

termediation. Since Islamic banks are required to

sued based on underlying assets and represent li-

distribute capacity into management of real as-

abilities guaranteeing payment of principal and

sets, they could experience difficulty in liquidity

interest; sukuk are linked to underlying assets

management. The three modes of Islamic bank-

and represent the right to share in those assets

ing imply that while an individual Islamic bank

and earnings connected to their performance.

could face high variability of performance, the

Equities and sukuk have a common feature in

entire system of Islamic banks could achieve sus-

that they are direct financing instruments. How-

tained stability.

ever, equities are shares of an entire corporation,

Chapter 3 analyzes the structure of sukuk and

whereas sukuk are shares of specific real assets

discusses related issues. It reviews the general

for a specific project. Therefore, equities have no

structure of sukuk and compares the character-

maturity while sukuk does. Sukuk have some-

istics of sukuk with those of direct investment

thing in common with usual asset-backed secu-

instruments. It closely examines the more impor-

rities in that both of them are securities

tant types of sukuk used currently and widely. Fi-

structured by links to underlying assets. However,

nally, it discusses the issues of property

sukuk have different characteristics from usual

ownership related to sukuk.

asset-backed securities with respect to underly-

Sukuk are certificates representing ownership of

ing assets and property ownership. While the
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banking system. Therefore, at this juncture, the

sukuk, usual asset-backed securities do not guar-

benefits of introducing Islamic banking into

antee their ownership.

Korea are not many.

This paper also conducts a concrete and detailed

Then, it discusses taxation issues related to issu-

examination of the structure of sukuk based on

ing sukuk in Korea. Issuing sukuk could help

the Islamic contract practices. We are able to as-

achieve financial stability of the Korean financial

certain that the funds raised by issuing sukuk are

market by diversifying the foreign sources of fi-

not for general use but are used for specific pur-

nancing. Since sukuk are beneficiary certificates

poses of a specified contract which is the basis of

linked to real assets and are also a form of foreign

sukuk.

currency denominated securities, revision of the

Recently the issues of property ownership related

tax laws are required to introduce sukuk into

to sukuk have risen. As some sukuk failed re-

Korea. Sukuk would not be attractive over bonds

cently due to the 2008 Global Financial Crisis,

if taxes are levied on them according to current

controversies emerged regarding the ownership

tax laws. Recognizing this situation, the Korean

of underlying assets for sukuk. To sukuk holders,

government tried to revise tax laws from 2009 to

the ownership of underlying assets related to

facilitate issuing sukuk in Korea. However, the

sukuk is different depending on whether the

issue has not been discussed actively and legisla-

sukuk is asset-backed or asset-based. When de-

tive work on tax revision has stopped.

fault of sukuk or the failure of a project for asset-

Because sukuk are structured securities, the prob-

based sukuk occurs, legal disputes are highly

lems arise concerning the taxation of the transfer

likely. Most sukuk currently issued are structured

of real assets and income between the SPV and

with purchase undertaking. Purchase undertak-

the transactional parties related to sukuk is-

ing is ultimately related to the ownership of un-

suance. The core purpose of the tax law revisions

derlying assets at the expiration date of the

that the Korean government has pursued is to

sukuk. That is, purchase undertaking is related to

exempt taxes on earnings from sukuk holdings as

whether sukuk become similar to usual bonds.

well as on the transfer of real assets related to

Chapter 4 discusses policy directions for intro-

sukuk issuance. This is done by defining earnings

duction of Islamic finance into Korea. First, we

from sukuk holding as interest earnings of for-

gauge the feasibility of Islamic banking in Korea.

eign currency denominated bonds, in a separate

It is expected that employing Islamic banking

clause for sukuk in the 'Tax Reduction and Ex-

would be difficult for both Korean banks and

emption Control Act'. The basic stance of the

customers, considering the small size of the Is-

Korean government is appropriate, seeking tax

lamic population and the features of Islamic

neutrality between sukuk earnings and interest

banking based on real activities. If Korea adopts

earnings of foreign currency denominated bonds

Islamic banking, the Korean government would

by taxing them on an equal basis, while raising

face the difficult task of regulating and supervis-

additional foreign funds with a new instrument.

ing Islamic banks in harmony with the Korean

From an economic point of view, it is appropriate
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that, for transactions occurring by issuing sukuk,

could be best utilized. For example, they could

to levy taxes on the income generating process

apply sukuk to projects from the MENA region,

and exempt taxes on simple transfer of assets

as sukuk’s advantages are in project financing.

generating no income. Therefore, it is resonable

We do understand Islamic finance in a limited

that taxes be exempt for the transfer of real assets

scale, since Islamic finance has a short history

between the SPV and the transaction parties; and

and is developing rapidly. Therefore, we need to

be levied on income flows and capital gains re-

pursue research on Islamic finance deliberately

lated to issuing and trading sukuk. At the same

and continuously in terms of philosophical foun-

time, sukuk income flows should be treated as

dations, structure, legal feature, bank regulation

neutral to interest income.

and supervision, and market trends. Since Islamic

Considering the feature of sukuk as beneficiary

finance could be a complement in providing fi-

certificates, it is appropriate that the Korean gov-

nancial stability, Islamic finance should be sought

ernment pursue tax neutrality by legislating ex-

out more actively.

emption of taxes on earnings of sukuk, effectively
defining them as income from dividends and not
as interest. It is desirable to allow the sukuk types
to be applied comprehensively to various commodities and projects. In addition, it is necessary
to reconsider the clause of the revised version of
the 'Tax Reduction and Exemption Control Act'
that states the SPV should be established as a
foreign entity, since the placement of the SPV
does not significantly matter.
Chapter 5 summarizes the contents and concludes the overall discussion. Islamic finance is
developing fast, and is expected to continue to
develop in the future. However, Islamic finance
would not replace the traditional finance system,
but become a part of overall financial structure
coexisting with the traditional finance.
Introducing Islamic finance into Korea could diversify the source for financing and have a positive effect on the development of the Korean
financial system. However, Korean institutions
should approach Islamic finance with tempered
expectations. Korean institutions need to apply
sukuk to proper areas where they their strengths
182
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A Study on the Korea-China FTA Service
Negotiation Strategies: Focused on the
Implications from China-Hong Kong
CEPA Service Concessions
Jina Yeo and Min Suk Park (December 2012)
ISBN 978-89-322-2308-7 / A5 / 120pp. / USD 7

The service concessions in the China-Hong

the Early Harvest Programs (EHP) of the

Kong CEPA have turned out to be unprecedent-

China-Taiwan Economic Cooperation Frame-

edly wide and progressive, as it has been negoti-

work Agreement (ECFA) contains some conces-

ated annually which deepened the level of

sions of levels of service opening similar to the

openness after its initial conclusion in 2003. An

CEPA. Taiwan, unlike Hong Kong, is recognized

in-depth analysis of the China-Hong Kong

as a sovereign state in international society and

CEPA (Closer Economic Partnership Arrange-

treated as a formal member of WTO. Therefore,

ment) is necessary for Korea to set up proper

China’s level of service opening with other coun-

strategies for Korea-China FTA (KCFTA) serv-

tries can go further in certain service sectors,

ice negotiations. We can identify China’s strate-

compared to levels seen in its negotiations with

gies and the upper limit of opening in the

Taiwan.

services sectors through an examination of serv-

The CEPA also has some implications for

ice concessions in the China-Hong Kong CEPA.

KCFTA negotiations in terms of the framework

This study attempts to analyze China’s service

of the agreement. First, China and Hong Kong

concessions in every trade liberalization agree-

have enriched the content of CEPA with con-

ment China has signed, from GATS to China-

tinued liberalization through annual negotiations

Hong Kong CEPA service concessions, in order

since 2004. Korea and China will also be able to

to draw out implications for the KCFTA service

broaden the range of service liberalization

negotiations.

through regular negotiations in the KCFTA

China asserts that the high level of service mar-

framework, just as in the CEPA. Second, the

ket opening in the CEPA stems from the special

CEPA contains liberalization measures, the so-

relationship between China and Hong Kong,

called Guangdong pilot basis measures, which

and is not applicable to FTA negotiations with

are tested in an adjacent province, and will be ex-

other countries. However, service concessions in

panded to other regions after they prove to be
183
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successful in the Guangdong area.

ing to open. These sectors are as follows: the pro-

This study also attempts to suggest the appro-

fessional services such as Legal, Architecture,

priate modality of the service negotiation by pre-

Engineering, Integrated engineering, Urban

senting four types of concessions in terms of the

planning, Medical and dental, Computer and

expected level of service opening in the KCFTA;

Related Services, R&D, Real Estate, Market re-

1) going slightly further with WTO concessions

search, Management consulting, personnel place-

by inserting some service sectors or by increasing

ment and supply, scientific/technical consulting,

the existing level of opening in already open sec-

Building-cleaning, Printing etc. In addition, the

tors; 2) as shown in the China-Hong Kong

following sectors are also listed in DDA, DDA

CEPA, a new concession list could be made

plus, and CEPA concessions: Construction and

under the new service sector classification which

related engineering services, Distribution serv-

is a modified form of the WTO service classifi-

ices, Environmental services, Banking and Other

cation; 3) include new chapters for important

Financial Services, Health and social services,

service sectors such as finance, telecommunica-

Tourism and travel service; Recreational, Cul-

tion, audio-visual coproduction, e-commerce,

tural and sporting services; Maritime transport

government procurement etc. just like in the

services, Air transport services, and Road trans-

Korea-US FTA, Korea-Singapore FTA and

port services.

Korea-India CEPA(Comprehensive Economic

The new sectors only included in CEPA conces-

Partnership Agreement); 4) complete negative

sions are promising sectors when considering the

list. Considering China’s cautious approach to

expanding culture and silver industry market in

opening its service market through FTAs, the

China, the rising level of consumption and aging

best option would be to mix types 2) and 3).

society. These sectors include audio-visual co-

Finally, this study suggests service sectors that

production, and health and social services related

may be included in the KCFTA service negoti-

to the Welfare services delivered through resi-

ation by analyzing the DDA, DDA plus, and

dential institutions to old persons and the hand-

CEPA concessions. The number of service sec-

icapped.

tors listed in China's FTA service concessions
are maintained at 62-67 items. It seems that
China wants to maintain the number of listed
sectors at this level with respect to the FTAs.
Therefore, the key to successful negotiation results is to keep the number of listed sectors at a
level similar to China's other FTAs, and to select
the core sectors that can magnify the result of
market openings at the same time.
There are service sectors in DDA, DDA plus and
CEPA concessions that China may be more will184
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Korea-Japan Economic Cooperation
amid a New East Asian Integration
with an Emphasis on FDI Flows
Choong Yong Ahn and Sung Chun Jung
(December 2012, in English )
ISBN 978-89-322-2309-4 / A5 / 74pp. / USD 5

The purpose of this paper is two-fold: First, to

them is effective. Despite historical legacies, the

examine a) ongoing East Asian integration in

geographical proximity and the presence of high-

terms of intra-regional financial cooperation, b)

tech manufacturing capacities in the two coun-

the proliferation of intra-regional free trade

tries could be combined for immediate mutual

agreements with extra-regional economies and

benefits through engaging in increasingly emerg-

cross-border foreign direct investment flows c)

ing cross-border value chains. For this purpose,

and structural changes in the Japanese and Ko-

the active promotion of cross-border FDI flows

rean economies in the past two decades and sub-

between Japan and Korea is critical for both

sequent challenges faced by the two countries.

countries to overcome serious challenges. For the

Second, to suggest that Japan and Korea, as the

Japanese MNCs hollowing out Japan to respond

two most mature and closest market economies

to the “six difficulties” domestically, Korea could

in East Asia, should not wait to push mutually

be reassessed as one of the most favored out-

collaborative FDI until a formal FTA between

bound destinations.
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Issues on Development Aid:
European Perspective

Deok Ryong Yoon ed. (December 2012, in English)
ISBN 978-89-322-2310-0 / A5 / 266pp. / USD 10

This volume represents the effort to help formu-

the scattered governance structure in the govern-

late a Korean model of development cooperation.

ment needs to be integrated. Third, it is desirable

The chapters herein provide potentially impor-

that Korea’s laws allow flexibility in terms of leg-

tant lessons that Korea should take into account.

islation, for example, in certain specific areas con-

Korea is playing an increasingly important role

cerning the portion of tied and untied ODAs.

in global development policy. Because the EU

The Federal Republic of Germany has a strong

has been involved in this field for decades, it

tradition of giving ODA and much experience

might be helpful for Korea to analyze EU's ex-

and knowledge to share with Korea. During this

perience and draw some of the lessons from the

important start-up phase of Korea's ODA prac-

EU’s evolution and challenges as a development

tice, it makes sense for the Korean government

actor. Furthermore, Korea and the EU are likely

to look to and learn from other countries for best

to increasingly work as partners in the field of

practice examples. Certainly, some aspects of the

development, notably as part of the Busan Part-

German situation are comparable to that of

nership. Therefore, better understanding how the

Korea, including its history of going from aid re-

EU works in the field of development should be

cipient to donor, its regional economic and trading

interesting for Korea, and should ultimately help

strength, a complex and strong manufacturing

improve the quality of partnership.

industry, few legacies from colonialism and a sta-

From the role of European Parliament regarding

ble and strong democracy supported by sound fi-

ODA, Korea can draw lessons as follows. First,

nancial structures. In addition to those

as in the case of the EU whereas the Korean gov-

similarities, many of the challenges facing Ger-

ernment and its development agencies play a key

many are also problems Korea must deal with, as

role of planning and execution, the Parliament of

most of today's issues are of a global scale. Along

Korea should play a role of an anchor. Second,

these lines, Germany could be a role model with
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rean development policies conducted over the

political structures and organization, financing,

past decades could undoubtedly keep on inspir-

development policies and strategies, and finally,

ing Vietnam as they have in the recent past. An-

measures to improve efficiency and effectiveness

other major issue is Korea’s coordination with the

of ODA both within the country and on site.

World Bank and with other donors, now that it

It seems also that South Korean politics of de-

has joined the Development Aid Committee, es-

velopment assistance should initially consider the

pecially concerning the breakdown between

French experience, particularly in Africa. Much

budget aid and projects.

knowledge has been produced on this continent,

North Korea as a case study shows how Korea

specifically on major demographic and economic

can collaborate with “traditional” donors and

challenges facing most African countries south

how they accept or reject the principles promoted

of the Sahara. On the other hand, it would be

by multilateral organizations. It compares the ap-

useful if aid policies proposed by Korea are

proaches of different Western and “new” donors,

known and implemented in discussion with the

and shows how aid is implemented in the field

French and European authorities by registering

taking into account the obstacles to optimal ef-

in consultation frameworks in African countries,

fectiveness.

as well as within DAC/OECD, in order to avoid
the risk of opacity that currently exists with other
emerging donors such as China.
As Africa denounces the impact of Chinese
competition on employment, Korea should be
wary of opening its market to Africa. While
African governments appreciate the amount of
Chinese aid, they criticize the fact that it is tied
to Chinese exports, and African NGO denounces its opacity and its lack of concern on environment. As a country that advocates green
growth, Korea should maintain its good image
in the future as well. Korea should aim at providing budget support and untying its aid to
Africa.
The analysis of the World Bank’s aid policy in
Vietnam raises important issues related to Korean development aid. The question of what
Vietnam needs the most, money or knowledge,
has to be asked by Korea as well as by the World
Bank and other donors. Indeed, successful Ko187
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A Case Study on the Foreign
Companies Inroad to the Urban
Development in China
Jihyun Jung, PilSoo Choi, Suyeon No, HongWon Kim,
and Oh Jonghyuk (December 2012)
ISBN 978-89-322-2311-7 / A5 / 148pp. / USD 7

China is enthusiastically pushing forward the ur-

projects, does not effectively preoccupy the rap-

banization that will effectively expand the devel-

idly growing urban development demand in

opment demand and domestic market. Thus, a

China. Korea’s inroad into the urban develop-

wide range of urban development projects are

ment in China will provide the new opportuni-

underway across the country on the basis of the

ties of market entry to the companies directly

cooperation with foreign countries. McKinsey

related to urban development such as construc-

Global Institute (MGI) forecasts that the urban

tion, IT and environment related companies and

population in China will increase by 17 million

other indirectly related companies such as the

every year until 2030 and the urban population

companies related to distribution, health care and

increased will reach a total of 300 million until

culture. Thus, it is worthwhile to utilize Korean

then. To prepare the living space for them and

companies’ participation in the urban develop-

the infrastructure for the production/distribu-

ment projects in China, which will provide a

tion/consumption of goods and services, the de-

wide range of opportunities for Korean compa-

velopment demand and domestic market are

nies in various fields, as the strategies for break-

expected to expand, accordingly. Currently each

ing into the domestic markets in China.

province in China pushes forward a wide range

This study seeks after the measures to effectively

of urban development projects that include

support Korean companies’ entering the Chinese

building infrastructure, housing construction,

market through the case study of the foreign

and building infrastructure in rural areas and

companies with the presence in China at the

small and medium sized cities, positively utilizing

level of basic research on the urban development

foreign capital, technology and ideas.

in China which have been seldom dealt with in

However, Korea, despite its rich experience in

the previous studies. Furthermore, the study has

urban development and overseas’ construction

categorized the types of inroad into G-G based
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that support the inroad, aggressive PR support,

The research results demonstrate that there is a

and building and providing integrated DB by

need for the government to make long term ef-

considering the nature of the urban development

forts to develop cooperative models for the urban

for which human network is essential are needed.

development in China and to build G-G based

Furthermore the discussions to improve the in-

cooperative governance, and to diversify the sup-

stitutional barriers and inequality issues during

ports for the companies with the presences in

Korea-China FTA negotiation are needed.

China. Particularly, creating the opportunities for
personal exchange, establishing dedicated bodies
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Changing Labor Environment in
China and Countermeasures of
South Korean Companies:
Focused on the Bohai Economic Rim
Furong Jin, Sanghun Lee, and Minkyung Lim (December 2012)
ISBN 978-89-322-2312-4 / A5 / 126pp. / USD 7

The labor environment in China has been rap-

prise case studies along with field trip to the sites.

idly changing lately: wages are rising fast, and

After an analysis on the changing labor environ-

labor disputes have become frequent, while the

ment in the Bohai Economic Rim, the study

country’s labor laws are becoming increasingly

found that the minimum wage in the area rose

stringent. Coupled with a short supply of poten-

rapidly beginning 2009, with an average yearly

tial workers, the difficulties of managing South

increase of 17.6% from 2009 to 2012. What is

Korean companies operating in China have be-

notable in the trend is the narrowing disparity

come more and more challenging in recent years.

among the minimum wages within the province.

With the rapidly changing Chinese labor envi-

A review of the average wage, an index that

ronment in the background, this research re-

shows the actual income level of workers, found

viewed the changing labor environment in the

that the average wage in the Bohai Economic

Bohai Economic Rim, the top investment area

Rim has increased since 2006. While the mini-

for South Korean companies, and analyzed those

mum wage was set at the same level across the

causes that triggered such changes in the first

key cities of the province, the average wage varied

place. This research also came up with some im-

depending on the city. More stringent labor laws

plications for the South Korean companies, as

are likewise beginning to be enforced: starting

well as South Korean government by conducting

from the New Employment Contract Law im-

a case study on the impact of the changing labor

plemented in January 2008, to the Social Insur-

environment on the South Korean companies

ance Law most recently, China is strengthening

operating in the area. For an efficient analysis,

its legal apparatus to protect the rights of workers

this study employed a diverse array of research

in the labor-management relations.

methods, including literature research, statistical

The causes of such changes in the country’s labor

analysis, and empirical analysis, as well as enter-

environment include: changes in the demo-
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cilities. Some even recruit workers by training

the rural area, changes in the industrial structure,

them directly through close partnership with

improvement in the general education level, ris-

local occupational schools. In addition, they are

ing prices and changes in the governmental poli-

striving to lower the turnover rate while raising

cies. Among those causes, the governmental

labor productivity by introducing performance-

policies and rising prices were identified as the

based compensation and performance-related

most significant factors behind the wage hike

pay per task. Mechanization and automation of

and the short supply of workforce. While

production facilities as well as outsourcing to

changes in the minimum wage were driven by

local companies were also preferred measures by

governmental policies, the rise in average wage

some companies to fight against the wage hike

level corresponded to rising prices. With regard

and short labor supply. Meanwhile some compa-

to the average wage level, population and indus-

nies were not working on any countermeasures

trial structure along with the rising prices were

at all.

also significant factors. A field study on the en-

By conducting the aforementioned analyses, this

terprise cases shows that almost all of the South

research proposed the following countermeasures

Korean companies operating in the Bohai Eco-

for the companies. First, increase productivity.

nomic Rim are struggling to keep up their man-

With the wage level of China rising rapidly,

agement due to rapid wage hike and short supply

South Korean companies operating in China are

of workforce. With rising awareness of their

best advised to improve productivity and maxi-

rights, an increasing number of workers are de-

mize the added values of its products. Second, in-

manding wage hike, while the turnover rate of

crease outsourcing. Values should be created in

factory workers is rising as well. Adding

such areas as planning, design, R&D and man-

headache to the already difficult labor manage-

agement, while the company’s non-core activities

ment of the South Korean companies operating

should be outsourced. Third, recalibrate the per-

in the region is the legislation of the New Labor

sonnel management system. A fair and transpar-

Contract Law, which prevents arbitrary dismissal

ent performance-based compensation and

of workers. Companies are witnessing the dete-

promotion system as well as a responsible and

riorating work attitude and decreasing produc-

transparent management should be in place,

tivity level among their workers in the wake of

while it is also required to build up and capitalize

the legislation.

on the public assembly. Fourth, develop the do-

To adapt itself to the changing labor environ-

mestic market. The labor-intensive industry cap-

ment, companies are reducing wages by reducing

italizing on the low wage level has hit the ceiling

the number of indirect workers who are not put

now. As the Chinese government is actively seek-

into assembly line directly, as well as sojourning

ing to expand the country’s domestic market,

employees, while actively trying to tackle the

South Korean companies are best advised to turn

short supply of labor by relying on employment

their eyes to the domestic market. Fifth, relocate

agencies, community centers or correctional fa-

the manufacturing bases. South Korean compa191
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nies may need to diversify their production bases

nesses are having difficulties breaking into the

by advancing to the mid- and western China,

domestic market despite its rapid growth, mak-

Southeast Asia and even back to South Korea.

ing it necessary to provide government-level sup-

The government support is also urgently re-

port, such as assistance to the development of

quired. First of all, financial support to small

distribution network and share of market infor-

businesses should be increased. Even many small

mation. The government should also enhance its

businesses with highly developed competitive

support to those companies that are u-turning to

edge are having difficulties in conducting timely

South Korea. In addition, provision of legal sup-

investments on their production facilities due to

port on the bankruptcy procedure, as well as

inadequate financial resources. Financial line-up

hosting of investment road shows by South Ko-

to those companies should be extended. Next, the

rean local governments to attract them back to

South Korean government should help them

South Korea is also required.

break into China’s domestic market. Small busi-
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China’s Non-Tariff Barriers and
Implications for Korea-China FTA

Sang Hun Lee et al. (December 2012)
ISBN 978-89-322-2313-1 / A5 / 124pp. / USD 7

After establishing diplomatic ties between Korea

posed by China while recognizing the issue that

and China, they have rapidly achieved bilateral

the resulting effects from removing non-tariff

trades, investments, expansion of economic co-

barriers during negotiation talks for the Korea-

operation. In particular, export to China have

China FTA is as important as the economic ef-

significantly increased where 24.2% out of the

fects gained from the elimination of tariffs. Upon

total export volume of Korea in 2011 constituted

investigating the relevant issues, non-tariff bar-

export to China. However, it is necessary to enter

riers relating to customs clearance were raised the

into a Free Trade Agreement (FTA) with China

most by Korean companies and issues such as

for a more stabilized expansion of trade between

technical barriers, transparency and issues relat-

the two countries. Through Korea-China FTA,

ing to processing trade, in such order, were con-

Korea will be able to secure a stable share in its

sidered to be the issues most concerning Korean

largest export market and also result in maximiz-

companies. In particular, it was found that there

ing its economic benefits by dominating the fu-

was a discrepancy in the implementation of in-

ture's largest consumer market well in advance.

stitutions and the application of law by region in

However, with the suggestion that the effects of

certain cases. Therefore, it is necessary to prepare

reducing tariffs may be less than it was estimated

a systematic device to remove various non-tariff

due to the recent changes in the trade structure

barriers imposed by China during negotiations

between Korea and China, the removal of non-

for the Korea-China FTA.

tariff barriers have become an important issue to
be discussed with respect to the Korea-China
FTA.
As a result, this study investigates and analyzes
detailed cases where Korean companies have
struggled with respect to non-tariff barriers im193
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The Analysis of Competitive
Strategies of Enterprises in
Shanghai Luxury Consumer
Market
Suyeon No and Xiyou He (December 2012)
ISBN 978-89-322-2314-8 / A5 / 128pp. / USD 7

As the external economic environment has been

metics market. Chapter 3 illustrates our case

worse since 2008, China laid emphasis on the

studies and Chapter 4 discusses the competitive

domestic consumption as a new drive force for

strategies of each case study. And Chapter 5, with

sustained economic growth. And luxury con-

implications for Korean government and enter-

sumer market expands very fast as Chinese con-

prises, reveals the limitations of this study.

sumers’ purchasing power has increased. Before

As for business, Korean enterprises should care-

targeting the Chinese luxury consumer market

fully choose entry points when they are advance

aggressively on a national scale, some regional

into the Chinese luxury consumer market. Sec-

market like Shanghai is needed to testify the ef-

ond, they should utilize various strategies includ-

fectiveness of distribution and marketing and to

ing regional specialized marketing strategy to

understand consumers’ tendencies.

increase brand awareness. Third, they should

The purpose of this study is to provide implica-

carefully analyze the characteristics of the Chi-

tions to both the Korean enterprises and govern-

nese luxury consumer. Fourth, there is a need to

ment which have tried to foster competitiveness

develop a new luxury goods area that you can

in luxury consumer market in China by analyz-

enjoy the first-mover advantage, while increasing

ing competitive strategies of various enterprises

brand awareness in the area of the existing mar-

in Shanghai. We approach this study based on

ket. Fifth, Korean enterprises should prepare for

the case studies in the clothing and cosmetics in-

the infringement of intellectual property rights

dustry in Shanghai.

in China and use it as a way of noise marketing

Chapter 1 introduces background, objectives, and

at the same time. Sixth, Korean enterprises need

methodology of this research. Chapter 2 analyzes

to pay more attention to looking for the partners

the business environment of Shanghai luxury

in China.

consumer market, inter alia, clothing and cos-

In order that Korean enterprises can succeed in
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terprises in China to improve Korean brand

as in China, indirect support of Korean govern-

awareness. Third, Korean government needs to

ment is also required. First, Korean government

request the Chinese government the strict man-

should support promotional activities for Chi-

agement to counterfeit goods and negotiate with

nese tourists so that they can have the luxurious

Chinese government to lower the entry barriers

image about Korean products. Second, Korean

into Chinese market.

government is advised to support the Korean en-
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12-10

Analysis on the Multinational
Retailers’ Entry into Central
China
Jihyun Jung and Jinhee Park (December 2012)
ISBN 978-89-322-2315-5 / A5 / 126pp. / USD 7

The Chinese distribution market has been rap-

tailers are recently showing an increasing trend

idly increased in its importance and status in the

for market expansion into the inland market be-

world distribution market with its steady growth

cause consumer market growth, good competi-

for the past 20 year, and it is predicted to provide

tive environment & manpower supply in the

the good business opportunity to foreign distri-

inland region. Particularly, the consumer market

bution companies as well according to the outlook

of the central inland region in China is overall

on the domestic market expansion. Particularly,

showing a rapid growth based on fast economic

the Chinese retail market is an attractive market

development, the multinational retail companies,

in that it provides a new market to the retail

such as the US Wal-Mart, Swedish IKEA,

businesses of Korea which is suffering hardships

Japanese Uniqlo and MUJI, ZARA in Spain and

due to the saturated domestic retail market and

H&M in Sweden, are making inroads into this

the government regulations.

region in succession.

Meanwhile, with the retail market environment

However, the situation is calling for a close sur-

of the coastal big cities in China getting worse

vey on these regions in 6 central provinces in

due to intensifying competition and market sat-

China because the retail market environment

uration, etc. caused by the increase both in rental

and characteristics of retailers in each region of

cost and in labor costs, the shortage of manpower,

the 6 provinces differ from one another. Here-

and entries of many foreign-invested retailers, in-

upon, this study is intending to seek the market

creasing are the cases where multinational retail

expansion strategy of the Korean retail compa-

companies, which entered this region before in-

nies and our government support measures by

cluding Carrefour, E-mart and best buy stores,

grasping the size of the retail market, major retail

etc., reduce the number of stores or close their

formats, distribution of major consumption cities

stores. On the contrary, the foreign-invested re-

in 6 provinces, influence & characteristics of the
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the central provinces and the competitive situa-

retail markets, and the present situation and

tion between foreign retailers and local retailers,

strategies of the foreign retail companies' entry

and for practicality enhancement of the research

into the central provinces retail market.

results, this study is intending to suggest the suit-

For this purpose, this study is going to draw the

able market access strategy respectively by divid-

entry strategies into the chinese retail market for

ing our retail companies into a large one and

our retail businesses by making an comparative

small& medium one, and subdividing the market

analysis of the current status of the foreign-in-

entry strategies into the access strategy and man-

vested retail companies which already entered

agement strategy.
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12-01

Comparative Advantage, Outward
Foreign Direct Investment and
Average Industry Productivity:
Theory and Evidence
Yong Joon Jang and Hea-Jung Hyun (April 2012)
ISBN 978-89-322-4228-6 / A5 / 38pp. / USD 3

In this paper, we explicitly address the role of

vantage). Thus, we find that the empirical results

comparative advantage in effects of outward FDI

were consistent with previous theoretical predic-

on domestic productivity, both theoretically and

tions as well as our analysis.

empirically. In the theoretical framework, we
place Irarrazabal, Moxnes and Opromolla’s
(2009) outward FDI model into Bernard, Redding and Schott’s (2007) framework of international trade with heterogeneous monopolistically
competitive firms and comparative advantage;
and show that ex ante high average industry productivity triggered by firm self-selection enhances ex post average industry productivity
during the process of increase in FDI. Using Korean industry-level data from 1992 to 2008, we
also empirically test our theoretical predictions
using the fixed effect model as a benchmark
model, followed by system GMM estimation
methods for sensitivity analysis. Our empirical
findings suggest that Korean outward FDI is
positively correlated with domestic productivity
and this link is likely to take place in those sectors above median competitiveness measured as
export-based RCA (Revealed Comparative Ad200
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Working Papers

12-02

Multilateral Engagement in North
Korea’s Economic Rehabilitation
and Possible Establishment of
Trust Funds
Jong-Woon Lee and Hyoungsoo Zang (May 2012)
ISBN 978-89-4429-3 / A5 / 112pp. / USD 3

This paper explores multilateral engagement in

Trust Funds (MDTFs) for North Korea as de-

North Korea’s economic rehabilitation, with par-

nuclearization in the Korean Peninsula pro-

ticular focus on the establishment of special Trust

gresses could help strengthen relations between

Funds. North Korea’s economic recovery in the

Pyongyang and the international donor commu-

2000s has been stagnant, the socialist regime

nity. Moreover, the joint funding mechanism of

seemingly lacking the capacity to resolve food

the special Trust Fund would help to ease the po-

shortages and economic problems. Moreover,

litical burden currently shouldered by South

due to the recurrence of the nuclear issue and

Korea and neighboring countries directly in-

subsequent imposition of tighter sanctions

volved in providing development assistance to

against Pyongyang, not only has the scale of for-

North Korea.

eign aid for North Korea deceased sharply, but

This paper endeavors to articulate the establish-

the engagement of international donors in hu-

ment of MDTFs in the early stages of denu-

manitarian assistance has also been greatly re-

clearization,

duced. Thus, a feasible institutional instrument

dismantling (or abandoning) of North Korea’s

for the amelioration of the regional instability

nuclear programs, as well as the construction of

caused by North Korea’s economic problems and

an international aid coordination mechanism. It

nuclear standoff would be the establishment of a

also explores the potential roles that Trust Funds

multilateral framework that would involve bilat-

could play in resource mobilization and policy

eral donors and international financial institu-

dialogue. The paper also considers areas of sup-

tions. The setting up of special Trust Funds is a

port and procedure in the operation of MDTFs

possible option for resource mobilization for and

for North Korea. By drawing attention to issues

aid coordination in providing development assis-

around the administrative structure of the

tance to North Korea. Given the potential ben-

MDTF, it proposes that international donors es-

efits of such a mechanism, creating multi-donor

tablish the ‘North Korea Development Assis-

which

would

facilitate

the
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tance Group’ (NKDAG) as the principal special

coordination of providing development assis-

Trust Fund governing body. The NKDAG could

tance to North Korea and for the country’s eco-

provide a forum for policy dialogue in the coor-

nomic recovery. This, in turn, would help to

dination of development assistance to North

placate the donor community in respect of the

Korea. Effective fund-raisings, and the successful

transparency and effectiveness of its funding

implementation and management of the Trust

contributions, which could attract more foreign

Funds would serve as an impetus for enhancing

assistnance to Trust Fund activities.

the roles the NKDAG would have to play in the
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12-03

A Theory of Economic
Sanctions

Baran Han (September 2012)
ISBN 978-89-322-4230-9 / A5 / 42pp. / USD 3

This paper presents a work-horse model to ana-

not concerned with future transactions amongst

lyze the mechanism of triadic sanctions, where

each other. In a repeated game setting, on the

the receiver of the sanction is not the actual tar-

other hand, the threats become credible, but the

get. With a motivating example of the US sanc-

level of enforcement would differ across

tions against Iran and a simple game theoretic

firms/countries depending on the economic in-

framework, we show that the threat of such sanc-

terdependency and how the parties perceive the

tion is not credible in situations where the game

probability that the games would continue to the

ends after single stage, or when the entities are

next period.
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12-04

Election Cycles and Stock Market
Reaction: International Evidence

Jiyoun An and Cheolbeom Park (December 2012)
ISBN 978-89-322-4231-6 / A5 / 36pp. / USD 3

This study investigates movements of the stock

non-election periods, and (3) the stock return

return volatility during election periods (from

volatility rises quickly during election months

one-year before an election to one-year after the

and immediately after the elections. The first and

election) with the use of data from 16 countries.

second findings confirm conjectures made on the

The main findings of this study are (1) stock re-

dynamic pattern of the volatility in previous

turn volatility declines over time as elections ap-

studies such as Pantzalis et al. (2000) and Wis-

proach, (2) the level of the stock return volatility

niewski (2009).

during election periods is lower than that during
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12-05

Korea’s Monetary Policy
Responses to the Global
Financial Crisis
In Huh (December 2012)
ISBN 978-89-322-4232-3 / A5 / 34pp. / USD 3

The Korean monetary authorities have imple-

able for the public and to prevent the currency

mented several policies on inflation, foreign ex-

crisis. The monetary authorities have succeeded

changes and capital flows during and after the

in preventing the currency crisis, but it is hard to

global financial crisis. The inflation target has

say that the exchange market has been stabilized

been missed during the global financial crisis, as

during the global financial crisis. The monetary

the Bank of Korea (BOK) was more lenient to

authorities have imposed three macroprudential

supply shocks’ inflation in order not to impose

measures in order to prepare for the sudden

the additional contractionary pressures on the

stops. Those measures were not effective on re-

economy during the global financial crisis. The

duction the volatility in the financial markets

Ministry of Strategy and Finance and the BOK

however they seem to have effect on the capital

tried to sustain the exchange market to be avail-

flows and lengthening the banks foreign debts.
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12-06

Real Frictions and Real Exchange
Rate Dynamics:
The Roles of Distribution Service
and Transaction Cost
In Huh and Inkoo Lee (December 2012)
ISBN 978-89-322-4233-0 / A5 / 28pp. / USD 3

The fact that fluctuations in real exchange rates

distribution costs and nontradable goods in an

are highly volatile and persistent has been the

otherwise standard competitive model dramati-

central puzzle in international macroeconomics.

cally improves its ability to rationalize observed

This paper studies the role of real frictions in ac-

real exchange rate dynamics. We view our frame-

counting for the puzzling behavior of real ex-

work as complementary to those that emphasize

change rates. We show that the introduction of

the role of nominal rigidities.
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12-07

An Assessment of Inflation
Targeting in a Quantitative
Monetary Business Cycle
Framework
Dooyeon Cho and Dong-Eun Lee (December 2012)
ISBN 978-89-322-4234-7 / A5 / 42pp. / USD 3

This paper examines the effectiveness of inflation

main finding is that the monetary policy wedge,

targeting to stabilize the real economy of the ad-

which captures economic fluctuations caused by

vanced countries where inflation targeting was

monetary policy, has significantly declined since

adopted in the early 1990s. This paper employs

the implementation of inflation targeting in the

the monetary business cycle accounting method-

early 1990s. The results suggest that advanced

ology recently developed by Šustek (2011) which

economies such as Australia, Canada, Sweden,

is an extended version of Chari, Kehoe, and Mc-

and the UK, that adopted inflation targeting in

Grattan (2007) to monetary models in order to

the early 1990s have been successful in stabiliz-

quantitatively assess inflation targeting. Our

ing business cycle fluctuations.
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12-01

Characteristics and Determinants
of Cross Border Mergers in the
APEC Region
Mikyung Yun (December 2012)
ISBN 978-89-322-0096-5 / A5 / 34pp. / USD 3

This study attempted to map out the patterns of

CBMA in the APEC region. However, this be-

cross border M&As (CBMAs) in the APEC re-

came positive, as proportion of horizontal CBMA

gion, and empirically verify the determinants of

increased. This implies that for horizontal merg-

CBMAs, focusing on the role of trade cost. De-

ers, again, tariff jumping rather than comparative

spite the increasing levels of CBMAs in the

advantage was the more important motivation.

APEC region, its determinants and impacts in

Contrary to expectations, trade liberalization and

the region, especially in the less developed

market integration in the APEC region is shown

economies of the region, remain under-re-

to have a negative effect on CBMA from non-

searched. This study hopes to contribute to filling

APEC member countries. APEC economies are

this gap in the literature.

heavily dependent on each other as a source of

The empirical analysis shows that cross border

foreign investment and that cross border M&As

mergers increased with the size of the two coun-

are largely a regional affair. This suggests that

tries involved, as expected. While multilateral

CBMA in the APEC region is closely related to

trade cost in general had a positive effect on bi-

the regional vertical division of labor, and that,

lateral CBMA, indicating reduction of overall

firms in the region are using CBMA as an in-

non-horizontal biddings from competing coun-

strument for restructuring and reorganizing

tries, the effect becomes negative as proportion

across the region as trade liberalization and mar-

of horizontal mergers increases. This implies that

ket integration have progressed in the APEC. It

high trade cost encourages tariff-jumping, hori-

would be therefore important to explore the role

zontal CBMA from other competing countries.

of CBMAs in this restructuring process at a

In the case of bilateral trade cost, number of

more micro level, such as at the level of produc-

CBMA decreases as trade cost increases in gen-

tion networks, and making comparisons across

eral, reflecting the high degree of non-horizontal

different industries.
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12-02

APEC’s Regional Economic
Integration Agenda and the
Evolution of Economic Integration
in the Asia-Pacific Region
Robert Scollay (December 2012)
ISBN 978-89-322-0097-2 / A5 / 98pp. / USD 3

In the early years of the twenty-first century pro-

in 2010 the leaders set out the way forward in

posals reflecting two distinct “visions” of Asia-

more concrete terms, when they unambiguously

Pacific integration were being advanced for

endorsed the FTAAP as the end-point to be

consolidating the regional trade architecture

reached in the evolution of the Asia-Pacific re-

through the establishment of region-wide trade

gional trade architecture, while at the same time

agreements. The rise of East Asian regionalism

endorsing a “two-track” approach to its eventual

was reflected in proposals for an East Asian Free

achievement. The leaders stated that achieve-

Trade Area (EAFTA) and Comprehensive Eco-

ment of the FTAAP is to be based on progress

nomic Partnership for East Asia (CEPEA), en-

made within both a “trans-Pacific track”, repre-

visaged as major elements in an agenda for

sented by the Trans Pacific Partnership (TPP),

building an economically integrated East Asian

involving economies from both sides of the Pa-

region. APEC’s “trans-Pacific vision”, of inte-

cific, and an “East Asian track”, now represented

grating economies on both sides of the Pacific

by the Regional Comprehensive Economic Part-

through achievement of APEC’s Bogor goals of

nership (RCEP), a successor initiative to the

free trade and investment in the Asia-Pacific re-

EAFTA and CEPEA, with participation at this

gion, was refreshed in modified form with the

stage limited to the sixteen “ASEAN Plus Six”

proposal for a Free Trade Area of the Asia-Pa-

economies on the western side of the Pacific. Six

cific (FTAAP), conceived in principle as a free

of the 21 APEC economies are currently partic-

trade agreement embracing all APEC members.

ipating in both “tracks”, while four are partici-

In 2006 APEC leaders sought to emphasise

pating in neither track. Four of the RCEP

complementarity between the two “visions” by

participants are not members of APEC.

formally adopting a Regional Economic Integra-

The leaders left open the question of how the

tion agenda in which the FTAAP was recog-

two “tracks” might evolve and eventually con-

nized as a “long-term prospect”. At Yokohama

verge into the FTAAP. In the meantime, atten211
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tion is focused on the substance of the TPP and

level that would mark an impressive step towards

RCEP agreements being negotiated within each

the eventual FTAAP. On the other hand the

“track”, and their implications both for the size

RCEP may be better placed than the TPP to de-

and distribution of the prospective economic

velop rules of origin that foster deep integration

benefits of each agreement, and for the prospects

among the production systems of participating

of each agreement for gaining acceptance from

economies. Provisions on intellectual property

other economies in the Asia-Pacific region as the

and competition policy are included in the pro-

“model” for the eventual FTAAP.

posed content of the RCEP, but it would be a

Of the two agreements, the TPP at this stage ap-

surprise if these provisions approach the depth

pears to have the more ambitious and compre-

of commitment being sought in the TPP.

hensive agenda. After three years negotiations

Like the TPP before it, RCEP faces all the issues

have advanced to the point where failure, while

involved in establishing agenda priorities and

still possible, would be a major surprise, but there

modalities for negotiating an agreement among

are many sensitive issues remaining to be re-

countries that in many cases are already linked

solved. In addition to the expected market access

by existing agreements, or in some cases by on-

issues of particular sensitivity to individual par-

going negotiations. The complexities and diffi-

ticipating economies, other highly sensitive issues

culties will be compounded by the likelihood that

involve rules of origin, intellectual property, phar-

the participating economies will come to the ne-

maceutical evaluation pricing and subsidy pro-

gotiations with widely divergent levels of ambi-

grammes, management of electronic data flows,

tion. Especially under these conditions ASEAN’s

labour and environment. These and other issues

determination that the RCEP should be an

are discussed in detail in the paper. How these

ASEAN-led process also means that RCEP ne-

issues are eventually resolved will be important

gotiations could turn out to a defining test of

in determining both the extent to which the TPP

ASEAN’s ability to maintain its leadership role

lives up to its stated ambition of being a “high

in regional economic integration.

quality” agreement and also its prospects of being
accepted as a “model” for an eventual FTAAP.
The RCEP negotiations are only just beginning.
It is correspondingly more difficult to evaluate
its likely content and its potential as a basis for
the eventual FTAAP. It appears likely that the
most substantive provisions will be those on
trade in goods, trade in services, and investment,
prospects for which are analysed in detail in the
paper. In these areas the RCEP faces formidable
challenges in consolidating existing arrangements among the participating economies to a
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Who Commands the Negotiating
Table: An in-depth analysis of the IMF
quota and governance reform
negotiation process in the lead up
to the G20 Seoul Summit
Yongbeom Kim and Junghoon Park (May 2012, in korean)
ISBN 978-89-322-0092-7 / A5 / 314pp. / USD 12

This book presents a detailed record and an

Leaders focused on at their first Summit in

in‐depth analysis of the negotiations that took

Washington was the reform of the international

place within the G20 – the premier forum for in-

financial institutions. The G20 delivered its first

ternational economic cooperation – to achieve

concrete result in April 2009 when it agreed to

historic outcomes on the IMF quota and gover-

increase the IMF resources by more than 500 bil-

nance reforms in the lead up to and at the G20

lion dollars at the London Summit. Then, in

Seoul Summit in 2010. It captures the entire ne-

Pittsburgh in September 2009, the G20 Leaders

gotiation process that was adopted to shift quota

further agreed to shift at least 5 per cent share of

shares and improve governance structure of the

the IMF quota to emerging market, developing

IMF, thereby enhancing its legitimacy, effective-

and under‐represented countries and undertake

ness and credibility. We, the authors, worked on

governance reforms. But making promises was

the preparation of the Summit as working level

the easy part. Delivering on them required a lot

staff and were privileged enough to get involved

of hard work and careful negotiations. That’s why

in one of the most successful multilateral nego-

when these commitments were finally delivered

tiation processes in action. As such, we thought

at the Seoul Summit in November 2010, people

our experiences and analyses of the negotiation

said it was the most comprehensive reform in the

process might be helpful to others who may be

history of the IMF. While it took many years of

involved in negotiation processes from time to

negotiations to achieve this result, the book

time or carry out research on negotiations. So we

mostly focuses on the negotiations that took

decided to share our experiences and analyses by

place between the Pittsburgh Summit and when

writing this book.

Korea hosted the G20 Summit in Seoul.

As the massive global financial crisis swept the

Shifting IMF quota shares amongst countries is

world in 2008, one of the major tasks the G20

a zero‐sum game. If one country wants its quota
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providing lots of firsthand experiences with the

corresponding decrease for some other countries.

negotiation in the form of anecdotes.

That is why the IMF quota share reform process

In conclusion, we the authors hope that this book

was so arduous. Although the 2010 IMF reform

will enhance readers’ understanding of the IMF

was agreed in almost record time, when com-

quota and governance reforms, but at the same

pared to past agreements, it too was a rough jour-

time provide good insights to general procedures

ney consisting of many formal and informal

and characteristics of international negotiations.

meetings, disagreements and, at times, complete

We look forward to it being used as a practical

stand‐offs in the course of negotiations. This

guide for other negotiations in the future.

book meticulously records and analyzes the
whole 2010 IMF reform negotiation process. But
rather than provide a witness statement in a
chronological order, the authors divided up the
negotiation process into four stages – preparation, exploration of negotiation strategies, actual
negotiation and settlement – and evaluated what
happened in each stage against a theoretical
framework for multilateral negotiation. In addition, the IMF’s major functions, structure and
role are explained throughout the book. The authors adopted this approach to enhance readers’
understanding of the issues and provide meaningful insights to those who may have to go
through similar negotiation processes in the future.
Finally, the book does not record or evaluate
Korea’s role as one of the participants of the negotiation. Rather, it records and evaluates its role
and position as the chair country of the G20.
However, the book is not an official record or assessment of the implications and achievements
of the Seoul Summit. Official records and assessments can be found in the White Paper published by the Presidential Committee for the
G20 Summit. This book was written by working
level staff to complement the White Paper by focusing on technical aspects of negotiations and
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share increased, it cannot be achieved without a

Monographs

Korea-India Deepening
Partnership for the 21st Century

Parthasarathi Shome & Choong Yong Ahn eds. (2012. 7)
ISBN 978-89-322-0093-4 / A5 / 320pp. / not for sale

This volume edited by Parthasarathi Shome and

prove the relationship between the two countries

Choong Yong Ahn brings together papers and

through a revision of a number of existing tariffs,

speeches presented at the 10th dialogue. It analy-

non-tariff barriers related to trade and invest-

ses the Indo-Korea CEPA in terms of the flow

ment linked policies. We hope that this volume

of goods, services and investment as well as dis-

will enrich our understanding of Indo-Korea re-

cussions for collaboration on other sectors that

lations and contribute to more significant rela-

are under consideration between these two

tions between the two countries.

economies. It also identifies the possibility to im-
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